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Shennan Circuits (002916 CH)

Drivers of FY21 should be able to sustain &
provide a stable revenue growth for FY22

Shennan Circuits’ FY21 revenue was RMB13.9bn, up 20.2% YoY. NP was
RMB1.5bn, up 3.5% YoY. Revenue/NP was largely in line with our forecasts
(6%/4% higher than estimates). We saw good revenue growth from substrate and
strong demand from data center/auto clients, but overall macro environment
remains tough. Given limited incremental capacity to be released this year, we
maintain HOLD, with unchanged TP of RMB110.75.

Substrate/PCBA business outperformed PCB in FY21. FY21 revenue/NP
grew 20.2%/3.5% YoY. By segment, the revenue of PCB/PCBA/substrate
increased 5.1%/67.2%/56.3% YoY. Datacenter/auto demand was strong (rev.
grew 45%/150% YoY in 2021). However, telecom market, which was
Shennan’s core PCB revenue contributor, experienced slower growth.
Meanwhile, PCB’s GPM also declined due to lower utilization rate and material
price increase, etc., but was partially offset by higher substrate GPM as a
result of strong semi demand.

PCB demand from selected subsectors to remain strong, but overall
macro environment is tough. We expect domestic telecom demand will
have modest growth in 2022. According to MIIT, ~600k 5G BTS will be built
this year (vs. 654k/588k in FY21/FY20). Overseas demand could be stronger
as 5G deployment ramps up. PCB revenue growth will again be driven by
datacenter and auto demand. Nantong factory (Phase Ill) is expected to
contribute some new capacity as production line continues to ramp up.

Looking forward, substrate business will continue to outperform.
According to Prismark, package substrate is one of the leading growth drivers
among the PCB segments in 2021. Shennan’s substrate revenue grew 56.3%
YoY in 2021. Memory orders grew 140% YoY as Wuxi factory has entered
mass production stage. The company has planned to expand high-end FC IC
substrate manufacture, but new capacity is expected to contribute in 2023/24.

Maintain HOLD, with unchanged TP of RMB110.75. We are selectively
optimistic on PCB growth as overall macro environment is tough. We believe
substrate and datacenter/auto PCB demand will remain very strong. Given
limited incremental capacity to be released this year, we think the stock is fairly
valued at the moment. Maintain HOLD, with unchanged TP of RMB110.75.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Turnover (RMB mn) 11,600 13,943 16,496 19,399 23,080
YoY growth (%) 10.2% 20.2% 18.3% 17.6% 19.0%
Gross margin (%) 26.5% 23.7% 24.9% 25.5% 26.5%
Net profit (RMB mn) 1,430 1,481 1,926 2,371 3,128
EPS (RMB) 3.00 3.02 3.94 4.85 6.39
YoY growth (%) -18.0% 0.7% 30.4% 23.1% 31.9%
Consensus EPS (RMB) NA NA 3.68 4.35 4.83
PE (x) 32.6 32.4 24.8 20.2 15.3
Yield (%) 0.0% 1.0% 1.0% 1.0% 2.2%
ROE (%) 19.2% 17.4% 19.3% 20.3% 22.3%
Net gearing (%) 10.5% 12.9% Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data

Mkt Cap (HK$ mn) 50,262
Avg 3 mths t/o (HK$ mn) 382
52w High/Low (HK$) 126.66/74.88
Total Issued Shares (mn) 512.9
Source: Bloomberg

Shareholding Structure

AVIC International Holdings 63.97%

HK Securities Clearing 2.69%
China Asset Management Co 0.89%

Source: HKEXx

Share Performance

Absolute Relative
1-mth -9.9% -2.9%
3-mth -8.2% 8.0%
6-mth 6.6% 21.6%
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Recent Reports:

1. Substrate demand remains strong in
2022 — 14 Feb 2022 (Link)

2. Strong 3Q results; Cost pressure
remains — 2 Nov 2021 (Link)
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Figure 1: Earnings revision

New old Diff (%)
US$ mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 16,496 19,399 23,080 15,629 17,668 na 6% 10% na
Gross Profit 4,110 4,948 6,118 3,906 4,549 na 5% 9% na
Operating Profit 2,124 2,609 3,442 2,030 2,431 na 5% 7% na
Net profit 1,926 2,371 3,128 1,819 2,200 na 6% 8% na
EPS (US$ cents) 3.94 4.85 6.39 3.69 4.47 na 7% 8% na
Gross Margin 24.9% 25.5% 26.5% 25.0% 25.7% na -0.1 ppt -0.2 ppt na
Operating Margin 12.9% 13.4% 14.9% 13.0% 13.8% na -0.1 ppt -0.3 ppt na
Net Margin 11.7% 12.2% 13.6% 11.6% 12.5% na 0 ppt -0.2 ppt na
Source: Company data, CMBIGM estimates
Figure 2: CMBIGM estimates vs consensus
CMBIGM Consensus Diff (%)
US$ mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 16,496 19,399 23,080 15,925 18,474 21,973 4% 5% 5%
Gross Profit 4,110 4,948 6,118 4,009 4,664 5,229 3% 6% 17%
Operating Profit 2,124 2,609 3,442 2,072 2,437 2,778 3% 7% 24%
Net profit 1,926 2,371 3,128 1,814 2,166 2,402 6% 9% 30%
EPS (US$ cents) 3.94 4.85 6.39 3.68 4.35 4.83 7% 12% 32%
Gross Margin 24.9% 25.5% 26.5% 25.2% 25.2% 23.8% -0.3 ppt 0.3 ppt 2.7 ppt
Operating Margin 12.9% 13.4% 14.9% 13.0% 13.2% 12.6% -0.1 ppt 0.3 ppt 2.3 ppt
Net Margin 11.7% 12.2% 13.6% 11.4% 11.7% 10.9% 0.3 ppt 0.5 ppt 2.6 ppt
Source: Company data, CMBIGM estimates
Figure 3: 12M forward P/E band Figure 4: 12M forward P/B band
40 ~ (RMB)
140 -
35 A
30 -\ Ivj\ . N . 120 /\ P /A\/A\,A
LA |\ [N V' SA 100 N :
S A — Sood X B
N 80
20 +
60 -
15
03-21 06-21 09-21 12-21 03-2 40
03/21 06/21 09/21 12/21 03/2:
— L-yr Forward P/E Mean Closing Px =~ ———23.7x ——25.7x
Mean+1SD Mean-1SD 27.6x 29.6x 31.5x

Source: Company data, CMBIGM estimates

Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE

CMB INTERNATIONAL



22 Mar 2022

14 B R

CMB INTERNATIONAL

Financial Summary

Income statement Cash flow
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E
Revenue 11,600 13,943 16,496 19,399 23,080 Net profit 1,431 1,481 1,927 2,372 3,129
Cost of sales (8,530) (10,637) (12,386) (14,451) (16,962) D&A 591 793 970 1,049 1,151
Gross profit 3,071 3,306 4,110 4,948 6,118 Change in working capital (557) (363) 925 (1,615) 1,264
Others 335 431 519 15 574
Selling exp (167) (233) (275) (324) (385) Net cash from operating 1,800 2,342 4,340 1,821 6,119
Admin exp (excl. R&D) (480) (543) (626) (717) (853)
R&D exp (645) (782) (926) (1,089) (1,295) Capex (2,486) (2,658) (976) (831) (1,181)
Finance costs (152) (207) (176) (180) (179) Other (149) 178 49 51 55
Other operating exp. 2,889 3,354 3,989 4,649 5,389 Net cash from investing (2,635) (2,481) (926) (780) (1,126)
Operating profit 1,625 1,617 2,124 2,609 3,442
Share issuance 0 0 0 0 0
Other non-oper exp. (29) (8) (18) (16) (22) Dividend paid (453) (541) (677) (836) (994)
Pre-tax profit 1,606 1,609 2,106 2,593 3,420 Other 383 802 (498) (573) (508)
Net cash from financing (71) 261 (1,175) (1,409) (1,501)
Income tax expense (175) (128) (179) (220) (291)
Minority interests 1 0 1 1 1 Net changein cash (905) 122 2,239 (368) 3,491
Net profit 1,430 1,481 1,926 2,371 3,128 Cash at beginning of the year 1,441 504 620 2,859 2,491
Exchange difference 9 (31) 0 0 0
Cash at the end of the year 504 620 2,859 2,491 5,982
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Current assets 5,941 7,270 10,220 11,483 16,341 Revenue mix
Cash & equivalents 507 620 2,859 2,491 5,982 PCB 8,311 8,737 9,842 11,238 11,033
Account receivables 2,053 2,732 3,046 3,680 4,362 PCBA 1,160 1,940 1935 1,981 2,080
Inventory 2,206 2,527 2,923 3,471 4,012 Substrate 1,544 2,415 3,783 5151 8,834
Prepayment 6 16 10 13 15
Other current assets 1,169 1,377 1,383 1,828 1,969 Growth (%)
Revenue 10.2% 20.2% 18.3% 17.6% 19.0%
Non-current assets 8,067 9,522 10,243 10,646 11,441 Gross profit 10.0% 7.6% 24.3% 20.4% 23.6%
PPE 6,485 7,789 7,940 8,055 8,454 Operating profit 147% -05% 31.4% 22.8% 31.9%
Deferred tax assets 72 91 111 120 150 Net profit 16.0% 35% 30.1% 23.1% 31.9%
Other non-current 1,509 1,642 2,192 2,472 2,837
Total assets 14,008 16,792 20,463 22,129 27,782 Profit & loss ratio (%)
Gross margin 26.5% 23.7% 24.9% 25.5% 26.5%
Current liabilities 4,932 5,948 7,788 7,506 10,309 Operating margin 14.0% 11.6% 12.9% 13.4% 14.9%
ST borrowings 232 350 355 350 347 Net profit margin 12.3% 10.6% 11.7% 12.2% 13.6%
Account payables 1,515 1,881 2,326 2,435 3,239
Tax payable 22 78 94 102 128 Balance sheet ratio
Other current liabilities 3,163 3,639 5,013 4,619 6,594 Net debt/total equity (%) 10.5% 12.9% Netcash Netcash Netcash
Current ratio (x) 1.2 1.2 1.3 15 1.6
Non-current liabilities 1,631 2,325 2,715 2,926 3,427 Receivable turnover days 65 63 64 63 64
LT borrowings 1,059 1,368 1,549 1,664 1,843 Inventory turnover days (79) (81) (80) (81) (81)
Deferred tax liability 6 7 8 9 11 Payable turnover days (66) (58) (62) (60) (61)
Other non-current 566 950 1,158 1,253 1,573
Total liabilities 6,563 8,272 10,504 10,431 13,736 Profitability (%)
ROE 19.2% 17.4% 19.3% 20.3% 22.3%
Share capital 489 489 489 489 489 ROA 10.2% 88% 94% 10.7% 11.3%
Reserve 3,660 3,675 3675 3,675 3,675
Retained earnings 3,135 4,150 5,589 7,327 9,674 Per share data (RMB)
Other 158 202 202 202 202 EPS 3.00 3.02 3.94 4.85 6.39
Minority interest 3 3 4 5 6 DPS 0.00 0.95 0.95 0.95 2.10
Total equity 7,444 8,520 9,960 11,698 14,046 BPS 15.61 1741 20.35 2390 28.70
Total liabilities and equity 14,008 16,792 20,463 22,129 27,782

Source: Company data, CMBIGM estimates
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