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Simmtech (222800 kS)
4Q19 preview: Earnings on a clear uptrend
BUY (Maintain)
2020 outlook: Big cycle for package substrates
CP (Feb. 7) KRW14,100 Retain BUY and raise target price by 19% to KRW18,500
TP (6 months) KRW18,500
Upside 31.2% 4Q19 preview: Earnings on a clear uptrend
We now expect Simmtech to report sales of KRW280.8bn (+12% YoY) and operating
HunglouPak B (82-2) 3772-2184 profit of KRW9.6bn (+75% YoY) for 4Q19. Operating earnings likely continued to
>4 hyungwou@shinhan.com improve from losses of KRW20.2bn in 1Q19 and KRW8.2bn in 2Q19 to profits of
KRWO0.7bn in 3019 and KRW9.6bn in 4Q19. The parent should have seen its capacity
utilization rate rise from 75% in 1Q19 to 87% in 4Q19, amid growing demand for
KOSPI 2,211.95p package substrates on recovery in memory chip market conditions. Increased order
KOSDAQ 672.63p intake at Japanese subsidiary Eastern also contributed to overall earnings
improvement. We believe that Eastern’s operating loss decreased to KRW5.5bn in
Market KRW320.8bn/USD281.4 . .
ariet cap "/ m 4Q19 vs. KRW15.8bn in 1019 on shipment growth.
Par value KRW500
Outstanding shares 22.8mn 2020 outlook: Big cycle for package substrates
Free float 12.5mn(54.9%) Operating earnings will likely swing to a profit of KRW51.8bn in 2020 on a rebound
52-week high/low KRW14,100/KRW5,150 in capacity utilization at both parent and subsidiary. We focus on expectations for
60-day avg. trading volume 377,043shrs the 5G effect. With smartphone shipment growth led by 5G subsidies, demand
60-day avg, turnover KRW4, 498mn should rise for AP-use FCCSP (flip-chip chip scale package) and memory-use MCP
Fore . (multi-chip package). We also expect performance upgrade for SiP (system-in-
oreign ownership 9.46% . . .
: package), which is used in antenna modules and telecom chips.
Major shareholders
Simmtech Holdings and 7 others  45.02% Meanwhile, Simmtech could benefit from possible production loss at competitors
Absolute performance 3M 45.7% with plants in China amid the spread of the coronavirus, creating upside in the
6M  150.0% company’s 1H20 earnings.
12M  87.0% Retai : : o
: etain BUY and raise target price by 19% to KRW18,500
Relative performance Mo A Our revised target price of KRW18,500 is based on 2021F EPS and a target PER of 10x
to KOSDAQ 6M 1099%  ysually applied to global IT parts manufacturers. We expect earnings improvement at
12M  102.6% both parent and subsidiary Eastern on industry-wide demand growth.
We applied 2021F EPS to reflect expectations for earnings surprise in 2020 and
structural improvement in the package substrate industry. The industry’s supply/
demand conditions began to improve in 2019, leading to a more than 10%p YoY
rise in operating margin at some peers. Simmtech should also see margin gains
upon the semiconductor industry’s shift to DDR5 and subsequent rise in BOC
(board on chip) prices.
Year to Sales (1] Pre-tax NP EPS Growth BPS PER EV/EBITDA PBR ROE  Net debt
December (bn KRW)  (bn KRW) (bn KRW) (bn KRW) (KRW) (%) (KRW) (x) (x) (x) (%) ratio (%)
2017 811.6 33.8 19.0 15.9 677 (48.9) 8,586 15.6 5.3 1.2 8.2 81.8
2018 1,007.5 30.8 104 5.0 19 (71.3) 8,739 35.0 3.6 0.8 2.4 91.7
2019F 987.7 (18.2) (31.2) (30.4)  (1,295) TR 7,012 - 9.0 1.8 (16.2) 147.4
2020F 1,107.3 51.8 30.1 27.2 1,193 T8 8,170 11.8 3.7 17 15.6 79.4
2021F 1,185.0 69.3 52.3 41.6 1,828 53.3 9,839 7.7 2.8 14 20.3 24.6
Source: Company data, Shinhan Investment Corp. / Note: TB = tum black, TR = tum red, RR = remain red
Shinhan Investment Corp. does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have
a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
Analysts employed by Shinhan Investment Corp., or a non-US affiliate thereof, are not registered/qualified as research analysts with FINRA, may not be associated
persons of the member and may not be subject to FINRA restrictions on communications with a subject company, public appearances and trading securities held by a
research analyst account. For analyst certification and important disclosures, refer to the Compliance & Disclosure Notice at the end of this report.
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Package substrate OPM of LG Innotek and Samsung Electro-Mechanics
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Operating profit margin of parent and subsidiary

Consolidated OPM (LHS)
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Source: DART, Shinhan Investment Corp.
Earnings trend and outlook

(bn KRW, %) 1019 2019 3019 4Q19F 1Q20F 2Q20F 3020F 4Q20F 2018 2019F 2020F
Sales 205.5 233.3 268.1 280.8 243.4 266.8 293.5 303.6| 1,007.5 987.7 1,107.3
Parent 182.8 210.9 239.6 243.4 207.6 230.0 252.8 256.8 842.1 876.7 947.2
Subsidiary 22.7 22.4 28.5 37.4 35.9 36.8 40.7 46.7 165.5 111.0 160.1
Module PCB 55.8 63.9 71.8 70.2 57.8 66.1 72.9 72.4 278.9 261.7 269.2
Substrate 148.3 165.4 193.2 207.8 182.8 197.6 217.7 228.2 722.1 714.7 826.3
oP (20.2) (8.2) 0.7 9.6 3.7 11.2 17.2 19.8 30.8 (18.3) 51.8
OPM (9.9) (3.5) 0.3 3.4 1.5 4.2 5.9 6.5 31 (1.8) 4.7
Parent (4.4) 6.9 12.5 15.1 6.2 12.7 17.7 19.3 46.1 30.1 55.8
Subsidiary (15.8) (15.1) (11.9) (5.5) (2.5) (1.5) (0.5) 0.5 (15.4) (48.3) (4.0)
Sales growth (YoY) (15.9) (6.4) 1.9 121 18.5 14.3 9.5 8.1 24.1 (2.0) 12.1
Parent (11.2) 2.1 11.3 13.6 13.6 9.0 5.5 5.5 3.8 4.1 8.0
Subsidiary (41.1) (47.6) (40.5) 2.8 58.2 64.1 42.8 25.0 - (32.9) 44.3

Sales share
Parent 89.0 90.4 89.4 86.7 85.3 86.2 86.1 84.6 83.6 88.8 85.5
Subsidiary 11.0 9.6 10.6 13.3 14.7 13.8 13.9 15.4 16.4 11.2 14.5

Source: Shinhan Investment Corp.
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Trickle-down effect of benefits by product type
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Source: Shinhan Investment Corp.

Sales and operating profit margin
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Source: DART, Shinhan Investment Corp.
Peer group valuation
(mn USD, x, %) 2019F 2020F
Company Market cap PER PBR EV/EBITDA ROE OPM NPM PER PBR EV/EBITDA ROE OPM NPM
Simmtech 210 - 18 90 (162) (18) (31)| 117 17 37 156 4T 25
Samsung Electro-Mechanics 8,428 19.0 1.9 1.4 10.9 8.2 6.3 17.8 1.8 6.6 10.4 9.6 6.7
LG Innotek 2,999 20.2 1.6 53 8.1 4.6 2.2 11.1 14 45 13.4 5.3 34
Korea Circuit 245 26.6 1.0 6.8 3.7 2.6 2.4 10.3 0.9 41 9.0 6.2 5.1
Ibiden 3,476 299.6 14 10.3 0.6 33 0.6 41.6 14 8.4 33 5.8 3.0
Unimicron Technology 1,944 17.2 13 5.7 7.6 48 41 125 1.2 47 104 6.5 5.2
Shinko Electric Industries 1,663 43.4 1.3 6.2 2.9 41 2.9 238.2 1.3 7.9 0.9 0.9 0.5
ATRS Austria Technologie & Systemtechnik 819 9.4 1.3 43 13.6 11.8 1.7 18.5 1.2 5.2 8.7 8.1 4.2

Source: Bloomberg, Shinhan Investment Corp.
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Target price calculation

(KRW, x) 2020F Remarks
Target price 18,500
2021F EPS applied on expectations for earnings surprise in 2020 and structural
EPS 1,828 - . .
improvement in package substrate industry
Target PER 10.0 Target PER usually applied to global IT parts manufacturers
Value per share 18,280

Source: Shinhan Investment Corp.
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(bn KRW) 4Q19F 3019  QoQ (%) 4Q18  YoY (%) | Previous Consensus
Sales 280.8 268.1 4.7 250.5 12.1 280.7 281.9
0P 9.6 0.7 1,362.6 5.5 75.2 9.8 10.1
NP 4.6 4.6 0.0 4.6 0.0 8.6 5.7
OPM (%) 3.4 0.2 - 2.2 - 7.1 3.6
NPM (%) 1.6 1.7 - 18 - 5.2 2.0
Source: Company data, QuantiWise, Shinhan Investment Corp.
Earnings forecast revision
Previous Revised Change (%)

(bn KRW, %) 2019F 2020F 2019F 2020F 2019F 2020F
Sales 987.6 1,107.1 987.7 1,107.3 0.0 0.0
0P (15.0) 43.3 (18.2) 51.8 214 19.7
NP (28.0) 23.2 185 185 (165.9) (20.5)
OPM (%) (1.5) 3.9 (1.8) 4.7 - -
NPM (%) (2.8) 2.1 1.9 17 - -

Source: Shinhan Investment Corp.
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Statement of financial position

Statement of comprehensive income

Year to December (bn KRW) 2017 2018 2019F  2020F  2021F Year to December (bn KRW) 2017 2018  2019F  2020F  2021F
Total assets 7282 8133 8747 9132 9535 Sales 811.6 10075 9877 1,107.3 1,185.0
Current assets 210.2 252.4 305.4 397.0 478.2 Growth (%) 2.5 24.1 (2.0) 12.1 7.0
Cash and equivalents 12.2 213 53.1 124.2 186.8 C0GS 710.1 875.8 901.0 968.5  1,036.5
Accounts receivable 56.8 57.0 63.9 69.1 738 Gross profit 1015 1317 86.7 1388  148.6
Inventories 130.6 155.9 174.7 188.9 201.8 GPM (%) 12.5 13.1 8.8 12.5 12.5
Non-current assets 517.9 561.0 569.3 516.2 4753 SG&A 67.7 100.9 104.9 87.0 793
Tangible assets 4594 5067 5013 449.7  410.2 Operating profit 338 308 (18.2) 51.8 69.3
Intangible assets 33.1 25.5 25.3 23.4 21.7 Growth (%) (15.9) (9.0 N/A N/A 33.7
Investment assets 2.2 3.8 43 4.6 49 OPM (%) 4.2 3.1 (1.8) 4.7 5.8
Other financial assets 0.0 0.0 0.0 0.0 0.0 Non-operating profit (148) (203) (13.0) (21.7) (17.0)
Total liabilities 513.4 5988 7124 7265 7215 Financial profit (55)  (13.9) (8.8) (9.7) (7.0)
Cunrent liabilities 393.2 520.7 571.4 580.2 576.3 Other non-operating profit (0.7) (6.4) (4.2) (12.0) (10.0)
Short-term borrowings 723 151.0 187.3 167.3 1373 Equity method gain (loss) (8.6) 0.0 0.0 0.0 0.0
Accounts payable 1175 38.9 435 411 50.3 Pre-tax profit 19.0 104 (31.2) 30.1 52.3
Current portion of long-term debt 52.5 53.5 29.8 29.8 29.8 Income tax 2.9 8.1 1.1 2.1 9.4
Non-current liabilities 120.2 78.1 141.0 146.3 151.2 Continuing operations 16.1 2.3 (32.3) 28.0 42.9
Bonds 0.0 0.0 30.0 30.0 30.0 Discontinued operations 0.0 0.0 0.0 0.0 0.0
Long-term borrowings 63.0 19.5 45.3 45.3 45.3 Net profit 16.1 23 (323) 28.0 42.9
Other financial liabilities 0.0 0.0 0.0 0.0 0.0 Growth (%) (45.2) (85.6) N/A N/A 53.0
Total shareholders' equity 2147 214.6 162.2 186.6 225.9 NPM (%) 2.0 0.2 33) 2.5 3.6
Capital stock 12.2 12.2 12.2 12.2 12.2 Controlling interest 15.9 5.0 (30.4) 27.2 41.6
Capital surplus 421 437 43.7 43.7 43.7 Non-controlling interest 0.2 (2.7) (1.9) 0.8 13
Other capital (0.1) (0.1) (0.2) (0.2) (0.2) Comprehensive income 118 63  (29.6) 28.0 42.9
Accumulated other comprehensiveincome: (6.6) (5.5) (2.9) (2.9) (2.9) Controlling interest 11.7 8.6 (28.4) 24.1 36.8
Retained eamings 161.4 162.6 109.5 133.0 171.0 Non-controlling interest 0.2 (2.3) (1.2) 40 6.1
Controlling interest equity 209.0 212.8 162.3 185.9 223.9 EBITDA 789 98.9 57.6 1253 135.5
Non-controlling interest equity 5.7 1.8 0.2) 0.7 2.0 Growth (%) (5.6) 25.3 (41.7) 117.4 81
*Total debt 187.8 2239 292.4 2724 2424 EBITDA margin (%) 9.7 9.8 5.8 11.3 11.4
*Net debt (cash) 1756 1967 2392 1481 55.6
Statement of cash flow Key ratios
Year to December (bn KRW) 2017 2018 2019F  2020F  2021F Year to December 20170 2018 FR2019F]  2020F HR2021F
Cash flow from operations 133.0 90.5 62.8 115.1 121.5 EPS (KRW) L 686 8 (1375) 1,230 1,885
Net profit 161 23 (323) 280 429 EPS of controlling interest (KRW) 677 194 (1,295) 1,193 1,828
Depreciation expense 43.2 63.6 73.8 71.6 64.5 BPS (KRW) 8,820 8813 7,008 8,203 9,928
Amortization expense 19 46 20 18 17 BPS of controlling interest (KRW) 8,586 8,739 7,012 8,170 9,839
FX translation loss (gain) 0.2 (0.2) (5.1) 0.0 0.0 DPS (KRW) 265 160 160 160 160
Asset disposal loss (gain) (0.9) (0.6) 0.0 0.0 0.0 PER () o 154 80.2 : 115 75
Equity method loss (gain) 3.8 0.0 0.0 0.0 0.0 PER of controlling interest (x) 15.6 35.0 - 11.8 1.7
Change in working capital 44 (32) 159 136 124 PRRGY 12 08 18 17 14
(Payment of income tax) (31) (65) (107) (21) (94) PBR of controlhng interest (X) 1.2 0.8 1.8 1.7 14
Others 194 305 19.2 2.2 94 EV/EBITDA (x) 53 3.6 9.0 3.7 2.8
Cash flow from investments (60.9) (99.5) (61.8) (203) (25.3) Dividend payout ratio (%) 5 71 (1200 B4 87
Increase in tangible assets (52.0) (98.0) (64.2) (20.0) (25.0) Dividend yield (%) 25 24 13 11 i1
Decrease in tangible assets 0.3 11 3.2 0.0 0.0 Profitability
Change in intangible assets (2.6) (0.9) (0.3) 0.0 0.0 EBITDA margin (%) 9.7 9.8 58 113 114
Change in investment assets (18.2) 00 @4 (03 (03 OPM (%) 42 31 (18 47 58
Others s (1) 9 00 (00 NPM (%) 2.0 02 (33) 25 3.6
Free cash flow 935  (23) 37 1099 1055 ROA (%) 24 03 (38 31 46
Cash flow from financing (61.4) 233 238 (23.6) (33.6) ROE (%) 82 24 (162) 156 203
Change in borrowings (800) 298 419  (200)  (30.0) ROIC (%) o 12 (46 122 168
Change in treasury stock 0.0 0.0 0.0 0.0 0.0 Stabitity
Dividends (45) (6.4) (3.9) (3.6) (3.6) Debt to equiFy ratio (%) 239.1 279.1 439.1 389.2 322.1
Others 23.1 (01) (202) (00) (00) Net debt ratio (%) 81.8 91.7 147.4 79.4 24.6
Other cash flow 00 00 01 (01) 01 Cash ratio (%) 31 5.2 93 24 324
Change in consolidated scope 0.0 0.0 0.0 0.0 0.0 Interest coverage ratio (x) 4.2 27 (1.6) 43 6.2
Change in FX rates (0.0) 0.7 0.9 0.0 0.0 Activity.(%) . .
Change in total cash 10.7 151 25.9 71.0 626 Working capital tumover (times) (23.5) (12.5) (10.2) (10.4) (10.4)
Beginning cash 15 122 273 532 1242 Inventory turnover (days) 50.9 51.9 61.1 59.9 60.2
Ending cash 122 273 53.2 1242 186.8 Receivable turnover (days) 311 20.6 22.3 21.9 22.0

Source: Company data, Shinhan Investment Corp.

Source: Company data, Shinhan Investment Corp.
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Simmtech (222800 KS)

Share performance Date Rating | Target price| Target price gap (%)

(KRW) |  Average

Max/Min

(KRW) (Indexed,Jan-19=100)

15,000 - 110
14,000 KOSDAQ Index = 100
13,000 LA | 100
12,000 W/

11,000
10,000 - 90
9,000
8,000 -
7,000 +
6,000 -
5,000 ‘ ‘ — 70

01/19 05/19 09/19 01/20

2019.11.15 BUY 15,500 -

- 80

e Simmtech (LHS) Relative performance to KOSDAQ (RHS)

Target price

(KRW)
20,000 - -BUY

15,000 - Trading BUY

10,000 + HOLD

5,000 ~SELL

02/17 02/18 02/19 02/20

TP (LHS)

Simmtech (LHS) Rating (RHS)

Note: Calculation of target price gap based on past 6 months

Rating Distribution - SHIC Universe (as of 7 February 2020)

BUY (BUY) 96.62% | Trading BUY (HOLD) 068% | HOLD (HOLD) 27% | SELL(SELL)

0%

Rating Distribution - SHIC Investment Banking Clients (as of 7 February 2020)

BUY (BUY) 0% | Trading BUY (HOLD) 0% | HOLD (HOLD) 0% | SELL (SELL)

0%

SHIC Ratings (as of 1 April 2017)

@ SELL: Expected 6-month loss of 20% or more

Stock Sector

¢ BUY: Expected 6-month gain of 10% or more * OVERWEIGHT: Based on market cap, largest share of sector stocks under coverage is rated BUY
* Trading BUY: Expected 6-month gain of 10% to loss of 10% * NEUTRAL: Based on market cap, largest share of sector stocks under coverage is rated Trading BUY or HOLD
* HOLD: Expected 6-month loss of 10% to 20% ¢ UNDERWEIGHT: Based on market cap, largest share of sector stocks under coverage is rated SELL
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Compliance & Disclosure Notice

Analyst Certification

* The following analysts hereby certify that their views about the companies and securities discussed in this report are accurately expressed and that they have not received and will not
receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: HyungWou Park

Important Disclosures & Disclaimers

* As of the date of publication, Shinhan Investment Corp. does not beneficially own 1% or more of any class of common equity securities of the following companies mentioned in this
report: Simmtech

Shinhan Investment Corp. or one of its affiliates has not managed or co-managed a public offering of securities for the companies mentioned in this report in the past 12 months.
During the last 12 months, the companies mentioned in this report were not an investment banking client of Shinhan Investment Corp. and/or one or more of its affiliates.
Shinhan Investment Corp. or one of its affiliates has not received compensation for investment banking services from such companies in the past 12 months.

Shinhan Investment Corp. or one of its affiliates does not expect to receive or intends to seek compensation for investment banking services from such companies or one of their
affiliates in the next three months.

¢ Shinhan Investment Corp. or one of its affiliates, and/or their respective officers, directors or employees may have interests, or long or short positions, and may at any time make
purchases or sales as a principal or agent of the securities of the companies mentioned in this report.

¢ As of the date of publication, research analysts responsible for this report and members of their households do not have any financial interest in the debt or equity securities of the
companies mentioned in this report.

# Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of Shinhan Investment Corp., including profits derived from
investment banking. The analysts responsible for this report may also receive compensation based upon, among other factors, the overall profitability of sales and trading businesses
relating to the class of securities or financial instruments for which such analysts are responsible.

All opinions and estimates regarding the companies and their securities are accurate representations of the research analysts’ judgments, and may differ from actual results.

This report is intended to provide information to assist investment decisions only, and should not be used or construed as an offer or a solicitation of an offer to buy or sell any
securities. The information herein has been obtained from sources deemed reliable, but such information has not been independently verified and no guarantee, representation or
wananty, expressed or implied, is made as to its accuracy, completeness or correctness. Shinhan Investment Corp. makes a best effort but does not guarantee the accuracy,
completeness or corectness of information and opinions translated into English from original Korean language materials. Shinhan Investment Corp. accepts no liability whatsoever for
any direct, indirect and/or consequential loss arising from any use of this material or its contents. Stock selection and final investment decisions should be made at the investor's own
and sole discretion.

This report is distributed to our customers only, and any unauthorized use, duplication, or redistribution of this report is strictly prohibited.

Investing in any Korean securities or related financial instruments discussed in this research report may present certain risks. The securities of Korean issuers may not be registered with,
or be subject to the regulations of, the US Securities and Exchange Commission. Information on Korean securities or related financial instruments may be limited. Foreign companies
may not be subject to audit and reporting standards and regulatory requirements comparable to those in effect within the US. The value of any investment or income from any securities
or related financial instruments discussed in this research report denominated in currencies other than the Korean won is subject to exchange rate fluctuations that may have a positive
or adverse effect on the value of or income from such securities or related financial instruments.

*
*
*
*

* o

* o

Distribution

¢ United States: This report is distributed in the US by Shinhan Investment America, Inc., a member of FINRA/SIPC, and is only intended for major US institutional investors as defined in
Rule 15a-6(a)(2) of the US Securities Exchange Act of 1934. All US persons that receive this document by their acceptance thereof represent and warrant that they are major US
institutional investors and have not received this report under any express or implied understanding that they will direct commission income to Shinhan Investment Corp. or its
affiliates. Pursuant to Rule 15a-6(a)(3), any US recipient of this document wishing to effect a transaction in any securities discussed herein should contact and place orders with
Shinhan Investment America, Inc., which accepts responsibility for the contents of this report in the US. The securities described herein may not have been registered under the US
Securities Act of 1933, as amended, and, in such case, may not be offered or sold in the US or to US persons unless they have been registered or are in compliance with an exemption
from registration requirements.

¢ All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Shinhan Investment Corp. or its
affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not subject Shinhan Investment Corp. and its affiliates to
any registration or licensing requirement within such jurisdiction.

Shinhan Investment Corp. policies regarding conflicts of interest are available at: http://file.shinhaninvest.com/filedoc/clause/conflictofinterest.pdf
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