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BaTelLab (2149 HK)

Potential EDA restrictions not to impede
growth

On 28 May, the Trump administration issued a new directive prohibiting leading
EDA (Electronic Design Automation) software companies, including Synopsys
(SNPS US, NR), Cadence (CDNS US, NR), and Siemens EDA (Mentor
Graphics, SIEGY US, NR), from selling their products to Chinese entities. This
action represents yet another significant escalation between US-China
technological decoupling. EDA is instrumental in semi design, in which overseas
vendors currently command 70% of the market share in China, per Reuters. We
believe this policy will expedite the EDA domestication progress in China. In the
near term, companies that have developed their own EDA capabilities will be
less impacted, such as BaTelLab. Maintain BUY, with TP unchanged at
HK$69.5.

B The full impact of the EDA export ban remains difficult to quantify at
this stage, but we expect it to catalyze accelerated development of
domestic alternatives. EDA tools are critical to the semi supply chain,
enabling engineers to model, verify, and simulate chip architectures ahead
of fabrication. China accounted for 16% and 12% of Synopsys and
Cadence’s total revenue in 2024, respectively. Following the announcement
on 28 May, Synopsys and Cadence saw their share prices plunged by 9.6%
and 10.7% respectively at market close. Notably, Synopsys also withdrew
its annual and quarterly guidance after receiving a notification from the US
BIS, uncertain of its ability to continue selling products to China going
forward.

B BaTelLab’s self-developed EDA platform insulates it from the latest
export restrictions. We believe the company stands to benefit from the
restriction due to its unique full-stack analog IC design capability. Unlike
traditional fabless semi companies that rely heavily on overseas EDA
software and third-party IP vendors, BaTelLab has developed a full-stack
design platform for analog ICs, integrating EDA tools, IP libraries, and
design processes under one roof. Such vertical integration empowers the
company to efficiently develop and deliver patterned wafers in a more
fragmented and increasingly localized supply chain. In our view, as global
EDA access becomes more constrained, the company’s independence from
overseas toolchain is a strategic asset, particularly in China’s long-tail
analog IC market. As of end-2024, the company has incorporated over 600
IP modules and implemented a Tool-IP-Design (TID) framework that
significantly reduces the chip design barrier.

M Reiterate BUY, with TP unchanged at HK$69.5, implying a 22.4%
upside. We view BaTelLab as a key beneficiary riding on the semi
localization trend on top of its EDA self-sufficiency, which will help the
company maintain its robust revenue growth and high margins amid the
rising geopolitical uncertainties. The company currently trades at 14.4x
2025E P/E and 0.48x PEG, which we find attractive compared to its
domestic peers’ average of 64.0x.

Earnings Summary

(YE 31 Dec) FY23A FY24A FY25E FY26E FY27E
Revenue (RMB mn) 464 579 770 1,006 1,284
YoY growth (%) 31.6 24.8 33.0 30.8 27.6
Gross margin (%) 55.4 53.0 53.8 53.5 53.3
Net profit (RMB mn) 109.2 166.6 216.7 285.1 363.3
YoY growth (%) 14.6 52.6 30.1 315 27.4
EPS (Reported) (RMB) 242 2.78 3.61 4.75 6.05
P/E (x) 21.5 18.7 14.4 11.0 8.6
ROE (%) 17.7 18.1 19.5 20.9 215

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data
Mkt Cap (HK$ mn) 3,408.0
Avg 3 mths t/o (HK$ mn) 7.3
52w High/Low (HK$) 56.80/23.05
Total Issued Shares (mn) 60.0
Source: FactSet
Shareholding Structure
CICC Financial Trading Ltd 12.6%
Value Partners Group 6.6%
Source: HKEX
Share Performance

Absolute Relative
1-mth 19.0% 13.0%
3-mth 96.2% 93.3%
6-mth 96.2% 63.6%

Source: FactSet
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Figure 1: EDA market share (2024 TAM: US$11.3bn)

Figure 2: IP market share (2024 TAM: US$7.6bn)
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Figure 3: Peers Table

Source: SEMI, IDC, Bloomberg

Mkt Cap P/E EPS(USS$)

Company Ticker US$(mn) FY25E FY26E FY25E FY26E
BaTelLab 2149 HK 456 56.80 14.4 11.0 0.50 0.66
SG Micro 300661 CH 6,071 92.22 62.2 43.9 0.21 0.29
Novosense 688052 CH 3,621 182.80 - 144.4 -0.03 0.18
3Peak 688536 CH 2,672 145.01 115.3 55.8 0.17 0.36
Joulwatt 688141 CH 1,869 30.10 - 144.0 -0.05 0.03
Average 64.0 79.8 0.2 0.3
TI TXN US 168,058 184.99 33.8 28.2 5.48 6.56
Analog Devices ADI US 107,066 215.75 29.1 24.5 7.42 8.81
Average 31.4 26.3 6.5 7.7

Source: Company data, Bloomberg

Note: data as of market close on 30 May
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Financial Summary

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

Revenue 353 464 579 770 1,006 1,284
Cost of goods sold (153) (207) (272) (355) (467) (600)
Gross profit 199 257 307 414 539 684
Operating expenses (101) (144) (133) (187) (243) (310)
Admin expense (22) (26) (32) (42) (55) (70)
R&D expense (85) (119) (129) (165) (209) (260)
Others 6 2 28 20 21 21
Operating profit 98 113 174 227 296 375
Interest expense ) (4) 8) (11) (12) (13)
Other income/expense 0 0 0 0 0 0
Pre-tax profit 97 109 166 216 284 362
Income tax ) 0 1 1 1 1
After tax profit 95 109 167 217 285 363
Minority interest 0 0 0 0 0 0
Net profit 95 109 167 217 285 363
BALANCE SHEET 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Current assets 530 1,166 1,451 1,712 2,054 2,468
Cash & equivalents 163 551 636 888 1,004 1,151
Account receivables 67 69 52 71 89 115
Inventories 76 218 315 308 384 471
Prepayment 203 261 396 385 503 642
Other current assets 21 67 52 61 73 88
Non-current assets 66 105 158 186 224 269
PP&E 59 62 62 71 84 101
Right-of-use assets 3 7 4 7 9 12
Intangibles 0 0 1 1 1 2
Other non-current assets 3 35 91 107 129 155
Total assets 596 1,271 1,609 1,899 2,277 2,737
Current liabilities 195 427 602 675 768 863
Short-term borrowings 96 172 320 373 393 404
Account payables 96 249 278 297 369 453
Lease liabilities 4 7 4 5 6 7
Other non-current liabilities 5 6 2 2 3 3
Total liabilities 200 433 604 677 770 867
Share capital 45 60 60 60 60 60
Other reserves 351 778 945 1,162 1,447 1,810
Total shareholders equity 396 838 1,005 1,222 1,507 1,870
Minority interest 0 0 0 0 0 0
Total equity and liabilities 596 1,271 1,609 1,899 2,277 2,737

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 97 109 0 216 284 362
Depreciation & amortization 3 6 0 10 13 18
Change in working capital (110) (52) 0 19 (140) (168)
Others (22) (33) 0 (13) (19) (24)
Net cash from operations (31) 30 0 232 138 187
Investing

Capital expenditure (19) (44) (34) (23) (31) (39)
Net proceeds from disposal of short-term

investments 464 30 0 0 0 0
Others (461) (28) (30) 0 0 0
Net cash from investing (15) (42) (64) (23) (30) (39)
Financing

Net cash from financing 63 401 128 43 8 1)
Net change in cash

Cash at the beginning of the year 147 163 551 636 888 1,004
Exchange difference 0 1) 8 0 0 0
Others 16 389 7 252 116 147
Cash at the end of the year 163 551 636 888 1,004 1,151
GROWTH 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Revenue 65.7% 31.6% 24.8% 33.0% 30.8% 27.6%
Gross profit 66.1% 29.0% 19.4% 35.0% 30.1% 27.0%
Operating profit 61.8% 15.2% 53.4% 30.5% 30.5% 26.5%
Net profit 67.2% 14.6% 52.6% 30.1% 31.5% 27.4%
PROFITABILITY 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Gross profit margin 56.5% 55.4% 53.0% 53.8% 53.5% 53.3%
Operating margin 27.9% 24.5% 30.1% 29.5% 29.4% 29.2%
Return on equity (ROE) 27.4% 17.7% 18.1% 19.5% 20.9% 21.5%
GEARING/LIQUIDITY/ACTIVITIES 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Current ratio (x) 2.7 2.7 2.4 25 2.7 2.9
VALUATION 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

P/E 24.6 215 18.7 14.4 11.0 8.6

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 inve stment 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 Comp anies, 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 Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law.
Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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