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Sales Volume and Prices of Main

Business Increased

Huatai Research Annual Results Review

13 June 2024 | China (Mainland) Other New Materials & Processing

Attributable net profit grew 22.98% yoy in 2023, maintain BUY

Lizhong Group (Lizhong) reported revenue/attributable net profit (NP) of
RMB23,365/606mn (+9.33/+22.98% yoy) for 2023, with the attributable NP
deducting amortization expense of equity incentives at RMB710mn (+15.48%
yoy). We project its 2024/2025/2026 attributable NP at RMB820/1,080/1,250mn.
Considering Lizhong’s progress of heat treatment-free alloy from the 0-1 to 1-10
phase, we value the stock at 22.63x 2024E PE, at a discount to its PE average of
28.29x for 2021-2024, and expect the 2024 EPS to be RMB1.31. Our target price
is RMB29.64. Maintain BUY.

Cast alloys registered profit improvement

In 2023, Lizhong sold 933.2k tonnes of cast aluminum alloys (+11.49% yoy). It
achieved steady sales volume growth by leveraging advantages in capacity layout
and establishing close ties with high-quality customers. Its GPM of cast aluminum
alloys in 2023 was 5.72% (+0.72pp yoy), with an attributable NP of RMB199mn
(+39.36% yoy) after deducting the amortization expense of equity incentives. We
calculate that its per-tonne net profit of cast aluminum alloy was c. RMB213 (up
RMB43 yoy), a notable improvement. The company proactively optimized its
product structure, and had its various types and series of heat treatment-free alloy
products be certified by some customers.

Sales volume of aluminum alloy wheel grew rapidly

In 2023, the company's sales volume of aluminum alloy wheels reached 21.2mn
units (+21.28% yoy). Its products have been widely recognized by global
customers, with orders growing rapidly. In 2023, the company’s sales volume of
aluminum alloy wheels for NEVs reached 4.04mn units (+331.15% yoy), while
sales of forged and spun aluminum alloy wheels reached 5.8077mn (+50.27%
yoy). The GPM for 2023 was 16.71% (+0.89pp yoy), with an attributable NP of
RMB370mn (+16.48% yoy) after deducting the amortization expense of equity
incentives.

Functional intermediate alloys maintained stable profit

In 2023, Lizhong sold 86,600 tonnes of functional intermediate alloys (+1.17%
yoy), achieving an attributable NP of RMB150mn (-1.12% yoy) after deducting the
amortization expense of equity incentives. In terms of lithium-ion battery materials
business, part of the first-phase capacity was completed for trial production in
December 2023. Currently, the company mainly focuses on market development
and customer verification in its lithium hexafluorophosphate products, with
by-products such as fluoride salt being used as raw materials of intermediate alloy
products, further reducing costs and improving product quality.

Risks: volatile raw material prices; weak demand; intensified industry competition.

Financials

YE 31 Dec 2022 2023 2024E 2025E 2026E
Revenue (RMBmn) 21,371 23,365 31,019 36,703 42,934
+/-% 14.69 9.33 32.76 18.33 16.98
Net profit (RMBmn) 492.41 605.55 820.46 1,080 1,252
+/-% 9.41 22.98 35.49 31.69 15.86
EPS (diluted, RMB) 0.79 0.97 1.31 1.73 2.00
ROE (%) 9.12 9.78 11.67 13.65 13.87
PE (x) 24.26 19.72 14.56 11.06 9.54
PB (x) 2.08 1.79 1.61 1.42 1.24
EV EBITDA (x) 15.54 12.63 10.82 9.00 7.90

Source: Company announcements, Huatai Research estimates
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Key data

Target price (RMB) 29.64
Closing price (RMB as of 30 Apr) 19.73
Potential upside -/+ (%) 50
Mkt cap (RMBmn) 12,351
6m avg daily val (RMBmn) 122.80
52wk price range (RMB) 13.29-26.35
BVPS (RMB) 11.03
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Full financials

Balance sheet Income statement
YE 31 Dec (RMBmn) 2022 2023 2024E 2025E 2026E YE 31 Dec (RMBmn) 2022 2023 2024E 2025E 2026E
Current assets 11,800 12,873 13,439 15,242 17,705 Revenue 21,371 23,365 31,019 36,703 42,934
Cash & equivalents 2,311 2,887 1,659 1,835 2,147 Operating costs 19,339 20,915 27,837 32,831 38,405
Account receivables 3,525 4,032 4,830 5,657 6,610 Business taxes & surcharges 73.31 83.82 129.00 136.74 164.18
Other receivables 256.17 154.52 390.71 254.44 500.23 Operating expenses 238.95 325.11 431.62 510.71 597.41
Prepayments 133.64 20824 24563  291.41 336.80 Admin expenses 481.79  559.03 620.38 734.07 858.68
Inventories 3,665 3,747 4,206 5,174 5,799 Financial costs 160.36 21228  259.05 27552  289.28
Other current assets 1,910 1,843 2,107 2,030 2,313 Asset impairment losses (12.50) (5.72) (7.59) (8.98) (10.50)
Non-current assets 5,145 5,848 6,288 6,239 6,139 P from fair value changes 10.69 (9.41) 0.00 0.00 0.00
Long-term investment 109.71 81.24 72.03 77.01 73.52 Investment income (31.02) 1.87 4.02 4.02 4.02
Fixed investment 3,213 3,657 4,107 4,122 4,089 Operating profit 540.04 71229  951.18 1,253 1,451
Intangible assets 612.21 705.66 754.85 805.16 841.05 Non-operating income 3.28 213 2.89 2.76 2.59
Other non-curr. assets 1,210 1,404 1,354 1,235 1,135 Non-operating expenses 6.32 3.98 4.61 4.97 4.52
Total assets 16,945 18,720 19,727 21,481 23,844 Total profit 537.00 710.44  949.46 1,250 1,449
Current liabilities 8,657 8,543 9,145 10,355 12,012 Income tax expenses 35.77 93.76 113.93 150.04 173.84
Short-term borrowings 5,671 5,262 5,262 6,442 7,080 Profit after tax 501.23 616.67 835.52 1,100 1,275
Account payables 1,116 1,343 1,929 1,930 2,584 Minority interest 8.82 11.12 15.07 19.84 22.99
Other current liabilities 1,870 1,939 1,954 1,983 2,348 Net profit attr. to parent 492.41 605.55 820.46 1,080 1,252
Non-current liabilities 2,345 3,302 2,946 2,448 1,940 EBITDA 1,178 1,470 1,768 2,185 2,467
Long-term borrowings 2,059 2,296 1,940 1,442 933.79 EPS (RMB, basic) 0.80 0.97 1.31 1.73 2.00
Other non-curr. liabilities 285.47 1,006 1,006 1,006 1,006
Total liabilities 11,002 11,845 12,091 12,802 13,952 Performance
Minority interest 21326  216.77 231.84 25168  274.66 YE 31 Dec 2022 2023 2024E 2025E 2026E
Share capital 616.96  626.02 626.02 626.02 626.02 Growth (%)
Capital reserves 1,484 1,684 1,684 1,684 1,684 Revenue 14.69 9.33 32.76 18.33 16.98
Retained profit 3,522 4,078 4,830 5,821 6,713 Operating profit (2.11) 31.90 33.54 31.68 15.81
Shareholders’ equity attr. to parent 5,730 6,658 7,404 8,427 9,618 Net profit attr. to parent 9.41 22.98 35.49 31.69 15.86
Equity & liabilities 16,945 18,720 19,727 21,481 23,844 Profitability (%)

Gross profit margin 9.51 10.48 10.26 10.55 10.55
Cash flow statement Net profit margin 2.35 2.64 2.69 3.00 2.97
YE 31 Dec (RMBmn) 2022 2023 2024E 2025E 2026E ROE 9.12 9.78 11.67 13.65 13.87
Operating cash flow 242.47 961.16 687.04 335.59 1,045 ROIC 6.42 6.64 8.01 9.10 9.76
Net profit 501.23 616.67  835.52 1,100 1,275 Solvency
Depreciation/amortization 386.89 482.46 474.06 557.41 609.73 Liabilities/assets (%) 64.93 63.27 61.29 59.60 58.51
Financial costs 160.36 21228  259.05 27552  289.28 Net gearing ratio (%) 110.29 93.43 91.44 86.25 73.77
Investment losses 31.02 (1.87) (4.02) (4.02) (4.02) Current ratio (x) 1.36 1.51 1.47 1.47 1.47
Chg in working capital (985.27) (554.62) (847.97) (1,558)  (1,083) Quick ratio (x) 0.88 0.99 0.93 0.90 0.92
Other operating activ's 148.26 206.24 (29.61) (35.78)  (41.67) Operating capability
Investing cash flow (1,637) (640.00) (911.42) (505.19) (507.11) Total assets t/o ratio (x) 1.36 1.31 1.61 1.78 1.89
Capex (1,259)  (1,116) (911.55) (488.74) (495.02) Receivables t/o ratio (x) 6.22 6.18 7.00 7.00 7.00
Long-term investment (334.59) 44394 9.21 (4.98) 3.48 Payables t/o ratio (x) 17.74 17.02 17.02 17.02 17.02
Other investing activ’s (44.35) 31.92 (9.07) (11.47) (15.58) Per-share data (RMB)
Financing cash flow 1,591 208.34  (1,004) (834.11) (864.54) EPS (diluted) 0.79 0.97 1.31 1.73 2.00
Short-term borrowings 969.32 (409.31) 0.00 1,180  638.26 OCFPS (diluted) 0.39 1.54 1.10 0.54 1.67
Long-term borrowings 877.83  236.91 (356.78) (497.94) (507.84) BVPS (diluted) 9.15 10.64 11.83 13.46 15.36
Increase in common stock 0.00 0.90 0.00 0.00 0.00 Valuation (x)
Additional paid-in capital 141.57  200.02 0.00 0.00 0.00 PE 24.26 19.72 14.56 11.06 9.54
Other financing activ's (397.69) 179.83 (647.22) (1,516) (994.96) PB 2.08 1.79 1.61 1.42 1.24
Net change in cash 271.91 595.04 (1,228) (1,004) (326.74) EV EBITDA 15.54 12.63 10.82 9.00 7.90

Source: Company announcements, Huatai Research estimates
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Disclaimers
Analyst Certification

I/We, LI Bin, hereby certify that the views expressed in this report accurately reflect the personal views of the analyst(s) about the
subject securities or issuers; and no part of the compensation of the analyst(s) was, is, or will be, directly or indirectly, related to
the inclusion of specific recommendations or views in this report.

General Disclaimers and Disclosures

This research report has been prepared by Huatai Financial Holdings (Hong Kong) Limited (hereinafter referred to as “HFHL”).
The information herein is strictly confidential to the recipient. This report is intended for HFHL, its clients and associated
companies. Any other person shall not be deemed a client of the Company merely from his or her receipt of this report.

This report is based on information deemed reliable and publicly available by HFHL, but HFHL and its associated company(ies)
(collectively, hereinafter “Huatai”) makes no guarantee as to the accuracy or completeness of such information.

The opinions, assessments and projections contained herein only reflect the views and judgments at the issuance date. Huatai
may issue research reports that contain inconsistent views, assessments and projections with those set out herein at different
times. The prices, values and investment returns of the securities or investment instruments referred to herein may fluctuate.
Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Huatai makes no warrants that the information in this report be kept up to date. The information contained in this report may be
modified without notice by Huatai, and investors shall pay attention to such updates or modifications when necessary.

HFHL is not a U.S. Financial Industry Regulatory Authority (“FINRA”) member firm, and HFHL research analysts are not
registered/qualified as research analysts with FINRA.

While every effort has been made by Huatai to ensure the content contained herein is objective and impartial, the views,
conclusions and recommendations in this report are for reference only and are not to be construed as an offer or solicitation for
the purchase or sale of any security or financial instrument and in any jurisdiction where such offer or solicitation would be illegal.
Such views and recommendations are not intended to provide personal investment advice and does not take into account the
specific investment objectives, financial situation and the particular needs of any specific person. Investors should give sufficient
consideration to their own particular circumstances, and fully understand and use the contents of this report, which should not be
seen as the sole factor to rely on in making investment decisions. Huatai and the report’s authors shall under no circumstance be
held liable for any direct, indirect or consequential losses or damages arising from or in connection with the use or reliance of this
report or its contents. Any form of written or verbal commitment to share the proceeds or losses of any securities investment shall
be regarded as null and void.

Unless otherwise indicated, the data quoted in this report represents past performance, which should not be used as a guide of
future returns. Huatai does not promise or guarantee that any future return will be realized. The forecast made in the report is
based on corresponding assumptions, and any change of assumptions may significantly affect the predicted return.

Huatai and the report’s authors have no legally prohibited interest in the securities or investment instruments referred to herein,
to the best of their knowledge. Huatai may, to the extent permitted by applicable law, hold positions in or trade securities issued
by companies mentioned herein, and may also perform investment banking, financial advisory or other financial products related
services for or solicit business from such companies.

Based on different assumptions, standards or adopting different analytical methods, Huatai’s sales, traders or other professionals
may, orally or in writing, express market comments and/or trading opinions inconsistent with the opinions and suggestions of this
report. Huatai has no obligation to update this report. Huatai’'s asset management, proprietary and other investment services
departments may independently make investment decisions that are inconsistent with the opinions or recommendations
expressed in this report. Investors should take into account that Huatai and/or its related persons may have potential conflicts of
interest that may affect the objectivity of the opinions in this report. Investors should not regard this report as the sole basis for
their investment or other decisions. Specific disclosures in this regard are contained at the end of this report.

This report is not intended for any institution or individual investor of any region, country or other jurisdiction in which Huatai
would violate local law or regulation; or subject Huatai to relevant law or regulation, due to the sending, publishing, or use of this
report.

The copyright of this report is exclusively owned by HFHL. No organizations or individuals shall infringe the copyright of HFHL by
any means, such as duplicating, reproducing, publishing, quoting or redistributing (in whole or in part) to any other person without
the written consent of HFHL. Where HFHL agrees to quote or distribute, it shall be used within the permitted scope and obtain
independent local advice to comply with applicable laws and regulations before distribution, and indicate the source as "Huatai
HK Research". Any reference, deletion or modification inconsistent with the original intention of this report shall not be made.
HFHL reserves the right to pursue legal actions against relevant infringement. All trademarks, service marks and marks used
herein are trademarks, service marks and marks of HFHL.

This report must be read with important disclosures and analyst certifications located on the end of the report. 4
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Hong Kong, China

In Hong Kong, this research report is prepared and distributed by HFHL, which is regulated by the Hong Kong Securities and
Futures Commission and is the wholly owned subsidiary of Huatai International Financial Holdings Company Limited (4 # E &4
BkIZ LA IR 8]) which is a wholly-owned subsidiary of Huatai Securities Co., Ltd., a joint stock company incorporated in the
People’ s Republic of China with limited liability under the Chinese corporate name 4 & E & R4 A Ik 3] 7 . This research
report is intended for use only by institutional and professional investors as defined in the Hong Kong Securities and Futures
Ordinance and its subsidiary legislation. Recipients of this research in Hong Kong may contact HFHL in respect of any matter
arising from or in connection with this research.

Important HK Regulatory Disclosures

o HFHL does not have an individual employed by or associated with it serves as an officer of any companies or issuers under
its research coverage.

. Please refer to the important disclosures on HFHL's website https://www.htsc.com.hk/stock_disclosure

Please see additional important disclosures under the section of “Important US Regulatory Disclosures”.

United States

In the United States, this research report is distributed solely to institutional investors that meet US regulatory requirements by
Huatai Securities (USA) Inc., which is a registered broker-dealer and member of FINRA. Huatai Securities (USA) Inc., accepts
responsibility for the content of this research report in accordance with the provisions of Rule 15a-6 under the US Securities
Exchange Act of 1934. Huatai Securities (USA) Inc.’s affiliate analysts are not registered/qualified as research analysts with
FINRA, may not be associated persons of Huatai Securities (USA) Inc., and therefore may not be subject to FINRA rule
restrictions on communications with a subject company, public appearances, and trading securities held by the analysts. Huatai
Securities (USA) Inc. is a wholly-owned subsidiary of Huatai International Financial Holdings Company Limited (4 % B =4 &4z
R A FR/ 3]) which is a wholly-owned subsidiary of Huatai Securities Co., Ltd. Any persons receiving this report directly from
Huatai Securities (USA) Inc. and wishing to effect a transaction in any security described herein should do so with Huatai
Securities (USA) Inc.

Important US Regulatory Disclosures

. LI Bin and their associates do not serve as an officer, director or advisor of the subject securities or issuers mentioned in
this Research Report. The Analysts and their associates do not have any financial interests in relation to the subject
securities or issuers mentioned in this Research Report. For the purposes of these disclosures, the term “associate”
includes members of the analyst’s household as defined by FINRA. Analysts receive compensation based upon the overall
revenue and profitability of Huatai securities Co., Ltd, including revenues derived from its investment banking business.

o Huatai Securities Co., Ltd., its subsidiaries and/or its affiliates, from time to time sell to and buy from customers the
securities/instruments of companies, both equities and debt (including derivatives) of companies covered in Huatai
Securities Research on a principal or agency basis.

. Huatai Securities Co., Ltd., its subsidiaries and/or its affiliate(s), and/or their officers, directors and employees may, to the
extent permitted by applicable law, have positions in any securities mentioned in this report (or in any related investment)
and may from time to time add to or dispose of any such securities (or investment). Therefore, investors should be aware
that a conflict of interest may exist.

) The subject of this report may include entities subject to a U.S. Presidential Executive Order which restricts the ability of
U.S. persons to invest in specified companies now referred to as Chinese Military-Industrial Complex Companies (“CMIC”)
by the US Treasury Department’s Office of Foreign Assets Control (“OFAC”). The analysis, opinions, and recommendations
contained in this report are for reference only and does not constitute an offer or solicitation to buy or sell the securities, or
an effort to facilitate the purchase or sale of the securities. Any “U.S. Person,” defined as a U.S. citizen, permanent resident
alien, entity organized under the laws of the U.S. or any jurisdiction within the U.S. (including foreign branches), or any
person located in the U.S., should fully consider their own specific circumstances, and not directly or indirectly invest in any
form of publicly traded securities of a CMIC, or their derivative securities, and use them as investment opportunities. For
any securities-related transaction in the subject company restricted by a U.S. Presidential Executive Order, neither Huatai
Securities & Co., Ltd, its subsidiaries, Huatai Securities (USA), Inc. or Huatai Financial Holdings (Hong Kong) Ltd, nor the
author of this report shall bear any legal responsibility for any consequences resulting from the use of information contained
in this report.

Singapore

Huatai Securities (Singapore) Pte. Limited (collectively, hereinafter “Huatai SG”) holds a capital markets services licence from the
Monetary Authority of Singapore for dealing in capital markets products including securities, units in a collective investment
scheme, exchange-traded derivatives contracts and over-the-counter derivatives contacts, and is an Exempt Financial Adviser
under the Financial Advisers Act in respect of advising others on investment products including by issuing or promulgating
research analyses or research reports. Huatai SG may distribute information/research produced by its respective foreign
affiliates within the Huatai Group of companies pursuant to an arrangement under Regulation 32C of the Financial Advisers
Regulations. This report is for Accredited Investors, Expert Investors or Institutional Investors only, and Huatai SG does not
accept legal responsibility for the contents of this report. If you are an unintended recipient, you are requested to immediately
notify and directly return this report to Huatai SG. Singapore recipients of this report should contact your Huatai SG relationship
manager or account officer for matters arising from, or in connection with the information distributed.

This report must be read with important disclosures and analyst certifications located on the end of the report. 5
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Guide to Investment Rating

The investment rating system is based on total return potential including all paid or anticipated dividends relative to that of the
benchmark over the next 6-12 months after the release of the report.

The benchmark: CSI-300 Index for A share market. Hang Seng index for Hong Kong market. S&P 500 index for US market.
TWSE for Chinese Taiwan market. Nikkei 225 index for Japan market. STI index for Singapore market. KOSPI index for South
Korea market.

Industry Rating Definitions

OVERWEIGHT: The industry index is expected to outperform the benchmark

NEUTRAL: Performance of the industry index is expected to be in line with the benchmark
UNDERWEIGHT: The industry index is expected to significantly underperform the benchmark

Stock Rating Definitions

BUY: The stock price is expected to outperform the benchmark by more than 15%

OVERWEIGHT: The stock price is expected to outperform the benchmark by 5%~15%

HOLD: The performance of the stock relative to that of the benchmark is expected to be within -15%~5%

SELL: The stock price is expected to underperform the benchmark by more than 15%

Rating suspended: The rating, target price and estimates have been suspended temporarily to comply with applicable
regulations and/or firm policies

Not rated: Stocks are not in regular research coverage. Investors should not expect continuing or additional information from
Huatai relating to such securities and/or companies

Legal Entity Disclosures

China: Huatai Securities Co., Ltd is approved by the China Securities Regulatory Commission under a qualification to carry out
“securities investment consulting” business. Business license no: 91320000704041011J

Hong Kong: Huatai Financial Holdings (Hong Kong) Limited holds a license issued by the Securities and Futures Commission in Hong
Kong to carry out “advising on securities” business. License no: AOK809.

USA: Huatai Securities (USA) Inc. is a registered broker-dealer and member of FINRA. License no.: CRD#: 298809/SEC#: 8-70231.
Singapore: Huatai Securities (Singapore) Pte. Limited holds a capital markets services license issued by the Monetary Authority of
Singapore and is an Exempt Financial Adviser. Company Registration no.202233398E.
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