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Shennan Circuit (002916 CH)

Solid FY24 results; Upgrade to BUY being key
beneficiary in domestic localization

Shennan released its FY24 results. Revenue went up by 32.4% YoY to
RMB17.9bn, 2%/7% above our estimate/BBG consensus. Net profit rose by
34.3% YoY to RMB1.9bn, in-line with our estimate but 2% below BBG consensus.
During the period, GPM was 24.8% (vs. 23.4% in FY23), showing gradual
improvement as demand recovered but offset by new factory ramp-up. We revise
up our revenue forecasts by 15%/21% for FY25/26E, reflecting 1) higher
utilization (~90% for 1Q), 2) higher-than-expected DC/Al-related revenue as
domestic Cloud companies increase capex budget and 3) better auto PCB
revenue growth as high-end autonomous driving systems may have faster-than-
anticipated penetration. Meanwhile, we revise up our NP estimates by 12%/16%
in FY25-26E, partially offset by lower GPM estimates considering the continuous
capacity ramp-up of Guangzhou factory with costs from equipment, labor and raw
materials now recognized in COGS as production ramps up. Upgrade to BUY,
with new TP of RMB146.81 (previous: RMB115), implying a NP CAGR of 28.5%
and PEG of 1.1x during 2024-26E.

B PCB sales grew by 30% YoY to RMB10.5bn, driven by robust demand in
data centers (20% YoY) and auto (~14% of total sales), despite a telecom
decline (contributing to less than 40% of total PCB sales in FY24). PCB GPM
improved to 31.6% in FY24, compared to 26.6% in FY23, reflecting higher
capacity utilization and an enhanced product mix consisting of more Al-
related products. PCBA segment increased by 33.2% YoY, also driven by
robust data center and auto sales, with a stable GPM of 14.4%. We expect
the segment revenue to grow 25% YoY in 2025, driven by strong growth in
DC/auto markets (domestic Al capex and higher penetration of autonomous
driving vehicles). We project GPM will be stable at current ~31% level.

B Substrate sales grew by 37.5% YoY to RMB3.2bn. The growth weighted
more towards 1H24 as demand was strong due to inventory restocking
behaviors. The segment experienced margin pressure (18.2% in FY24 vs.
23.9% in FY23) due to capacity ramp-up, rising material costs (specifically
gold price, which surged by more than 20% in 2H24, per mgmt.), and weaker
BT substrate demand in 2H24. Excluding the impact of the initial capacity
ramp-up of Guangzhou factory, BT substrate’s GPM in 2H would have been
2ppts lower compared to 1H (instead of 10ppts drop). We expect substrate
revenue to grow by 18% YoY in 2025E, led by higher growth in memory
products as demand recovers. GPM may rise modestly to 19.5%, considering
the ongoing ramp-up dilution, in our view.

B Upgrade to BUY, with new TP of RMB146.81. The new TP is based on 5-
year avg. historical forward PE of 31.0x. We believe SCC performed better
than expected during the sectoral downcycle. Looking forward, the company

is set to ride the tailwind of domestic localization with its leading position in
PCB market and capacity addition from its FC-BGA substrate line.

Earnings Summary

(YE 31 Dec) FY23A FY24A FY25E FY26E FY27E
Revenue (RMB mn) 13,526 17,907 21,551 24,838 28,208
YoY growth (%) (3.3) 32.4 20.3 15.3 13.6
Gross margin (%) 23.4 24.8 25.1 25.9 26.2
Net profit (RMB mn) 1,398.1 1,877.6 2,429.5 3,102.2 3,713.6
YoY growth (%) (14.8) 34.3 29.4 27.7 19.7
EPS (Reported) (RMB) 2.72 3.66 4.74 6.05 7.24
P/E (x) 47.1 35.0 27.0 21.2 17.7
ROE (%) 11.0 135 15.6 17.4 18.0

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 3: Earnings revisions
New Old Diff (%)

RMB(mn) FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue 21,551 24,838 28,208 18,765 20,516 N/A 15% 21% N/A
Gross profit 5413 6,426 7,393 4,785 5,457 N/A 13% 18% N/A
Net profit 2,429 3,102 3,714 2,178 2,671 N/A 12% 16% N/A
EPS (RMB) 4.74 6.05 7.24 4.26 5.46 N/A 11% 11% N/A
Gross margin 25.1% 25.9% 26.2% 25.4% 26.0% N/A -0.3 ppt -0.1 ppt N/A
Net margin 11.3% 12.5% 13.2% 11.9% 13.4% N/A -0.7 ppt -0.9 ppt N/A

Source: Company data, CMBIGM estimates

Figure 4: CMBIGM estimates vs. Bloomberg consensus

CMBIGM Consensus Diff (%)
RMB(mn) FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue 21,551 24,838 28,208 19,540 22,469 26,823 10% 11% 5%
Gross profit 5,413 6,426 7,393 5,035 5,875 6,652 7% 9% 11%
Net profit 2,429 3,102 3,714 2,304 2,764 4,001 5% 12% -7%
EPS (RMB) 4.74 6.05 7.24 4.32 5.33 N/A 10% 13% N/A
Gross margin 25.1% 25.9% 26.2% 25.8% 26.1% 24.8% -0.7 ppt -0.3 ppt 1.4 ppt
Net margin 11.3% 12.5% 13.2% 11.8% 12.3% 14.9% -0.5 ppt 0.2 ppt -1.8 ppt

‘Source: Company data, CMBIGM estimates, Bloomberg consensus
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Financial Summary

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

Revenue 13,992 13,526 17,907 21,551 24,838 28,208
Cost of goods sold (10,422) (10,357) (13,460) (16,138) (18,413) (20,815)
Gross profit 3,571 3,170 4,447 5,413 6,426 7,393
Operating expenses (1,691) (1,558) (2,141) (2,416) (2,654) (2,915)
SG&A expense (926) (870) (1,030) (1,132) (1,230) (1,341)
R&D expense (820) (1,073) (1,272) (1,488) (1,640) (1,807)
Others 55 385 161 204 217 232
Operating profit 1,880 1,611 2,306 2,997 3,772 4,478
Other income 4 5 6 8 9 10
Other expense ) (4) (11) (10) (14) (14)
Other gains/(losses) (163) (182) (231) (254) (288) (336)
Interest income 22 12 10 19 32 45
Interest expense (92) (66) (80) (88) (94) (92)
Others 77 23 23 28 32 36
Pre-tax profit 1,720 1,398 2,023 2,700 3,448 4,127
Income tax (79) 1) (145) (270) (345) (413)
After tax profit 1,641 1,398 1,879 2,430 3,103 3,715
Minority interest 0 0) 1 0 1 1
Net profit 1,641 1,398 1,878 2,429 3,102 3,714
BALANCE SHEET 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Current assets 8,578 8,597 10,854 14,230 17,358 21,416
Cash & equivalents 1,913 853 1,553 2,942 4,482 6,049
Account receivables 2,770 3,091 3,806 4,697 5,375 6,372
Inventories 2,341 2,686 3,395 4,121 4,757 5,850
Prepayment 49 8 9 28 22 31
Other current assets 1,505 1,959 2,001 2,442 2,723 3,114
Non-current assets 12,149 14,010 14,448 14,286 13,902 13,423
PP&E 9,138 10,083 12,396 12,767 12,246 11,537
Right-of-use assets 37 26 9 17 25 33
Deferred income tax 208 272 187 210 230 257
Intangibles 557 544 585 638 699 770
Goodwill 0 0 0 0 0 0
Other non-current assets 2,209 3,085 1,271 654 701 827
Total assets 20,727 22,607 25,302 28,516 31,260 34,839
Current liabilities 6,708 6,425 7,489 8,313 8,407 9,136
Short-term borrowings 0 400 10 190 107 99
Account payables 1,638 2,037 2,687 2,796 2,653 2,822
Tax payable 31 42 59 67 73 82
Other current liabilities 4,484 3,291 3,933 4,378 4,594 5,036
Contract liabilities 93 212 208 216 248 282
Accrued expenses 462 443 592 667 732 815
Non-current liabilities 1,765 2,995 3,167 3,578 3,712 3,598
Long-term borrowings 1,175 2,407 2,577 2,913 2,982 2,785
Bond payables 0 0 0 0 0 0
Deferred income 356 372 471 531 582 648
Other non-current liabilities 235 217 119 134 147 164
Total liabilities 8,474 9,420 10,656 11,891 12,119 12,734
Share capital 513 513 513 513 513 513
Retained earnings 5,291 6,179 7,594 9,562 12,067 15,018
Other reserves 6,446 6,492 6,510 6,521 6,531 6,542
Total shareholders equity 12,249 13,184 14,617 16,596 19,112 22,073
Minority interest 3 3 29 29 30 31
Total equity and liabilities 20,727 22,607 25,302 28,516 31,260 34,839
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CASH FLOW 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 1,640 1,398 1,879 2,430 3,103 3,715
Depreciation & amortization 1,062 1,272 1,437 1,740 1,944 2,052
Change in working capital 180 (364) (1,096) (1,105) (1,277) (1,519)
Others 281 268 (5) (120) (11) (100)
Net cash from operations 3,163 2,574 2,214 2,945 3,759 4,147
Investing

Capital expenditure (3,378) (3,250) (2,526) (1,567) (1,567) (1,574)
Acquisition of subsidiaries/ investments 0 0 0 0 0 0
_Net proceeds from disposal of short-term 0 0 0 0 0 0
investments

Others (237) (311) 601 28 34 34
Net cash from investing (3,614) (3,561) (1,925) (1,539) (1,533) (1,541)
Financing

Dividend paid (565) (589) (543) (550) (691) (854)
Net borrowings (242) 1,117 133 516 (13) (206)
Proceeds from share issues 2,530 0 31 0 0 0
Others (26) (617) (10) (21) (21) (21)
Net cash from financing 1,697 (89) (389) (55) (726) (1,081)
Net change in cash

Cash at the beginning of the year 620 1,912 851 1,551 2,941 4,480
Exchange difference 30 0) 32 32 32 32
Others 1,263 (1,061) 668 1,357 1,508 1,534
Cash at the end of the year 1,912 851 1,551 2,941 4,480 6,047
GROWTH 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Revenue 0.4% (3.3%) 32.4% 20.3% 15.3% 13.6%
Gross profit 8.0% (11.2%) 40.3% 21.7% 18.7% 15.1%
Operating profit (1.0%) (14.3%) 43.1% 30.0% 25.8% 18.7%
Net profit 10.8% (14.8%) 34.3% 29.4% 27.7% 19.7%
PROFITABILITY 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Gross profit margin 25.5% 23.4% 24.8% 25.1% 25.9% 26.2%
Operating margin 13.4% 11.9% 12.9% 13.9% 15.2% 15.9%
Return on equity (ROE) 15.8% 11.0% 13.5% 15.6% 17.4% 18.0%
GEARING/LIQUIDITY/ACTIVITIES 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Current ratio (x) 1.3 1.3 14 1.7 2.1 2.3
VALUATION 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

P/E 39.8 47.1 35.0 27.0 21.2 17.7

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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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
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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
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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
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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
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