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Sunway (300136 CH)

Maintain HOLD on continuous margin pressure

Sunway released 1H21 results with revenue +19.5% YoY but NP -47.5% YoY.
1H21 revenue/NP accounted for 38%/31% and 34%/14% of our and consensus
FY21E estimates (vs. 1H20 rev/NP for 40%/34% in FY20). The miss was mainly
driven by record-low gross margin (15.7% in 2Q21, vs. 40.5% in 3Q20) due to
new business ramp-up, seasonality, and increasing material costs. We revised
down FY21-23E EPS by 26-38% to reflect continuous pressure on gross margin.
We maintain HOLD given severe margin deterioration, and cut TP to RMB26.6
based on lower 27x FY22E P/E (previous 31x 21E P/E).

B Revenue to grow sequentially in 2H21E given peak season. 2Q21
revenue was disappointing with -4.6% YoY/ -10.6% QoQ decline. The
decline was due to new business ramp-up, such as LCP, BTB, UWB,
passive components, and low seasonality. We believe revenue will recover
gradually in 2H21E, driven by peak season of consumer electronics market.

B Cautious on deteriorated gross margin outlook. The significant decline
in 1H21 NP was mainly due to record-low gross margin (15.7% in 2Q21, vs.
40.5%/21.2%/21.4% in 3Q20/4Q20/1Q21). GPM of domestic/overseas
sales contracted to 20.0%/17.8% in 1H21 from 30.2%/30.2% in FY20. We
believe margin pressure will remain a major concern in the future, given
longer-than-expected margin improvement for new business, 2) intense
competition and 3) increasing material costs. We estimate FY21/22E GPM
will reach 20.1%/ 22.1%, vs. 30.2% in FY20.

B Maintain HOLD and adjust TP to RMB 26.6. We cut FY21-23E EPS by 26-
38%, and our new EPS are 30-56% below consensus. We maintain HOLD
and trimmed TP to RMB 26.6 based on lower rollover 27x FY22E P/E. We
are cautious on near-term outlook, given concerns over deteriorating margin
and delay in new business ramp-up. We expect the GPM will recover in
2H21 but it is difficult to reach previous level. Currently trading at 26.6x 22E
P/E, we think the stock is fairly valued. We are conservative on mgmt.
guidance, and selling pressure is likely to continue in near term. Potential
risks include slower-than-expected market share gain and continued delay
in ramp-up of new business.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB) 5,134 6,394 8,083 9,895 12,726
YoY growth (%) 9.1% 24.5% 26.4% 22.4% 28.6%
Gross margin (%) 37.3% 30.2% 20.1% 22.1% 24.0%
Net profit (RMB) 1,020 972 558 950 1,454
YoY growth (%) 3.2% -4.7% -42.7% 70.4% 53.1%
EPS (RMB) 1.049 1.007 0.578 0.985 1.508
Consensus EPS (RMB) - 1.007 1.329 1.729 2.159
PE (x) - - 45.3 26.6 17.4
PB (x) 5.4 4.6 4.1 3.7 3.1
ROE (%) 21.4% 17.5% 9.1% 13.7% 17.7%
Net gearing (%) 38.1% 18.2% 18.7% 18.5% 6.0%

Source: Company data, Bloomberg, CMBIS estimates
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2021 Results Review

Figure 1: 1Q21 results review

RMB mn 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 QoQ YoY
Revenue 1,045 1,513 1,783 2,054 1,613 1,443 -10.6% -4.6%
Gross Profit 251 521 722 436 345 227 -34.3% -56.4%
Operating Profit 70 295 482 85 142 64 -55.4% -78.5%
Net profit 63 266 417 226 115 57 -50.3% -78.5%
EPS (RMB) 0.06 0.27 0.43 0.23 0.12 0.06 -50.4% -78.4%
Gross Margin 24.0% 34.4% 40.5% 21.2% 21.4% 15.7% -5.7 ppt -18.7 ppt
Operating Margin 6.7% 19.5% 27.0% 4.1% 8.8% 4.4% -4.4 ppt -15.1 ppt
Net Margin 6.0% 17.6% 23.4% 11.0% 7.1% 4.0% -3.2 ppt -13.6 ppt

Source: Company data, CMBIS estimates

Earnings Revision

Figure 2: CMBIS earnings revisions

New Old Change (%)

FY21E FY22E FY22E FY21E FY22E FY23E
Revenue 8,083 9,895 12,726 8,589 11,409 15,124 -6% -13% -16%
Gross Profit 1,623 2,186 3,052 2,214 3,091 4,437 -27% -29% -31%
Operating Profit 571 1,002 1,552 989 1,450 2,207 -42% -31% -30%
Net profit 558 950 1,454 908 1,297 1,971 -39% -27% -26%
EPS (RMB) 0.578 0.985 1.508 0.938 1.340 2.037 -38% -27% -26%
Gross Margin 20.1% 22.1% 24.0% 25.8% 27.1% 29.3% -5.7 ppt -5 ppt -5.4 ppt
Operating Margin 7.1% 10.1% 12.2% 11.5% 12.7% 14.6% -4.5 ppt -2.6 ppt -2.4 ppt
Net Margin 6.9% 9.6% 11.4% 10.6% 11.4% 13.0% -3.7 ppt -1.8 ppt -1.6 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 8,083 9,895 12,726 9,030 11,596 14,550 -10% -15% -13%
Gross Profit 1,623 2,186 3,052 2,825 3,626 4,487 -43% -40% -32%
Operating Profit 571 1,002 1,552 1,399 1,861 2,353 -59% -46% -34%
Net profit 558 950 1,454 1,257 1,661 2,149 -56% -43% -32%
EPS (RMB) 0.578 0.985 1.508 1.329 1.729 2.159 -56% -43% -30%
Gross Margin 20.1% 22.1% 24.0% 31.3% 31.3% 30.8% | -11.2 ppt -9.2 ppt -6.9 ppt
Operating Margin 7.1% 10.1% 12.2% 15.5% 16.1% 16.2% -8.4 ppt -5.9 ppt -4 ppt
Net Margin 6.9% 9.6% 11.4% 13.9% 14.3% 14.8% -7 ppt -4.7 ppt -3.3 ppt

Source: Bloomberg, CMBIS estimates
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Figure 4. Revenue breakdown

RMB mn FY19A FY20A FY21E FY22E FY23E
Antenna/RF modules 2,105 2,302 3,190 3,313 3,420
...YoY -5% 9% 39% 4% 3%
Wireless charging 719 1,215 1,478 1,896 2,469
...YoY 27% 69% 22% 28% 30%
EMC/EMI 1,720 2,110 2,532 3,038 3,646
...YoY 26% 23% 20% 20% 20%
Cables/connectors 590 767 882 1,015 1,167
...YoY 5% 30% 15% 15% 15%
RFFE 0 0 0 633 2,024
...YoY - - - - 220%
Total 5,134 6,394 8,083 9,895 12,726
...YoY 9% 25% 26% 22% 29%
Source: Company data, CMBIS estimates
Figure 5: P&L forecast
RMB mn FY19A FY20A FY21E FY22E FY23E
Revenue 5,134 6,394 8,083 9,895 12,726
...YoY 9% 25% 26% 22% 29%
Cost of sales (3,217) (4,464) (6,460) (7,709) (9,674)
Gross profit 1,917 1,930 1,623 2,186 3,052
GPM (%) 37% 30% 20% 22% 24%
...YoY 2% -19% -33% 10% 9%
SG&A (324) (404) (408) (480) (592)
...% of rev -6% -6% -5% -5% -5%
R&D (430) (586) (687) (792) (1,018)
...% of rev -8% -9% -9% -8% -8%
Operating profit 1,174 932 571 1,002 1,552
OPM (%) 23% 15% 7% 10% 12%
...YoY -5% -36% -52% 43% 20%
Net profit 1,020 972 558 950 1,454
NPM (%) 20% 15% 7% 10% 11%
...YoY -5% -23% -55% 39% 19%

Source: Company data, CMBIS estimates
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Valuation

Maintain HOLD and TP at RMB26.6 (1.5% upside)

We maintain our previous HOLD rating and adjust the TP to RMB26.6 based on lower 27x
FY22E P/E, vs previous 31x 21E P/E. We are cautious in the near-term outlook, given
concerns over deteriorating margin and delay in new business ramp-up. We expect the
GPM will recover in 2H21 but is difficult to reach previous level. Potential risks include
slower-than-expected market share gain and continued delay in ramp-up of new business.

Figure 6: Peers’ valuation

Mkt 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
Sunway 300136 CH Hold 3,919 26.20 26.59 1% 45.3 26.6 4.1 3.7 9.1 13.8
Amphenol  APH US NR 41,923 70.15 NA NA 30.8 27.6 7.3 6.5 25.4 25.8

Average 38.1 27.1 5.7 5.1 17.3 19.8
Sunway 300136 CH Hold 3,919 26.20 26.59 4% 45.3 26.6 4.1 3.7 9.1 13.8
Luxshare 002475 CH NR 45,739 42.05 NA NA 31.7 24.3 8.0 6.2 26.6 26.8
Lingyi iTech 002600 CH NR 7,855 7.20 NA NA 16.3 12.9 14 1.2 17.0 175
Anjie Tech 002635CH NR 1,358 12.52 NA NA 25.0 14.6 14 1.3 5.8 9.4
Amphenol  APH US NR 41,923 70.15 NA NA 30.8 27.6 7.3 6.5 25.4 25.8

Average 29.8 21.2 45 3.8 16.8 18.7

Source: Bloomberg, CMBIS

Figure 7: 12M forward P/E chart Figure 8: 12M forward P/E band
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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 5,134 6,394 8,083 9,895 12,726 Pretax profit 1,027 974 560 954 1,461
COGS -3,217 -4,464 -6,460 -7,709 -9,674 D&A 239 356 317 356 405
Gross Profit 1,917 1,930 1,623 2,186 3,052 Change in working capital -665 19 -347 -509 38
Others 76 148 107 92 124
SG&A -324 -404 -408 -480 -592 Net cash from operating 677 1,498 637 893 2,028
R&D exp. -430 -586 -687 -792 -1,018
Financing exp. -64 -25 8 5 17 Capex -1,064 -917 =727 -849 -992
Other opex 74 17 35 82 92 Purchase/sale of investments 19 -81 -2 0 0
Operating profit 1,174 932 571 1,002 1,552 Purchase/sale of subs 0 0 -23 -0 -0
Other 2 254 17 -4 -6
Non-operating income 0 163 70 86 110 Net cash from investing -1,043 -743 -735 -853 -998
Non-operating exp. -3 -6 -8 -10 -13
Pre-tax profit 1,171 1,089 632 1,077 1,649 Change in shares 11 0 112 5 5
Change in debt 135 615 -108 458 206
Income tax expenses -144 -115 -72 -123 -188 Dividend/interests paid -90 -105 -129 -184 -237
Net profit 1,027 974 560 954 1,461 Other -186 27 -0 -0 -0
Non-controlling interests 7 1 3 4 7 Net cash from financing -129 537 -125 279 -27
Net profit to shareholders 1,020 972 558 950 1,454
Net change in cash -495 1,292 -223 319 1,003
Adj. EBITDA 1,412 1,289 888 1,357 1,957 Cash, beginning 935 439 1,733 1,510 1,829
Exchange difference -1 2 0 0 0
Cash, end 439 1,733 1,510 1,829 2,832
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Current assets 4,162 6,837 5906 6,994 7,934 Revenue by segment
Cash & equivalents 444 1,756 1,513 1,832 2,835 Antenna/RF modules 2,105 2,302 3,190 3,313 3,420
Trade & other receivables 2,941 2,590 1,996 2,481 2,572 Wireless charging 719 1,215 1,478 1,896 2,469
Inventories 609 2,176 2,107 2,388 2,229 EMC/EMI 1,720 2,110 2,532 3,038 3,646
Other current assets 167 316 290 293 297 Cables/connectors 590 767 882 1,015 1,167
RFFE 0 0 0 633 2,024
Non-current assets 4,208 4,126 4,799 5311 5,917 Total 5134 6,394 8,083 9,895 12,726
PPE 1,543 2,196 2,168 2,202 2,287
Intangibles 823 252 271 294 325 Growth (%)
Goodwill 545 545 569 569 569 Revenue 9.1% 245% 26.4% 22.4% 28.6%
Other non-current assets 1,296 1,132 1,791 2,245 2,737 Adj. EBITDA 12.9% -8.8% -31.1% 52.9% 44.2%
Total assets 8,369 10,962 10,705 12,305 13,851 Net profit 32% -47% -42.7% 70.4% 53.1%
Current liabilities 2,746 4,042 3,098 3,884 4,159 Profit & loss ratio (%)
ST debt & LT debtto mature 1,444 1,501 1,411 1,870 2,075 Gross margin 37.3% 30.2% 20.1% 22.1% 24.0%
Trade & other payables 1,167 2,325 1,553 1,879 1,946 EBITDA margin 275% 20.2% 11.0% 13.7% 15.4%
Other current liabilities 135 217 134 135 138 Net profit margin 19.9% 15.2% 6.9% 9.6% 11.4%
Non-current liabilities 862 1,353 1,464 1,464 1,464 Balance sheet ratio
LT debt 817 1,271 1,252 1,252 1,252 Net debt/total equity (%) 38.1% 18.2% 18.7% 18.5% 6.0%
Bonds payables 0 0 0 0 0 Debt/EBITDA 1.6 2.2 3.0 2.3 1.7
Other non-current liabilities 45 82 212 212 212 Interest coverage - - 27.6 34.5 45.9
Total liabilities 3,608 5,395 4,562 5,348 5,623 Cash conversion cycle (days) 1414 1556 1385 1265 1025
Total equity 4,762 5,567 6,143 6,957 8,228 Profitability (%)
Share capital 969 963 968 972 977 ROE 21.4% 17.5% 9.1% 13.7% 17.7%
Reserves 214 280 387 387 387 ROA 12.2% 8.9% 5.2% 7.7% 10.5%
Retained earnings 3,358 3,964 4,369 5,079 6,194
Other equities 175 318 373 468 614 Per share data (RMB)
Minority interests 46 43 45 50 57 EPS 1.05 1.01 0.58 0.98 151
Total liabilities and equity 8,369 10,962 10,705 12,305 13,851 BVPS 4.85 5.72 6.32 7.16 8.47

Source: Company data, CMBIS estimates
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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.

CMBIS 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 CMBIS

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 Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) 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. CMBIS 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. CMBIS 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 CMBIS, solely for the purpose of supplying information to the clients of CMBIS 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 CMBIS 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. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS 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. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS 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 CMBIS 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 CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS 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 CMBIS.

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 (I)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 CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS 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.

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



