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A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

S.C New Energy Technology (300724 CH)

Weakness in 2Q profit one-off in nature; Focus on

TOPCon & Perovskite solar cell equipment growth Target Price RMB 178.00
S.C’s revenue/net profit in 2Q22 dropped 9%/5% YoY to RMB235mn but largely Up/Downside +27%
due to the delay of certain product delivery as a result of Covid-related lock-down Current Price RMB 140.21

measures, which are one-off in nature. We expect S.C’s growth story to remain
solid, on the back of strong order intakes on both TOPCon (Tunnel oxide
passivated contact) and Perovskite solar cell (454k#°) equipment. We expect
earnings growth to accelerate starting from 2H22E. We roll over our valuation
base to FY23E and fine-tuned our TP to RMB178, based on 50x P/E derived by
1SD above the historical average of 36x to reflect the breakthroughs in the new
equipment. Maintain BUY.

1H22 results affected by lock down measures but largely expected.
Revenue in 1H22 grew only 2% YoY to RMB2.68bn, due to slow product
delivery as S.C’s clients are located mainly in Yangtze River Delta that
affected by lock-down measures. Net profit grew 11% YoY in 1H22, as S.C
recognized ~RMB74mn of net FX gain (S.C held some assets in US$). In
2Q22, revenue dropped 9% YoY to RMB1.3bn while gross margin narrowed
3.3ppt QoQ but slightly expanded 0.2ppt to 23.8%. Net profitin 2Q22 dropped

China Capital Goods

Wayne Fung, CFA
(852) 3900 0826
waynefung@cmbi.com.hk

Katherine Ng
(852) 3761 8725

katherineng@cmbi.com.hk

Stock Data

Mkt Cap (RMB mn)
Avg 3 mths t/o (RMB mn)
52w High/Low (RMB)

48,828
1,268

210.80/47.20

X Total Issued Shares (mn) 348.3

only 5% YoY (helped by ~RMB82mn net fx gain). Source: Bloomberg
- i . . . -
PE p'oly route TOPCon and'Perovsk|te production equipment gaining Shareholding Structure
traction. In July, S.C successively won two large-scale orders of 3-in-1 PE- YU Zhong VT
poly route TOPCon equipment from global leading solar enterprises, which LIANG Meizhen 7.24%
indicates PE-Poly route has been gaining client recognition. Key advantages ZUO Guojun 7.51%
of PE-Poly route include better solar cell efficiency, higher production Soue [E el
efficiency and yield, which can accelerate _the mass scale producfuon of Share Performance
TOPCon solar cell. We expect a fast penetration of PE-poly route equipment Absolute _ Relative
in the near term. Besides, S.C received its first contract of Perovskite solar 1-mth 16.3% 24.0%
cell coating equipment (RPD) in July. 3-mth 126.4% 111.2%
6-mth 68.8% 88.9%

Rapid expansion of TOPCon solar cell capacity. Based on the capacity
expansion plan of 15 major solar cell manufacturers, we calculate that the
cumulative capacity of TOPCon to reach 64GW/93GW in 2022E/23E. We
believe S.C remains a key beneficiary in this capex cycle.

Risk: 1) Weaker-than-expected downstream capacity expansion; and 2) solar
cell technology transformation risk.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Revenue (RMB mn) 4,044 5,047 5,632 7,316 9,505 Source: Bloomberg

YoY growth (%) 60 25 12 30 30

Net income (RMB mn) 523 717 863 1,144 1,526 Auditor: RSM

EPS (RMB) 1.63 2.14 2.48 3.29 4.38

YoY growth (%) 37 31 16 33 33 Related report:

Consensus EPS (RMB) N/A N/A 2.72 3.56 4.34 S.C New Energy — Solid backlog and
P/E (x) 85.9 65.4 56.6 42.7 32.0 stabilized  margin; raise  earnings
P/B (x) 14.8 79 7.0 6.1 5.2 estimates and TP — 25 Jan 2021 (link)
Yield (%) 0.1 0.1 0.2 0.2 0.3

ROE (%) 18.7 15.5 13.1 15.2 17.4 China Solar _Power Equipment - Picks
Net gearing (%) Net cash Net cash Net cash Net cash  Net cash and Shovels in the Solar Gold Rush — 11

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1: Comparison of production process of PERC, TOPCon and HJT cells; steps
in red dotted lines require additional or different eqpt. vs. PERC production
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Figure 2: S.C’s key products coverage on TOPCon cell production line
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*Note: Laser doping equipment is under trial stage.
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Figure 3: S.C’s key products coverage on HJT cell production line
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Figure 4: Projected market size of TOPCon capacity

Figure 5: Projected market size of HIT capacity
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Figure 6: S.C P/E band

CMBIGM

Figure 7: S.C P/B band

Source: Data based on 34 companies that announced expansion plan,
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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 4,044 5,047 5,632 7,316 9,505 PAT 512 714 862 1,144 1,526
Diffusion & deposition & D&A 32 40 49 63 99
Wet process eqpt. 3,425 4,200 4,620 6,006 7,808 Change in working capital (440) 486 445 47 (354)
Automation eqpt. 471 682 764 993 1,291 Others 230 110 (25) (36) (46)
Parts and others 148 165 247 317 405 Operating cash flow 334 1,349 1,331 1,219 1,225
COGS (2,976) (3,806) (4,188) (5,401) (6,990)
Gross profit 1,069 1,241 1,443 1,915 2,515 CAPEX (169) (239) (200) (400) (400)
Tax and surcharges (22) (21) (24) (31) (40) Others 91 (332) - - -
S&M expenses (81) (71) (107) (132) (162) Investing cash flow (78) (571) (200) (400) (400)
G&A expenses (86) (102) (101) (132) (171)
R&D expenses (191) (238) (293) (380) (475) Proceeds from funding 31 2,521 - - -
Net finance income/(exp) (52) 7 27 34 44 Changes in borrowings 193 (180) 150 20 (30)
Core operating profit 637 816 945 1,275 1,711 Dividends paid (82) (81) (36) (52) (70)
Impairment losses (146) (127) (80) (90) (90) Others (20) (19) - - -
Other expenses and incomes 92 127 121 124 124 Financing cash flow 122 2,241 114 (32) (100)
Pre-tax profit 583 816 986 1,309 1,745 Netchange in cash 378 3,020 1,246 787 725
Income tax (71) (103) (124) (164) (219) Cash at the beginning 501 864 3,413 4,659 5,446
Minority interest 11 4 1 - - Forex change, net (16) (470) - - -
Net profit 523 717 863 1,144 1,526 Less: restricted cash 684 578 - - -

Cash at the end 864 3,413 4,659 5,446 6,171
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A  FY21A FY22E FY23E FY24E
Current assets 8,603 11,652 13,357 15,482 18,272 Revenue mix (%)
Cash and restricted cash 1,548 3,991 5,237 6,023 6,749 Diffusion & deposition &
Trade receivables 2,811 2,828 3,661 4,243 5,227 Wet process eqpt. 85 83 82 82 82
Inventories 3,823 4,033 4,105 4,861 5,941 Automation eqpt. 12 14 14 14 14
Other current assets 511 801 355 355 355 Parts and others 4 3 4 4 4
Non-current assets 591 1,131 1,279 1,618 1,920 YoY growth (%)
Long-term equity investment 85 77 75 76 78 Revenue 60 25 12 30 30
Fixed assets 291 377 536 882 1,191 Gross profit 32 16 16 33 31
Other non-current assets 215 677 668 660 651 Net profit 37 37 20 33 33
Total assets 9,284 12,783 14,636 17,100 20,192

Operating efficiency (%)
Current liabilities 6,207 6,538 7,592 8,998 10,679 GP margin 26.4 24.6 25.6 26.2 26.5
ST borrowings 194 16 166 186 156 Core operating margin 15.8 16.2 16.8 17.4 18.0
Trade payables 2,066 2,250 2,513 3,240 4,194 Net profit margin 12.7 14.1 15.3 15.6 16.1
Advances from customers 3,325 3,749 4,390 5,048 5,805
Other current liabilities 623 524 524 524 524 B/S ratios (%)

Net gearing Net cash Net cash Net cash Net cash Net cash
Non-current liabilities 41 41 41 41 41 Receivable turnover days 198 204 210 197 182
Deferred income 11 9 9 9 9 Inventory turnover days 323 284 264 224 207
Other non-current liabilities 29 32 32 32 32 Payable turnover days 192 207 208 194 194
Total liabilities 6,248 6,579 7,633 9,039 10,720

Profitability (%)
Share capital 321 348 348 348 348 ROE 18.7 15.5 13.1 15.2 17.4
Reserves 1,284 3,817 3,817 3,817 3,817 ROA 6.6 6.5 6.3 7.2 8.2
Retained earnings 1,431 2,038 2,838 3,896 5,308
Shareholders' fund 3,036 6,203 7,003 8,061 9,473 Per share (RMB)
Minority interest Q) 1 0 0 0 EPS 1.63 2.14 2.48 3.29 4.38
Total equity 3,035 6,204 7,003 8,061 9,473 DPS 0.19 0.18 0.25 0.33 0.44

BVPS 9.45 17.81 20.11 23.15 27.20

Source: Company data, CMBIGM estimates
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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
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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