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Solid 3Q21; Cost pressure ahead

Shengyi Tech released 3Q21 results with revenue of RMB5.5bn (45.5% YoY)
and net profit of RMB925mn (93.9% YoY), largely in-line with its preannounced
earnings earlier. We believe Shengyi’s solid results confirmed the strong demand
for both CCL (56.6% YoY) and PCB (26.8% Qo0Q). However, 3Q gross margin
was down vs 1H21, suggesting difficulty in further transferring the material cost
pressure to downstream clients. We revised up FY21-22E EPS by 6-16% but
slightly adjusted TP to RMB30.50 with lower target multiple (22.5x vs. previous
25x FY22E P/E). Maintain BUY.

Positive outlook for FY21E-22E CCL sales supported by strong demand;
cost pressure may challenge GPM ahead. Due to pent-up demand for CCL
from several end markets (auto, consumer, etc.), Shengyi reported strong
sales during 9M21. Revenue grew at 59.8% YoY, however, GPM reduced to
~26% in 3Q21 (vs. 29.3% in 1H21). The results are largely in line with our
previous view of “another strong quarter in Q3” but uncertainty is rising given
“limited room for CCL suppliers to increase ASP” (Link). We think the
Company had less ASP adjustment in Q3 although material cost continued
to rise (LME 3M copper price rebounded to US$10k/ton last week). Looking
forward, we believe momentum for CCL will continue on strong demand.
However, short-term uncertainty still exists, such as cost pressure and further
power shortage.

PCB segment started to recover with improved GPM. We saw its PCB
segment recovered in 3Q21, with 26.8% QoQ revenue growth. Major reasons
include 1) 5G deployment resumed in 3Q21 and 2) contribution from new
capacity in Ji'an factory (37k sq m/month). PCB GPM has also increased to
21.3% (vs. 16.0% in Q2) but still negatively affected by high material price
pressure, compared to GPM of 29.6% in 3Q20. We believe PCB business
will continue to recover but high cost pressure will remain as an overhang.

Maintain BUY and slightly adjusted TP to RMB30.50. Our new TP of
RMB30.50 is based on lowered 22.5x FY22 P/E (vs previous 25x due to
limited CCL ASP upside). Although GPM may face continuous challenge, we
saw net margin was steadily improving. Trading at 16.6x FY22E P/E, the
stock remains attractive. Potential risks include less-than-expected transfer
of material costs and less-than-expected market demand.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Turnover (RMB mn) 13,241 14,687 20,758 23,379 26,276
YoY growth (%) 10.5% 10.9% 41.3% 12.6% 12.4%
Gross margin (%) 26.6% 26.8% 27.5% 26.9% 26.4%
Net profit (RMB mn) 1,449 1,681 3,038 3,175 3,525
EPS (RMB) 0.66 0.74 1.31 1.35 1.50
YoY growth (%) 40.4% 12.1% 77.3% 3.1% 11.0%
Consensus EPS (RMB) NA NA 1.21 1.35 1.56
PE (x) 34.0 30.3 17.1 16.6 14.9
PB (x) 5.8 5.2 3.9 3.4 3.0
Yield (%) 1.8% 1.8% 3.5% 3.6% 4.0%
ROE (%) 16.4% 17.0% 22.6% 20.7% 20.2%

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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3Q21 Results Review

Figure 1: 3Q21 results review

RMB mn 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 QoQ YoY
Revenue 3,072 3,807 3,811 3,997 4,505 5,326 5,547 4.1% 45.5%
Gross Profit 882 1,091 992 968 1,259 1,566 1,454 -7.2% 46.5%
Operating Profit 432 602 575 482 675 1,009 1,111 10.1% 93.3%
Net profit 339 487 477 378 544 870 925 6.3% 93.9%
EPS (RMB) 0.15 0.21 0.21 0.16 0.24 0.38 0.40 5.3% 92.0%
Gross Margin 28.7% 28.6% 26.0% 24.2% 27.9% 29.4% 26.2% -3.2 ppt 0.2 ppt
Operating Margin 14.0% 15.8% 15.1% 12.1% 15.0% 18.9% 20.0% 1.1 ppt 5.0 ppt
Net Margin 11.0% 12.8% 12.5% 9.4% 12.1% 16.3% 16.7% 0.3 ppt 4.2 ppt

Source: Company data, CMBIS estimates

Fic_]ure 2: CMBIS earnings revisions

New Oold Change (%)
RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 20,758 23,379 26,276 19,740 22,234 26,039 5% 5% 1%
Gross Profit 5,714 6,284 6,940 5,483 6,098 7,184 4% 3% -3%
Operating Profit 3,613 3,776 4,193 3,200 3,597 4,276 13% 5% -2%
Net profit 3,038 3,175 3,525 2,600 2,923 3,437 17% 9% 3%
EPS (RMB) 1.31 1.35 1.50 1.13 1.28 1.50 16% 6% 0%
Gross Margin 27.5% 26.9% 26.4% 27.8% 27.4% 27.6% -0.3 ppt -0.5 ppt -1.2 ppt
Operating Margin 17.4% 16.2% 16.0% 16.2% 16.2% 16.4% 1.2 ppt 0 ppt -0.5 ppt
Net Margin 14.6% 13.6% 13.4% 13.2% 13.1% 13.2% 1.5 ppt 0.4 ppt 0.2 ppt
Source: Company data, CMBIS estimates
Figure 3. CMBIS estimates vs consensus
CMBIS Consensus Diff (%)
RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 20,758 23,379 26,276 20,539 23,425 26,264 1% 0% 0%
Gross Profit 5,714 6,284 6,940 5,801 6,611 7,529 -1% -5% -8%
Operating Profit 3,613 3,776 4,193 3,411 3,832 4,423 6% -1% -5%
Net profit 3,038 3,175 3,525 2,713 3,095 3,595 12% 3% -2%
EPS (RMB) 1.31 1.35 1.50 1.21 1.35 1.56 9% 0% -4%
Gross Margin 27.5% 26.9% 26.4% 28.2% 28.2% 28.7%  -0.7ppt  -1.3ppt -2.3 ppt
Operating Margin 17.4% 16.2% 16.0% 16.6% 16.4% 16.8% 0.8 ppt -0.2 ppt -0.9 ppt
Net Margin 14.6% 13.6% 13.4% 13.2% 13.2% 13.7% 1.4 ppt 0.4 ppt -0.3 ppt

Source: Company data, CMBIS estimates

Figure 4: CCLPCB players revenue growth

) 2021E 2022E
L RevOYoY RevOYoY

cCcL
Shengyi 600183 CH 14,687 9,832 10,927 20,758 23,379 41.3% 12.6%
Nanya 1303 TT 63,994 44,707 43,889 88,596 85,737 38.4% -3.2%
ITEQ 6213 TT 5,951 3,592 4,096 7,689 8,788 29.2% 14.3%
Rogers ROG US 5,536 3,003 3,086 6,089 6,679 10.0% 9.7%
Average 26.4% 7.5%

PCB
Shengyi Electronics 688183 CH 3,634 1,624 2,021 3,646 6,087 0.3% 67.0%
Shengnan 002916 CH 11,600 5,881 7,439 13,320 15,141 11.4% 19.7%
Dongshan 002384 CH 28,093 14,005 17,905 31,910 35,533 13.6% 11.4%
Wus 002463 CH 7,460 3,642 4,474 8,016 9,696 7.5% 21.0%
Fastp 002436 CH 4,035 2,371 2,625 4,995 6,077 23.8% 21.7%
Bomin 603936 CH 2,786 1,646 1,963 3,609 5,263 29.6% 45.8%
Average 14.4% 31.1%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Sector outlook remains positive despite short-term power
shortage

Prismark raised 2021E full-year growth forecast for PCB industry again to 18.2%
(8.6%/14.0% in 4Q20/1Q21), driven by the widespread economic recovery as the
pandemic is controlled and there is strong consumer demand. They believe Japan and
China will outperform their global peers.

Figure 5: Prismark raised 2021E PCB industry Figure 6: Shengyi Tech clients breakdown (2020)
growth forecast again to 18.2%
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In 1H21, Shengyi Tech has experienced fast growth in its CCL business (a key material of
PCB) due to the pent-up demand from consumer and auto market. Meanwhile, given that
material prices (especially the copper) remain at their highs, the ASP of Shengyi’'s CCL
products has increased ~30% in 1H21, successfully transferred the material price to
downstream PCB manufacturer. However, its PCB segment has a much weaker
performance due to the delayed 5G deployment this year. The ASP has dropped as the
telecom products have a higher average price.
Figure 7: Shengyi’s CCL sales volume vs. ASP Figure 8: Shengyi’s PCB sales volume vs. ASP
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We expect material prices to remain at their highs in near-term given that 1) recovery of
global economy will continue; 2) low copper inventory in China and 3) government
intervention (suppressing market price from its equilibrium) which increases buyer’s
intention to stock up material inventories but curbs suppliers’ willingness to sell.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 9: Copper: price is high while inventory is low Figure 10: Copper foil accounts for the largest part
(China) of CCL cost (2020)
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There were several waves of material price increase in 1H21 to reflect the rising costs.
Shengyi’s CCL price has increased ~30% in 1H21. The room for further price rise will be
less. For 2H21, the market is conservative, given concerns of 1) sluggish consumer growth,
2) uncertainty in macroeconomic environment, 3) reducing demand in low margin market
suppressed by high material price and 4) potential impact from power shortage starting
from late 3Q21.

Currently, Shengyi’s CCL capacity is about 680-700w sq m per month. Due to the high
order volume in 1H21, the capacity utilization is very full in certain months. The auto market
has the longest order visibility (60-90 days). New CCL capacity includes 1) 11mn sg m in
Changsu, Jiangsu (expected to begin production in Sept./Oct. 2022), 2) 2.6mn sq m in
Dongguan, Guangdong (expected to begin production in Sept./Oct. 2022) and 3) 7.4mn sq
m in Shanxi (expected to begin production in 1Q22). New PCB capacity includes 35w sq
m in Dongguan, Guangdong (expected to begin production in 2H22).

Figure 11: Capacity Schedule

Capacity Schedule FY20 FY21E FY22E FY23E
CCL

RCCL

Dongguan, Guangdong (CCL: 45mn sgm, pregreg: 70mn m, FCCL: 9.6mn sgqm)
Nantong, Jiangsu (High frequency substrate 1.5mn sgm, pregreg: 0.5mn m)
Changshu, Jiangsu (CCL: 11mn sgm, pregreg: 24mn m)

Suzhou, Jiangsu (CCL: 10mn sgqm, pregreg: 17mn m)

Xianyang, Shanxi (CCL: 23mn sgm, pregreg: 25mn m)

Jiujiang, Jiangxi (CCL: 12mn sgm, pregreg: 22mn m)

NewChangshu, Jiangsu (11mn sgm)

NewDongguan, Guangdong (2.6mn sgm)

NewShanxi (7.4mn sgm)

NewJiangxi (18mn sgm)

FCCL
Dongguan, Guangdong (CCL: 45mn sgm, pregreg: 70mn m, FCCL: 9.6mn sqm)

PCB

Dongguan, Guangdong (PCB: 50w sqm)

Ji'an, Jiangxi 70w sgm

Dongguan, Guangdong (PCB: 33.44w sgqm)
Newdi'an, Jiangxi (PCB: 53.5w sqm)
NewDongguan, Guangdong (PCB: 34.8w sgm)
Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Figure 12: Segment breakdown
RMB mn FY19 FY20 1H21 2H21E FY21E FY22E FY23E

Revenue

CCL & Prepreg 10,002 10,849 7,937 8,616 16,553 16,731 17,325
...YoY 2% 8% 62% 45% 53% 1% 4%
PCB 3,042 3,558 1,624 2,021 3,646 6,087 8,391
...YoY 49% 17% -13% 20% 2% 67% 38%
Others 197 280 270 290 560 560 560
...YoY 11% 42% 192% 55% 100% 0% 0%
Total 13,241 14,687 9,832 10,927 20,758 23,379 26,276
...YoY 11% 11% 43% 40% 41% 13% 12%
Volume

CCL (mnsgm) 93 103 59 49 109 111 131
PCB (k sq m) 780 811 506 481 1,017 1,618 2,124
ASP

CCL (RMB/sg m) 89.3 85.5 124.0 163.1 141.1 136.8 120.4
PCB (RMB/sqg m) 3,971.0 4,479.2 3,338.1 4,066.6 3,583.3 3,762.5 3,950.6

Gross margin

CCL & Prepreg 24.8% 25.5% 29.3% 26.2% 27.7% 27.3% 25.8%
PCB 28.9% 26.0% 18.8% 22.5% 20.8% 22.7% 25.5%
Total 26.6% 26.8% 28.7% 26.4% 27.5% 26.9% 26.4%

Source: Company data, CMBIS estimates

Figure 13: P&L forecasts

RMB mn FY19 FY20 1Q21 2021 3021 4Q21E FY21E FY22E FY23E
Revenue 13,241 14,687 4,505 5,326 5,547 5,380 20,758 23,379 26,276
...YoY 10.5% 10.9% 47% 40% 46% 35% 41.3% 12.6% 12.4%
Cost of sales 9,713 10,754 3,246 3,760 4,093 3,945 15,044 17,094 19,336
Gross profit 3,528 3,933 1,259 1,566 1,454 1,435 5714 6,284 6,940
...YoY 32.8% 11.5% 43% 44% 47% 48% 45.3% 10.0% 10.4%
GPM (%) 26.6% 26.8% 28% 29% 26% 27% 27.5% 26.9% 26.4%
SG&A 932 899 277 277 285 302 1,141 1,285 1,445
...% of rev 7.0% 6.1% 6% 5% 5% 6% 5.5% 5.5% 5.5%
R&D 605 711 193 240 246 236 915 1,031 1,159
...% of rev 4.6% 4.8% 4% 5% 4% 4% 4.4% 4.4% 4.4%
Operating profit 1,805 2,090 675 1,009 1,111 818 3,613 3,776 4,193
...YoY 46.9% 15.8% 56.5% 67.7% 93.3% 69.6% 72.9% 4.5% 11.0%
OPM (%) 13.6% 14.2% 15% 19% 20% 15% 17.4% 16.2% 16.0%
Net profit 1,449 1,681 544 870 925 699 3,038 3,175 3,525
...YoY 44.8% 16.0% 60.4% 78.9% 93.9% 85.1% 80.8% 4.5% 11.0%
NPM (%) 10.9% 11.4% 12.1% 16.3% 16.7% 13.0% 14.6% 13.6% 13.4%

Source: Company data, CMBIS estimates

Overall, we are still positive in Shengyi’s future performance. As the second largest CCL
provider in the world, we believe the Company is capable to adjust its product structure to
1) transfer the material cost better than its peers and 2) maintain its capacity utilization at
high level.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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However, near-term uncertainty still exists. Currently the power shortage has limited impact
on the Company, but the situation may get worse as cold weather has come. Meanwhile,
as material prices are still at their highs, continuous cost pressure may challenge the
Company’s GPM ahead.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Valuation

Maintain BUY with new TP at RMB30.50 (36% upside)

We maintain BUY rating with TP of RMB30.50 based on the trimmed 22.5x FY22E P/E.
We lowered the valuation given that the transfer of cost pressure slowed down in 3Q21 but
material prices, especially copper, are still at their highs. We expect the momentum will
continue and PCB business will steadily recover, but near-term cost pressure will remain
as the biggest overhang.

Potential risks include less-than-expected transfer of material costs and less-than-expected
market demand.

Figure 14: Peers’ valuation

Market Cap Price TP Up/Down P/E (x) P/B (x) ROE (%)
Company Ticker Rating (US$ mn) (LC) (Lo -side FY21E FY22E FY21E FY22E FY21E FY22E
CCL
Shengyi Tech ~ 600183 CH  Buy 8,096 2241 305 36% 17.1 16.6 3.9 34 0.2 20.7%
Nanya 1303 TT NR 25,076 87.90 NA NA 9.6 12.3 1.8 1.8 20.3 14.9
ITEQ 6213 TT NR 1,763 128.00 NA NA 13.6 111 3.0 29 238 26.2
Kingboard 1888 HK NR 4,868 34.15 NA NA 4.1 4.0 - - - -
Sumitomo 4203 JT NR 2,157  4,950.00 NA NA 20.2 13.3 1.2 1.1 8.4 8.4
Rogers ROG US NR 3,639 194.32 NA NA 26.8 23.5 - - - -
Average 15.2 13.5 2.5 23 132 12.4
PCB
Shengyi Tech 600183 CH Buy 8,096 22.41 30.5 36% 17.1 16.6 3.9 34 0.2 20.7%
Shennan Circuits 002916 CH  Hold 6,746 88.15 101.9 16% 319 25.9 5.2 4.5 0.2 17.0%
WUS 002463 CH NR 3,020 10.18 NA NA 14.1 11.3 2.7 23 178 19.5
Kinwon 603228 CH NR 3,194 23.97 19.3 15.9 2.8 25 147 15.8
DSBJ 002384 CH NR 5,589 20.90 NA NA 18.5 14.8 2.4 21 136 14.8
Zhen Ding 4958 TT NR 3,103 95.60 NA NA 10.4 8.7 1.1 1.0 101 11.4
TT™M TTMI US NR 1,476 13.69 NA NA 10.6 9.1 1.0 0.9 - -
UMTC 3037 TT NR 9,283 171.50 NA NA 25.0 19.0 4.6 39 191 21.6
Tripod 3044 TT NR 2,222 117.50 NA NA 9.9 9.0 1.6 15 16.3 16.8
Comped 2313 TT NR 1,698 39.60 NA NA 10.3 9.2 1.5 14 152 15.8
SEMCO 009150 KS  NR 10,132 159,000.00 NA NA 11.8 10.6 1.8 16 164 15.7
Average 16.3 13.6 2.6 23 124 13.2
Source: Bloomberg, CMBIS estimates
Figure 15: 12M forward P/E chart Figure 16: 12M forward P/E band
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PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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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 13,241 14,687 20,758 23,379 26,276 Net profit 1,563 1,800 3,139 3,280 3,642
Cost of sales (9,713) (10,754) (15,044) (17,094) (19,336) Depreciation/amortization 409 531 463 536 622
Gross profit 3,528 3,933 5,714 6,284 6,940 Change in working capital (479) (832) (1,806) (827) (1,628)
Others 198 258  (888) 46 (503)
Selling exp (288) (179) (245) (276) (310) Net cash from operating 1,692 1,758 907 3,034 2,133
Admin exp (644) (720) (897) (1,010) (1,135)
R&D exp (605) (711) (915) (1,031) (1,159) Capex (1,580) (1,761) (2,264) (2,539) (2,840)
Finance costs (142) (114) (135) (156) (174) Other 14 (72) 283 378 354
Other operating exp. 3,403 3,567 4,293 4,981 5,525 Netcash frominvesting (1,566) (1,833) (1,981) (2,161) (2,486)
Operating profit 1,805 2,090 3,613 3,776 4,193
Share issuance 0 189 1431 515 499
Other non-oper exp. 0 @) (5) (6) (7) Dividend paid (872) (1,101) (916) (1,823) (1,905)
Pre-tax profit 1,805 2,083 3,608 3,770 4,186 Other 699 696 1,375 319 475
Net cash from financing (173) (215) 1,890 (989) (931)
Income tax expense (242) (283) (469) (490) (544)
Minority interests 115 120 100 105 117 Net changein cash (50) (232) 816 (116) (1,284)
Net profit to shareholders 1,449 1,681 3,038 3,175 3,525 Cash atbeginning of the year 1,101 1,051 818 1,634 1,518
Exchange difference 3) 58 0 0 0
Cash at the end of the year 1,051 818 1,634 1,518 234
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Current assets 8,712 9,716 13,906 14,122 14,872 Revenue mix
Cash & equivalents 1,062 850 1,658 1,542 258 CCL 76 74 80 72 66
Account receivables 4598 4,888 6,645 7,107 7,907 PCB 23 24 18 26 32
Inventory 2,100 2,519 3,750 3,848 4,746 Others 1 2 3 2 2
Prepayment 11 20 32 32 38
Other current assets 941 1,439 1,821 1,593 1,924 Growth (%)
Revenue 10.5% 10.9% 41.3% 12.6% 12.4%
Non-current assets 6,823 8,642 10,822 12,817 15,199 Gross profit 32.8% 11.5% 453% 10.0% 10.4%
PPE 5,003 6,374 7,562 9,047 10,715 Operating profit 46.9% 158% 72.9% 4.5% 11.0%
Deferred tax assets 76 120 156 173 191 Net profit 44.8% 16.0% 80.8% 45% 11.0%
Other non-current assets 1,744 2,148 3,104 3,597 4,294
Total assets 15,535 18,357 24,728 26,939 30,072 Profit & loss ratio (%)
Gross margin 26.6% 26.8% 27.5% 26.9% 26.4%
Current liabilities 5,257 6,804 8,718 9,142 9,906 Operating margin 13.6% 14.2% 17.4% 16.2% 16.0%
ST borrowings 1,519 2,157 2,707 2,993 3,177 Net profit margin 109% 11.4% 146% 13.6% 13.4%
Account payables 2,656 2,903 4,043 3,908 4,320
Tax payable 116 125 183 192 219 Balance sheet ratio
Other current liabilities 965 1,619 1,784 2,050 2,190 Net debt/total equity (%) 12.7% 18.0% 14.0% 15.4% 21.8%
Current ratio (x) 1.7 1.4 1.6 1.5 1.5
Non-current liabilities 925 910 1,713 1,528 1,661 Receivable turnover days 116 118 101 107 104
LT borrowings 732 605 955 1,056 1,121 Inventory turnover days (72) (78) 76 81 81
Deferred tax liability 13 38 135 102 139 Payable turnover days (85) (94) (84) (85) (78)
Other non-current 179 267 622 370 401
Total liabilities 6,181 7,714 10,431 10,670 11,567 Profitability (%)
ROE 16.4% 17.0% 22.6% 20.7% 20.2%
Share capital 2,276 2,291 2,316 2,347 2,377 ROA 9.3% 9.2% 123% 11.8% 11.7%
Reserve 2,505 2,795 4,201 4,685 5,154
Minority interest 520 754 855 960 1,076 Per share data (RMB)
Total equity 9,354 10,643 14,297 16,269 18,505 EPS 0.66 0.74 1.31 1.35 1.50
Total liabilities and equity 15,535 18,357 24,728 26,939 30,072 DPS 0.40 0.40 0.79 0.81 0.90
BPS 3.88 4.32 5.80 6.52 7.43
Source: Company data, CMBIS estimates
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