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Precision Tsugami (China) Corporation Limited [1651.HK; HK$5.60* Not Rated] -

The Machine Starts.

Market Cap: US$258.5m*; Free Float: 25%; 3-months Average Daily Turnover: n.a.

Analysts: Mark Po

The Company. Precision Tsugami (China) Corporation Limited (PTC) is a spin-off
from Tsugami Japan, which is a Japanese manufacturer of machine tools and has
been listed on Tokyo Stock Exchange for 50 years. According to Frost & Sullivan,
Prevision Tsugami ranked fourth in the CNC high-precision machine tool industry in
China in terms of turnover in 2016 and was the largest foreign-owned CNC high-
precision machine tool manufacturer in China in terms of turnover in 2016. PTC’s IPO
price has been set at HK$5.6, which is at the high end of the range. Regarding the
Hong Kong Public Offering a total of 3,913 valid applications were received for a total
of 59,370,000 offer shares, representing approximately 6.6 times the total number of
9,000,000 offer shares in Hong Kong Public Offering. According to PTC’s
announcement, the offer shares initially offered under the International Offering have
been well oversubscribed, and the final number of offer shares under the International
Offering is 81,000,000 shares. PTC shares will begin trading today. Based on the IPO
price of HK$5.60 per share, PTC’s market cap will be US$258.5m, which may look
small to some investors. PTC’s post-IPO share price performance may be cooler than
expected, given limited news flow and a lack of marketing activity. However, a cooler-
than-expected post-IPO performance may offer a re-visit opportunity for PTC, given its
better profitability than its Chinese peers and the fact that the Company is one of the
few listed high-end equipment makers in the HK market. PTC is engaged primarily in
the manufacture and sales of a wide range of CNC high precision machine tools under
the TSUGAMI brand to manufacturers engaged in various industries, including IT and
electronic _products, automobile, medical apparatus, pneumatic component
manufacturing and engineering machinery. PTC’s CNC high-precision machine tools
can be broadly classified into five major product categories: precision automatic
lathes, precision turret machines, precision machining centers, precision grinding
machines, and precision thread and form rolling machines.

PTC’s precision automatic lathes perform the cutting work on metal work pieces held
by chucks inside the machine tools. Precision automatic lathes are commonly used in
various industries, including the IT and consumer electronic products, office
equipment, medical apparatus, camera and automobile industries. PTC ranked no.1 in
China’s precision automatic lathe market in 2016 with a 34.8% market share,
according to Frost & Sullivan. PTC’s precision turret machine evolved from its
precision automatic lathe by adding an additional turret which can cut metal work
pieces that are more than 10 times longer than its spindle diameter. This additional
turret can also move in multiple axes to add drilling or milling operations to the
precision automatic lathe. PTC was one of the first manufacturers to manufacture and
sell precision turret machines in China, according to Frost & Sullivan. PTC’s precision
machining centers are typically used for processing metal with irregular shapes and
complicated structures. Precision machining centers are commonly used in the metal
processing, automobile, and IT & electronic products industries. PTC’s precision
grinding machines are similar in structure to its precision automatic lathes, but instead
of using cutting tools, they use grinding wheels. Precision grinding machines are
commonly used to produce parts for the military, aerospace and internal-combustion
engine industries. Precision thread and form rolling machines are generally used for
the mass production of complicated shapes with non-symmetrical holes in rotary axes
in the construction and automobile industries

PTC reported net profit of RMB178.3m, RMB55.8m and RMB112.6m for the years
ended Mar 31, 2015, 2016 and 2017, respectively. Revenue in FY16 was
RMB1,357.5m, down 34.0% YoY, mainly due to a substantial shipment of machinery
to a group of manufacturers related to a new product launch by a leading electronic
company in FY15. Revenue in FY17 was RMB1,636.3m, up 20.5% YoY, mainly due to
a) increased in sales of CNC high precision machines, thanks to an expanded sales
network, b) new product launches, and c) increased demand from the IT & electronic
products and automobile industries. In line with other CNC machine tool providers,
PTC’s operating performance in 2015-2016 was also affected by weaker end demand
due to the macro economic environment. We expect PTC to report better top-line
growth in 2017 and 2018 because of its a) expanding sales network; b) greater
application of PTC’s products by customers in the IT products and automobile
industries, c) lower FX impact, and d) the increasing penetration of CNC high-precision

machine tools in China.

[Precision Tsugami (China)’s use of proceeds]

Use of proceeds.

a) About HK$42.4m, representing approximately 16.6% of the net proceeds is expected to be used primarily for the
rebuilt and renovation of part of production plant

b) About HK$17.4m, representing approximately 6.8% of the net proceeds is expected to be used primarily for
purchasing and replacing production machinery and equipment for the Company's production plants in Pinghu

¢) About HK$1.7m, representing approximately 0.7% of the net proceeds is expected to be used for further expanding
sales network and increasing market penetration in China; and

d) About HK$194.0m, representing approximately 75.9% of the net proceeds is expected to be used primarily for
repaying part of bank loans

Source: Bloomberg, Company Data, CGIS Research,

Key Financials

(o oo, FY15 FY16 FY17 FY18E FY19E
FY Mar
Revenue 2,057.7 1,357.5 1,636.3 1,956.7 2,316.0
Change (YoY %) 132.1 (34.0) 205 19.6 18.4
Gross Profit 408.0 217.1 291.2 372.5 441.2
Gross Margin % 19.8 16.0 17.8 19.0 19.1
Net Profit 178.3 55.8 112.6 139.6 181.0
Net Margin % 87 4.1 6.9 71 7.8
EPS (Basic) 0.50 0.16 0.31 0.39 0.50
Change (YoY %) 596.6 (©8.7) 101.7 24.1 29.6
DPS $0.000 $0.000 $0.000 $0.000 $0.101
ROE (%) 49.9 10.2 18.5 16.8 16.7
Dividend Yield (%) - - - - 2.01
PER (x) 10.1 323 16.0 12.9 9.9
PBR (x) 34 3.2 28 18 1.6
FCF Yield (%) 18.22% 2.22% 10.47% 5.96% 8.65%
Capex (m) (79.1) (23.6) (9.8) (50.0) (50.0)
Free cash flow per share 1.0 0.1 06 03 05
Net Gearing (%) 52.3 51.4 23.1 Net Cash Net Cash

Source: Bloomberg, Company Data, CSIS Research; *IPo price.

According to Frost & Sullivan, the penetration rate of CNC high-precision
machine tools in China was about 24.0% in 2016 and will increase to 30.7% in
2021, still lower than Japan’s 67.1% and Germany’s 65.8% in 2016 The market
size of CNC high-precision machine tools in China is expected to increase from
RMB118.5bn in 2016 to RMB156.1bn in 2021 for a CAGR of 5.7%. The CNC
high-precision machine tool market in China still offers growth opportunities for
machine tool makers such as PTC. PTC entered into cornerstone investment
agreements with three cornerstone investors, Fanuc Corporation [6954.JP],
SMC [6273.JP] and Tokyo Seimitus [7729.JP], which in total, subscribed to
31.3% of the IPO shares and about 7.9% of total issued shares immediately
following the completion of the IPO. The cornerstone investors are subject to a
six-month lock-up period.

Our view. The Chinese machinery tool makers were under pressure in 2015
and 2016, given the challenging operating environment. However, PTC,
despite fluctuation in its results, outperformed some of its peers in China.
Given the increasing penetration of CNC high-precision machine tools in China
and better economies of scale, PTC is likely to report faster bottom-line growth
in FY18 and FY19, growing in a more sustainable way. According to our
calculations, PTC is valued at 12.9x FY18 PER (even including about HK$21m
in listing expenses), based on the IPO price of HK$5.60, which is a discount to
the average of 21.8x of its globally listed peers. The response to PTC’s IPO
may be cooler than expected, given its smaller IPO size and lack of company-
specific news flow. PTC’s share price performance may not be exciting right
after the IPO, which in our view, may provide a revisit opportunity for investors
who are looking for high-end equipment names. PTC is a quality equipment
name, which outperformed its peers during the industry downturn and is likely
to be benefit more during a market upturn. Any share price weakness after the
IPO will provide a good revisit opportunity.

Catalysts: 1H FY18 results announcement, new product launches, and
increasing market attention.
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Figure 1: PTC’s turnover breakdown
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Sources: Bloomberg, CGIS Research

Figure 2: Peer Comparison

Company EV/EBITDA ROE Div yield Share Price Performance
MarketCap  2017F 2017F  2018F  2019F 2016 2016 2017F 2016 2017F
Ussm X X x x % % % %

1651 HKA Precision Tsugami China Corp 56° 2585 129 99 na na. na. na 28 18 185 165 na. na. na. na. na. na. na. na. na.

2722 HK Chongging Machinery And EI-H 095 4483 na. na. na na. na. na 05 na. 70 na. 31 na. 437 na. 10 40 50 22 56

2398 HK Good Friend Intl Hidgs Inc 194 1002 na. na. na na. na. na 08 na. 63 na. 45 na. 183 na. 30 130 135 141 110
1882 HK Haitian International Hidgs 2260 46196 152 136 125 101 84 31 29 181 203 119 1255 209 23 34 69 29 383 485
57 HK Chen Hsong Holdings 223 180.1 na. na. na na. na 05 na. 07 na. 16 na. 33 na. 19 77 88 397 172
558 HK LK. Technology Holdings Ltd 071 1031 na. na. na na. na. na 05 na. 58 na. 31 na. 479 na. 27 76 29 340 511
265 HK Lung Kee Bermuda Hidg Ltd 376 3042 na. na. na. na. na. na. 10 na. 54 na. 96 na. 638 na. 29 69 340 612 525
826 HK Tiangong Intl Co Ltd 089 2531 na. na. na. na. na. na. 04 na. 19 na. 15 na. 133 na. 60 309 43 127 101
Average 152 136 125 101 9.1 84 10 29 64 203 50 1255 343 23 11 61 107 289 20
000410 CH Shenyang Machine Tool -A 913 10606 na. na. na. 595 458 455 429 na. 268 -19782 55 5.02 na. 00 32 295 217 -383 317
000837 CH Qinchuan Machine Tool & To-A 7,60 799.7 na. na. na. na. na. na. 19 na. 8.1 na. 10 na. na. na. 39 44 9.1 88 104
601882 CH Ningbo Haitian Precision M-A 16.86 13356 na. na. na. na. na. na. 79 na. 6.1 na. 37 na. na. na. 56 39 412 na. -332
002843 CH Bichamp Cutting Technology-A 2.97 5305 na. na. na. na. na. na. 65 na. 109 na. 87 na. 060 na. 89 240 -400 na. na.

002026 CH Shandong Weida Machinery -A 943 6012 258 24 183 156 128 105 17 17 58 65 50 525 na. 09 78 62 134 -206 184
002282 CH Bosun Tools Co Ltd -A 1883 966.2 na. na. na. na. na. na. 76 na. 08 na. 42 na. na. na. 59 144 364 384 364
002779 CH Zhejiang Zhongjian Technol-A 23.06 4619 na. na. na. na. na. na. 49 na. 107 na. 42 na. na. na. 55 45 379 430 317
002248 CH Weihai Huadong Automation -A 677 3159 na. na. na. na. na. na. 38 na. 217 na. 137 na. na. na. 51 55 375 -47.4 -413
300126 CH Ken Holding Co Ltd-A 833 386.1 na. na. na. na. na. na. 24 na. 07 na. 0.1 na. na. na. 35 05 263 159 313
002520 CH Zhejiang Rifa Precision Ma-A 10.40 8745 638 4656 349 332 193 130 33 33 34 51 22 392 na. 02 57 134 125 -263 122
Average 8 340 2656 361 26.0 230 83 25 18 -655.6 10 138 0.60 04 35 12 213 202 -193
6101 P Tsugami Corp 97200 5635 168 197 197 na. na. na 19 na. 154 107 78 na. na. 17 132 154 324 834 449
6141 P Dmg Mori Co Ltd 1,904.00 21416 164 138 1.9 98 89 83 47 21 96 139 09 385 na. 15 73 87 76 810 343
6113 JPA Amada Holdings Co Ltd 1,241.00 4194 160 150 140 82 75 69 11 11 44 68 51 659 na. 34 32 56 145 49

6103 JPA Okuma Corp 1,156.00 17423 159 141 129 69 60 57 13 13 98 82 56 873 na. 15 165 116 499 37

6135 JPA Makino Milling Machine Co 975.00 10443 128 120 104 65 61 56 09 08 106 7.0 32 460 na. 17 132 80 538 66

6134 JPA Fuji Machine Mfg Co Ltd 2,042.00 17839 15.1 155 158 68 65 73 14 13 68 89 56 763 na. 20 76 2.7 760 527
6121 JPA Takisawa Machine Tool Co Ltd 198.00 1163 na. na. na na. na. na 09 na. 86 na. 27 na. na. na. 7.0 138 467 253
6155 JPA Takamatsu Machinery Co Ltd 1,012.00 9956 na. na. na na. na. na 09 na. 87 na. 41 na. na. na. 52 75 698 349
6473 JPA Jtekt Corp 1,580.00 48437 110 103 92 52 49 46 11 10 98 102 46 544 na. 27 83 13 42 155
6954 JPA Fanuc Corp 22,8500 416482 293 75 25 172 16.0 146 32 31 161 108 92 983 na. 21 74 56 322 153
6278 JPA Union Tool Co 3,495.00 648.8 24 196 170 109 94 81 12 12 na 52 46 na. na. 15 23 40 11 316 150
6273 JPA Smc Corp 3991000 240106 207 195 186 120 114 106 25 24 129 120 107 1077 na. 09 77 15.4 20 367 434
7729 JPA Tokyo Seimitsu Co Ltd 3,955.00 1467.4 144 132 129 69 64 62 19 17 130 128 100 960 na. 20 52 39 127 432 141
6609 TT Taiwan Takisawa Technology C 2335 550 na. na. na na. na 09 na 104 00 16 na na. na 35 17 15 13 123
4513TT Falcon Machine Tools Co Ltd 966 256 na. na. na na. na 09 na 136 na 22 na na. na 06 100 35 05 17

Average 173 164 152 9.0 78 16 16 107 89 a8 7.45 na. 19 72 82 79 a0y 189
SIE GY Siemens Ag-Reg 116.90 1191685 150 147 135 106 103 96 24 24 23 17.1 46 492 na. 33 35 66 42 96 01

HURC US Hurco Companies Inc 39,50 2617 na. na. na na. na. na 13 na. 95 na. 43 na 096 na. 157 183 312 390 193
PRIIM Prima Industrie Spa 39.69 499.0 25 167 142 112 95 83 30 27 48 124 31 na na. 09 31 457 836 1817 1509
DISGR Diskus Werke Ag 1824 2116 na. na. na, na. na. na, 18 na. 78 na. 11 na 110 na. 20 490 286 474 517
GILGR Dmg Mori Ag 52.84 49948 36.1 324 343 165 151 147 35 33 128 86 27 545 na. 18 22 50 15.1 21 24
STGN sW Starrag Group Holding Ag 6150 2133 170 144 136 89 76 68 12 11 49 60 28 3.00 na. 26 75 121 99 124 189
SCUN GR Schuler Ag 3315 11892 na. na. na na. na. na, 31 na. 116 na. 63 na na. na. 44 83 113 251 37
Average 26 195 189 18 106 99 23 24 105 110 36 446 103 22 28 154 22 83 424
HSI Index Hang Seng Index 18 86 146 174 267
HSCElIndex  Hang Seng China Ent Indx 15 68 63 123 183
SHCOMP Index  Shanghai Se Composite 19 65 33 102 80

MXCN Index Msci China 48 163 271 310 453

Sources: Bloomberg, Company, CGIS Research




€9 = B SR i [ [

CHINA GALAXY INTERNATIONAL

I

AT FE #0352 e ] 9 A A Y B AT A e T RS AR YR B MR IR R R N e KA SR
P 2 3 R 2 i P B el S ) B S B [ AT [ B (i) A B m) ( “HGRT I BRIESR 7 ) R/ e H AR DA A 8 o5 1 2% ) 326 Yo 1 P = LR v
A FR

R [ o 2 (o R [ o < R A 5 A PR 2 R B IR A ) 22— ) AT AR i (AR AR AT BT B B R T P, TR RS L BORRIE R TS 1, (EAR S
HETATE IR 1 B BENE A (W17 BRI B fRALE

SRR AN S A — T A« T B I N B B AR T SO SR 2 AESR o AR MR DA A 0 AR MR DL — R m BORIIE, M FRiB Bk
PRAE, BIREBR, R AR RBITAE H. WOBUAR i 2 N Rl A B 7 AR BB F R SR SR RS, 5 5058 T 980 ST F 55 1)

H T AERTH) 2 Ok, R U S S S0 T AH H05007 B AR LR, 200 MR 5 o 4530 i B DR 24 ) B
FR AR BT EER) B ATBOA S ARELRRE BRI )L B A

A e B 0 R LA BN 35 DA G A G AR A T R RN BRI, HUS A AR, AN AT I o o R R [ B B/ B S Ak AR I A et B D AR o
e H M 2 AR AN IR RS 58 B st £ R A B BT AR KR BT BRI, SR B AR A I, RO RIS B — IR 2508, IR Zi D
BN A

Fl2S 5
Hp [ 4R9[IE 25 (6881.HK; 601881.CH) JH 4R [ s J FLBf I o 7 2 E B R B I A 7 o

o E R E BR AT AR B AR A B B SRS, AR 2 BT VP8 B2 00 K% H AR A B RIIES:,  HAZS RS AT B S5 T8¢
AAE 1I1%;

R P AR E PR EE L AT DA /S BT R FAR A R I AR N

H [ R [ R S HARSCARETT e, VAR VETTEORSOL T, A2 5 e A AR S R R ATER G R 5, i%ss A 7] JEAT IR 55 Bk s e 2 = e /
X% SRS BUIARL B AR 5% BB 35 BLR AR 28 BN AL 5 o

o ] ERVAT 6] T 84 AE AR 5 5 B AR AE AT B A PR LA T A T R B IE SR A8 BN BRI 2 BN, BRIAE IS SR AT I B 0%, slifeid £ 1240 H
P9, R A o B R BRAIE 2 AT NIRRT SR 558 Bl — AR S 430 B8 sl R ARAT IR 55 () B 22 e L e R IR 55

PR, o AR [ BT RE AR I 25120 T PO R ARAT R S WK B ZR AT AN HT REBLIE 3R AR A A BERARAT AT
7T RARIE

FER TR A BT RN (a) AR I RAA i3 LA AE O b S At A A DA AR A4 58 B BE S R AT A A ARG K (b) flslfd AT A,
DUEECRR, B, Y AR A R AR AR 2 55 A A T/ AR 75 P s 2 A ST OO s SR A o

BEAh, T RTINS A R HA TR (R B PR M 2 R RS s HE I E SO 28R (1) AT S R i AT30  H A 822 Bk WITR RIS (2)
FERF IR S R T3 ENL A WA SR s TR BB s () IR S IR aE A b Tl A R BTN R ()R 3R PR e b iy 24 7] I 3545 2 o

PRRIRIR
SEN DO T2 A g BT >20%
T s BRI A W T R >20%
kA CORABAEE, B KN BREEZEHIH “EN7 R EER A

Tz B bR AR5

e

G

AR S BESCAR AT B S, WA SR A

R R AT AR 45473 AN T A 6 [ 0T [ BRiiE %5 () A B =] P T e DA T U S b SR A«
AR E BRE S () BIRA R (g5 AXM459)

i LR RETI83 ST, i KJE36843501-07%  HLTE: 36986888




