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Innolight (300308 CH)

2Q earnings reinforce Al infrastructure spend
momentum

Innolight announced 1H25 preliminary earnings. 1H25 NP is guided to be
RMB3.6bn-RMB4.4bn, up 53%-87% YoY. 2Q NP alone is estimated to be
RMB2.0bn-RMB2.8bn, up 50%-107% YoY/27%-78% Qo0Q. 2Q NP beat
Bloomberg consensus of RMB1.9bn by 9%-52%. According to the company, the
strong results were driven by 1) robust topline growth on sustained Al demand
(report) and 2) margin increases due to a favorable product mix (higher
contribution from 800G and silicon photonics products) and yield improvement.
Reiterate BUY with TP raised to RMB225.

B Sequential revenue growth in recent quarters driven by robust Al
infrastructure spend. Innolight's revenue grew by 38% YoY/2% QoQ in 1Q.
We expect 2Q NP to grow QoQ again, driven by 1) strong capex from
overseas CSPs and new entrants, 2) strong demand for 400G/800G
transceivers from ASIC/Ethernet datacenter needs. By data rate, revenue
contribution from 800G/SiPh products continues to grow. Looking ahead,
mgmt. expects Al-driven demand to remain elevated through 2026 with 800G
volumes continuing to rise and 1.6T adoption accelerating. We noticed that
Eoptolink (300502 CH, NR) also preannounced significant 2Q NP growth of
293%-386% Y0Y/35%-67% QoQ. In addition, FIl (601138 CH, NR) pre-
announced 2Q NP growth of 48%-52% Y0Y/29%-32% Qo0Q. FlII's mgmt.
highlighted that Al server sales growth exceeded 60% YoY in 2Q, and 800G
switch sales alone nearly tripled full-year sales in 2024. BBG consensus
forecasts major overseas hyperscalers' (MSFT/AMZN/GOOG/META) capex
to grow by 43% YoY and domestic Big Three’s (Alibaba/Tencent/Baidu)
capex to grow by 44% YoY in 2025E. As a key beneficiary riding the Al
tailwind, we forecast Innolight's revenue to increase by 52.5% in 2025E.

B Further margin expansion on favourable product mix and better yields.
With higher 800G sales and incremental contribution from 1.6T, we expect
Innolights GPM to maintain sequential growth in 2Q/2H25
(3Q24/4Q24/1Q25: 33.6%/35.1%/36.7%). SiPh demand is growing, offsetting
the impact of EML shortage and contributing to GPM. Innolight will provide
SiPh solutions for 1.6T products as well, per mgmt., and we estimate NPM to
reach a historical high in 2Q while remaining at a high level going forward
(CMBI est.: 25%+). We expect the company's GPM to reach 38.7% in 2025E
(vs. prev. 35.3%), due to better-than-expected GPM in 2Q. We have also
revised up 2025E NP to RMB9.2bn (77% YoY vs. prev. 49% YaoY).

B Reiterate BUY with TP raised to RMB225, based on 27x 2025E P/E
(peers’ avg. 2025E P/E is 28.1x), close to 0.5SD above its 5-yr avg. hist.
forward P/E (21.8x). We have raised our revenue/NP growth forecasts to
52.5%/77.3% YoY in 2025 on 1) higher 800G shipment volume, 2) milder
annual ASP adjustments and 3) an enhanced GPM. We lift our target P/E to
27x vs. prior 21.5x given little impact from earlier tariffs. Key risks include
slower-than-expected shipments, geopolitical uncertainties, supply chain
shortage, etc.

Earnings Summary

(YE 31 Dec) FY23A FY24A FY25E FY26E FY27E
Revenue (RMB mn) 10,718 23,862 36,385 48,184 56,257
YoY growth (%) 11.2 122.6 52.5 324 16.8
Gross margin (%) 33.0 33.8 38.7 38.3 384
Net profit (RMB mn) 2,173.5 5,171.5 9,167.3 11,784.2 13,570.1
YoY growth (%) 77.6 137.9 77.3 28.5 15.2
EPS (Reported) (RMB) 2.00 4.72 8.34 10.72 12.35
P/E (x) 87.4 37.0 21.0 16.3 14.2

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data
Mkt Cap (RMB mn) 194,231.4
Avg 3 mths t/o (RMB mn) 5,001.8
52w High/Low (RMB) 185.83/71.99
Total Issued Shares (mn) 1111.1
Source: FactSet
Shareholding Structure
Shandong Zhongji Investment 11.4%
Holdings Co.
Wang Weixiu 6.3%
Source: Bloomberg
Share Performance

Absolute Relative
1-mth 49.9% 41.5%
3-mth 118.0% 95.5%
6-mth 58.1% 41.9%

Source: FactSet
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Figure 3: Earnings revision
New Old Diff (%)
RMBmn FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue 36,385 48,184 56,257 35,008 46,545 55,142 3.9% 3.5% 2.0%
Gross profit 14,093 18,466 21,611 12,358 16,710 19,851 14.0% 10.5% 8.9%
Net profit 9,167 11,784 13,570 7,722 10,264 12,033 18.7% 14.8% 12.8%
EPS (RMB) 8.34 10.72 12.35 7.02 9.34 10.95 18.8% 14.8% 12.7%
Gross margin 38.7% 38.3% 38.4% 35.3% 35.9% 36.0% 3.4 ppt 2.4 ppt 2.4 ppt
Net margin 25.2% 24.5% 24.1% 22.1% 22.1% 21.8% 3.1 ppt 2.4 ppt 2.3 ppt

Source: CMBIGM estimates

Figure 4. CMBIGM estimates vs. Bloomberg consensus

CMBIGM BBG Consensus Diff (%)

FY26E FY25E FY26E FY25E FY26E FY27E
Revenue 36,385 48,184 56,257 35,987 43,856 49,927 1.1% 9.9% 12.7%
Gross profit 14,093 18,466 21,611 12,449 15,195 17,179 13.2% 21.5% 25.8%
Net profit 9,167 11,784 13,570 8,227 10,142 11,456 11.4% 16.2% 18.5%
EPS (RMB) 8.34 10.72 12.35 7.17 8.89 10.24 16.3% 20.6% 20.5%
Gross margin 38.7% 38.3% 38.4% 34.6% 34.6% 34.4% 4.1 ppt 3.7 ppt 4 ppt
Net margin 25.2% 24.5% 24.1% 22.9% 23.1% 22.9% 2.3 ppt 1.3 ppt 1.2 ppt

Source: Bloomberg consensus, CMBIGM estimates

Figure 5. Peers table

Mkt Cap Price P/E (x) GPM NP YoY%

Company Ticker (US$mn) (LC) FY25E FY26E FY25E FY26E FY25E FY26E
Innolight 300308 CH 26,434 170.8 21.0 16.3 38.7 38.3 77.3 28.5
TFC 300394 CH 9,771 90.2 32.0 24.1 54.9 54.1 41.7 32.7
Eoptolink 300502 CH 23,508 169.8 224 17.1 46.9 46.6 131.8 315
Huagong Tech 000988 CH 6,682 47.7 27.7 21.8 21.6 21.8 44.3 29.5
Accelink 002281 CH 5,336 47.5 375 28.8 24.5 25.3 2.7 33.2
Average 28.1 21.6 37.3 37.2 59.6 31.1

Source: Bloomberg consensus, CMBIGM estimates
Note: Earnings estimates for Innolight are CMBIGM estimates
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Financial Summary

INCOME STATEMENT 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Revenue 9,642 10,718 23,862 36,385 48,184 56,257
Cost of goods sold (6,816) (7,182) (15,796) (22,293) (29,718) (34,646)
Gross profit 2,826 3,536 8,067 14,093 18,466 21,611
Operating expenses (1,499) (1,042) (2,017) (2,744) (3,870) (4,805)
Selling expense (63) (51) 47) (58) 7 (90)
SG&A expense (598) (558) (879) (980) (1,196) (1,381)
R&D expense (767) (739) (1,244) (1,751) (2,564) (3,294)
Others (71) 306 153 45 (34) (41)
Operating profit 1,327 2,494 6,050 11,349 14,596 16,806
Other income 28 2 5 6 8 9
Other expense 4) 4) 2) 0) 0) 0)
Pre-tax profit 1,352 2,492 6,052 11,355 14,603 16,815
Income tax (118) (285) (681) (1,719) (2,248) (2,617)
After tax profit 1,234 2,208 5,372 9,636 12,356 14,198
Minority interest 10 34 200 469 571 628
Net profit 1,224 2,174 5171 9,167 11,784 13,570
BALANCE SHEET 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Current assets 9,587 11,319 18,196 29,109 41,531 54,685
Cash & equivalents 2,831 3,317 5,054 13,787 22,478 33,797
Account receivables 1,509 2,581 4,604 5,764 6,381 7,490
Inventories 3,888 4,295 7,051 8,584 11,445 11,905
Prepayment 64 59 80 106 141 165
Other current assets 1,295 1,067 1,407 868 1,086 1,328
Non-current assets 6,970 8,687 10,671 11,990 13,365 14,962
PP&E 3,217 3,948 5,820 6,525 7,404 8,324
Right-of-use assets 11 27 34 123 225 329
Deferred income tax 48 82 222 252 337 427
Intangibles 322 401 378 349 335 331
Goodwill 1,949 1,939 1,939 1,939 1,939 1,939
Other non-current assets 1,422 2,291 2,279 2,802 3,126 3,613
Total assets 16,557 20,007 28,866 41,099 54,896 69,647
Current liabilities 3,264 4,360 6,497 9,140 10,898 11,999
Short-term borrowings 385 62 1,426 2,348 2,447 2,482
Account payables 1,136 1,857 2,991 4,338 5,432 5,958
Tax payable 93 213 244 430 574 728
Other current liabilities 1,349 2,039 1,545 1,690 1,999 2,267
Contract liabilities 22 3 10 10 13 15
Accrued expenses 279 187 282 325 433 550
Non-current liabilities 1,224 872 2,076 2,584 3,247 3,956
Long-term borrowings 696 319 606 608 608 608
Bond payables 0 0 0 0 0 0
Deferred income 264 216 270 391 523 663
Other non-current liabilities 264 337 1,200 1,584 2,116 2,685
Total liabilities 4,488 5,232 8,573 11,723 14,145 15,955
Share capital 801 803 1,121 1,105 1,105 1,105
Retained earnings 3,893 5,870 10,624 19,130 29,794 41,944
Other reserves 7,251 7,589 7,388 7,513 7,654 7,816
Total shareholders equity 11,945 14,261 19,134 27,748 38,553 50,864
Minority interest 124 513 1,159 1,627 2,199 2,827
Total equity and liabilities 16,557 20,007 28,866 41,099 54,896 69,647

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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CASH FLOW 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 1,352 2,492 6,052 11,355 14,603 16,815
Depreciation & amortization 493 525 713 714 796 949
Tax paid (118) (285) (681) (1,719) (2,248) (2,617)
Change in working capital 291 (830) (3,210) (1,089) (2,093) (791)
Others 432 (6) 290 625 488 521
Net cash from operations 2,449 1,897 3,165 9,886 11,547 14,877
Investing

Capital expenditure (792) (1,704) (2,866) (1,751) (2,054) (2,286)
Acquisition of subsidiaries/ investments (5,967) (3,971) (2,725) 0 0 0
il:l}s;gtr;t;tigs from disposal of short-term 5.167 4,435 2,619 0 0 0
Others 40 65 37 110 111 129
Net cash from investing (1,553) (1,176) (2,935) (1,641) (1,943) (2,157)
Financing

Dividend paid (233) (207) (399) (662) (1,106) (1,388)
Net borrowings (699) (884) 1,685 920 99 35
Proceeds from share issues 33 (109) 246 1) 0 0
Others (742) 884 (40) 0 0 0
Net cash from financing (1,641) (316) 1,492 257 (1,007) (1,354)
Net change in cash

Cash at the beginning of the year 3,489 2,809 3,234 4,988 13,713 22,404
Exchange difference 64 20 39 0 0 0
Others (745) 405 1,715 8,725 8,691 11,319
Cash at the end of the year 2,809 3,234 4,988 13,713 22,404 33,723
GROWTH 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Revenue 25.3% 11.2% 122.6% 52.5% 32.4% 16.8%
Gross profit 43.6% 25.1% 128.1% 74.7% 31.0% 17.0%
Operating profit 37.9% 87.9% 142.6% 87.6% 28.6% 15.1%
Net profit 39.6% 77.6% 137.9% 77.3% 28.5% 15.2%
PROFITABILITY 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Gross profit margin 29.3% 33.0% 33.8% 38.7% 38.3% 38.4%
Operating margin 13.8% 23.3% 25.4% 31.2% 30.3% 29.9%
Return on equity (ROE) 10.4% 16.6% 31.0% 39.1% 35.5% 30.4%
GEARING/LIQUIDITY/ACTIVITIES 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Current ratio (x) 2.9 2.6 2.8 3.2 3.8 4.6
VALUATION 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

P/E 158.9 87.4 37.0 21.0 16.3 14.2
P/E (diluted) 158.9 88.7 37.8 21.0 16.3 14.2

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities or issuer
that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities or issuer; and (2)
no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and Futures
Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue of this report; (2) will
deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve as an officer of any of the Hong
Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the
report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report
and CMBIGM will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified
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intended for distribution in the United States solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of
1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to
effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.
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This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined
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