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GalaxyCore (688728 CH)

Transiting into fab-lite model to secure
capacity and support tech advancement

We had a mgmt. call with GalaxyCore recently. As the global No.1 smartphone
CIS provider (based on shipment), we remain positive on the company’s outlook,
given that 1) new CIS production line is expected to begin pilot production in Q2/Q3
this year, 2) overall CIS ASP will increase due to favorable product mix and 3)
additional capacity of DDIC will contribute revenue in 2H22E. Maintain BUY with
adjusted TP of RMB34.1 based on revised earnings and new target multiple.

B FY21 revenue/NP grew 8.4%/62.8% YoY. GalaxyCore’s slower-than-
expected FY21 revenue growth was largely due to weaker smartphone market
growth and unfavorable product mix. Global smartphone shipment grew at 4.5%
YoY in 2021, turning positive for the first time since 2017 but still lower than
pre-pandemic level. Due to the semi shortage and increasing CIS content per
smartphone, the demand for 2MP/5MP CIS was strong. The unfavorable
product mix led to limited revenue growth for FY21. Looking forward, such
headwind is expected to ease as the domestic production of 8MP will
gradually pick up. Meanwhile, profitability significantly improved (NPM: 18%
in FY21 vs. 12% in FY20).

B Positive outlook for its high-end CIS competitiveness as the company is
transforming from fabless to fab-lite. GalaxyCore is currently leading in
low- to mid-end CIS market and developing its high-end CIS products. Senior
mgmt. (CEO, COO, etc.) are experienced in fab operations. Given this
strength, we are positive on its high-end CIS competitiveness once the new
production line begins mass production by the year end. We expect the fab-
lite business model will secure capacity and serve as a foundation for tech
advancement to gain market share in high-end CIS.

B Maintain BUY rating with TP adjusted to RMB34.1. We adjusted our TP to
RMB34.1 based on revised earnings for FY22E and lower P/E multiple of 47x
(previously 50x) given that investors are cautious under current macro
environment and weak Android OEMs outlook. We raised NPM forecast due
to improved profitability and favorable product mix. Potential risks include 1)
weaker-than-expected market growth and semi shortage, 2) intensified
competition and 3) slower-than-expected development of its CIS 12-inch
production/manufacturing lines.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB mn) 3,690 6,456 7,001 9,512 12,699
YoY growth (%) - 74.9% 8.4% 35.9% 33.5%
Gross profit (RMB mn) 961 1,839 2,323 3,216 4,243
Gross profit margin (%) 26.0% 28.5% 33.2% 33.8% 33.4%
Net profit (RMB mn) 359 773 1,259 1,817 2,344
YoY growth (%) - 115.2% 62.8% 44.3% 29.0%
EPS (RMB) 0.19 0.37 0.54 0.73 0.94
YoY growth (%) - 94.7% 45.9% 34.4% 29.0%
Consensus EPS (RMB) - - 0.54 0.73 0.94
P/E (x) 129.0 66.2 45.4 33.8 26.2
ROE (%) 135.0% 28.4% 19.4% 21.8% 22.0%
Net gearing (%) 108.0% 11.0% net cash net cash net cash

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data

Mkt Cap (RMB mn) 61,248
Avg 3 mths t/o (RMB mn) 120
52w High/Low (RMB) 41.00/23.52
Total Issued Shares (mn) 2,498.9

Source: Bloomberg

Shareholding Structure

Uni Sky 42.02%
COSMOS 12.43%
Hopefield 7.0%

Source: Bloomberg

Share Performance
Absolute Relative

1-mth -4.4% -6.8%
3-mth -28.5% -25.2%
6-mth -27.1% -24.2%

Source: Bloomberg
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1. GalaxyCore - Rising star well
poised to ride the CIS boom — 24
Aug 2021

2. China CIS market - Beginning of
multi-year growth cycle; Initiate
BUY on Willsemi and GalaxyCore
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Earnings revision

Figure 1: Earnings revision

New Old Diff (%)
US$ mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 7,001 9,512 12,699 8,787 14,275 19,491 -20% -33% -35%
Gross Profit 2,323 3,216 4,243 2,792 4,579 5,865 -17% -30% -28%
Operating Profit 1,428 2,018 2,603 1,625 2,691 3,276 -12% -25% -21%
Net profit 1,259 1,817 2,344 1,454 2,408 2,930 -13% -25% -20%
EPS (RMB) 0.540 0.726 0.936 0.582 0.964 1.172 -1% -25% -20%
Gross Margin 33.2% 33.8% 33.4% 31.8% 32.1% 30.1% 1.4 ppt 1.7 ppt 3.3 ppt
Operating Margin 20.4% 21.2% 20.5% 18.5% 18.9% 16.8% 1.9 ppt 2.4 ppt 3.7 ppt
Net Margin 18.0% 19.1% 18.5% 16.5% 16.9% 15.0% 1.4 ppt 2.2 ppt 3.4 ppt
Source: Company data, CMBIGM estimates
Figure 2: CMBIGM estimates vs consensus
CMBIGM Consensus Diff (%)
US$ mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 7,001 9,512 12,699 7,711 9,657 13,574 -9% -1% -6%
Gross Profit 2,323 3,216 4,243 2,491 3,097 4,228 -1% 4% 0%
Operating Profit 1,428 2,018 2,603 1,488 1,872 2,447 -4% 8% 6%
Net profit 1,259 1,817 2,344 1,304 1,620 2,038 -4% 12% 15%
EPS (RMB) 0.540 0.726 0.936 0.539 0.662 0.863 0% 10% 8%
Gross Margin 33.2% 33.8% 33.4% 32.3% 32.1% 31.1% 0.9 ppt 1.7 ppt 2.3 ppt
Operating Margin 20.4% 21.2% 20.5% 19.3% 19.4% 18.0% 1.1 ppt 1.8 ppt 2.5 ppt
Net Margin 18.0% 19.1% 18.5% 16.9% 16.8% 15.0% 1.1 ppt 2.3 ppt 3.4 ppt

Source: Company data, CMBIGM estimates

Figure 3: Peers valuation

Mkt Cap P/E (x) P/B (x) ROE (%)

Company Ticker US$(mn) FY22E FY21E FY22E FY21E FY22E
Global CIS peers
GalaxyCore 688728 CH 9,692 24,51 33.8 26.2 7.4 5.8 21.8 22.0
Willsemi 603501 CH 32,446 234.14 33.8 25.9 8.9 6.4 26.0 24.4
Sony SONY US 124,179 98.47 16.7 15.2 - - 134 14.0
Samsung 005930 KS 350,411 71500.00 10.3 9.1 14 1.3 14.4 14.4
STMicroelectronics STM FP 33,826 34.00 11.8 11.2 2.8 2.3 27.3 22.3
ON Semi ON US 25,228 58.33 14.0 12.9 4.4 3.7 33.0 26.4
Peers Avg. 20.1 16.8 5.0 3.9 22.7 20.6

Peers Median 15.3 14.1 4.4 3.7 23.9 22.1
China fabless peers
GalaxyCore 688728 CH 9,692 24,51 33.8 26.2 7.4 5.8 21.8 22.0
Willsemi 603501 CH 32,446 234.14 33.8 25.9 8.9 6.4 26.0 24.4
Gigadevice 603986 CH 16,347 154.77 36.4 29.0 6.7 5.6 19.6 20.1
Maxscend 300782 CH 13,222 250.50 30.6 23.6 105 7.6 36.6 333
Goodix 603160 CH 6,531 90.00 35.1 26.9 4.2 3.7 13.0 14.9
SG Micro 300661 CH 12,232 32751 86.3 62.4 26.8 19.6 32.6 31.9
Peers Avg. 42.7 32.3 10.8 8.1 25.0 24.4
Peers Median 34.4 26.5 8.2 6.1 239 23.2

Source: Bloomberg and CMBIGM, as of 4 March 2022.
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 3,690 6,456 7,001 9,512 12,699 Pretax profit 359 773 1,259 1,817 2,344
COGS -2,729 -4,617 -4,678 -6,296 -8,456 D&A 22 39 42 55 65
Gross Profit 961 1,839 2,323 3,216 4,243 Change in working capital -143  -1,295 -929 263 -1,018
Others 115 177 180 140 226
SG&A -165 -228 -232 -311 -415 Net cash from operating 353 -306 552 2,275 1,616
R&D exp. -357 -595 -490 -713 -952
Financing exp. -19 -103 -182 -209 -243 Capex -104 -405 -633 -467 -495
Other opex -36 -28 9 35 -30 Purchase/sale of investments -15 -8 -59 -34 -33
Operating profit 384 885 1,428 2,018 2,603 Purchase/sale of subs 0 0 0 0 0
Other 66 29 -47 34 42
Non-operating income 0 0 0 1 1 Net cash from investing -53 -384 -740 -468 -486
Non-operating exp. -0 -13 -5 0 0
Pre-tax profit 384 872 1,424 2,019 2,604 Change in shares 0 0 2,499 0 0
Change in debt 512 983 2,641 772 687
Income tax expenses -25 -99 -165 -202 -260 Dividend/interests paid -128 -83 -163 -189 -214
Net profit 359 773 1,259 1,817 2,344 Other -558 866 25 0 0
Non-controlling interests 0 0 0 0 0 Net cash from financing -174 1,765 5,002 584 472
Net profit to shareholders 359 773 1,259 1,817 2,344
Net change in cash 126 1,076 4,815 2,390 1,603
Adj. EBITDA 406 924 1,470 2,073 2,668 Cash, beginning 202 329 1,374 6,189 8,579
Exchange difference 2 -31 0 0 0
Cash, end 329 1,374 6,189 8,579 10,182
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Current assets 2,506 4,815 10,433 12,826 15,782 Revenue by segment
Cash & equivalents 484 1,470 6,355 8,745 10,348 CMOS 3,194 5,864 5950 6,383 7,253
Trade & other receivables 594 1,026 659 935 1,112 TDDI 486 591 1,045 3,129 5,446
Inventories 1,180 2,077 3,087 2,739 3,814 Others 10 0 6 0 0
Other current assets 249 242 332 407 509 Total 3,690 6,456 7,001 9,512 12,699
CMOS % 87% 91% 85% 67% 57%
Non-current assets 455 902 2,002 2,612 3,320
PPE 182 248 323 414 527 Growth (%)
Intangibles 74 201 196 196 201 Revenue 68.2% 749% 84% 35.9% 33.5%
Goodwill 0 0 0 0 0 Adj. EBITDA -21.0% 127.6% 59.1% 41.0% 28.7%
Other non-current assets 199 452 1,483 2,001 2,592 Net profit -28.1% 115.2% 62.8% 44.3% 29.0%
Total assets 2,961 5,716 12,436 15,438 19,102
Profit & loss ratio (%)
Current liabilities 2599 2,785 5163 6,262 7,355 Gross margin 26.0% 28.5% 33.2% 33.8% 33.4%
ST debt & LT debt to 687 1,568 3,993 4,560 5,202 EBITDA margin 11.0% 14.3% 21.0% 21.8% 21.0%
Trade & other payables 1,814 1,030 817 1,297 1,621 Net profit margin 9.7% 12.0% 18.0% 19.1% 18.5%
Other current liabilities 98 188 353 405 532
Balance sheet ratio
Non-current liabilities 96 212 772 858 1,086 Net debt/total equity (%) 108.0% 11.0% net net net
LT debt 84 201 417 622 667 Debt/EBITDA 1.3 1.4 3.0 25 2.2
Bonds payables 0 0 0 0 0 Interest coverage 26.3 17.4 9.0 11.0 12.5
Other non-current liabilities 11 11 355 236 419 Cash conversion cycle (days) 20.1 43.6 1485 127.0 96.8
Total liabilities 2,695 2,997 5934 7,120 8,440
Profitability (%)
Total equity 266 2,719 6,501 8,318 10,662 ROE 135.0% 28.4% 19.4% 21.8% 22.0%
Share capital 0 0 2502 2502 2502 ROA 12.1% 135% 10.1% 11.8% 12.3%
Reserves 59 1,712 2316 2,316 2,316
Retained earnings 267 1,041 2,173 3,808 5,918 Per share data (RMB)
Other equities -60 -33 -490 -309 -74 EPS 0.19 0.37 0.54 0.73 0.94
Minority interests 0 0 0 0 0 BVPS 0.14 1.30 2.79 3.32 4.26
Total liabilities and equity 2,961 5,716 12,436 15,438 19,102
Source: Company data, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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 (l)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 as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is 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.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
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