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I Hong Kong
ADD (upgrade from HOLD)
Consensus ratings*: Buy 16 Hold4 Sell 0
Current price: HK$6.19
Target price: HK$7.20
Previous target: HK$6.70
Up/downside: 16.3%
CGS-CIMB / Consensus: N/A
Reuters:
Bloomberg: 3969 HK
Market cap: US$6,971m
HK$54,409m
Average daily turnover: US$3.36m
HK$28.47m
Current shares o/s: 8,790m
Free float: 24.9%

*Source: Bloomberg
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CRSC

Value to emerge from SSE STAR Market listing

m CRSC has received approval from CSRC for its A-share listing on the SSE STAR
Market, with trading likely to start in late July.

m Since its listing, CRSC has traded at a significant discount to its A-share peers. We
think its A-share listing should help it gain market traction and improve its trading
liquidity, given its market leader position.

m Benefiting from accelerating rail and urban transit investment, CRSC s core railway
and urban transit business growth should continue beyond the 13" FYP. We upgrade
the stock from HOLD to ADD and raise our target price (TP), as we expect value to
emerge from its A-share listing.

A-share listing on the SSE STAR Market to gain market traction
CRSC has received approval from CSRC for its A-share offering. The Company will issue
1.8bn in new A-shares on the SSE STAR Market, which represents 17% of the total
share capital of CRSC after the issue. The A-share issuance will help the Company raise
>Rmb10.5bn for investment in 1) R&D of advanced intelligent technology related to rail
transportation, smart city, and chips for use in smart rail transportation; 2) the
development of an advanced intelligent manufacturing base in Changsha; 3) the
development of IT projects; and 4) the replenishment of working capital. Since its H-share
listing in 2015, the Company has traded at a significant discount to its A-share peers. We
think the A-share listing should help it gain market traction and improve trading liquidity,
given its market leader position.

Strong position in the smart rail transportation industry value chain
CRSC has a 60% share of China’s railway control system market. The railway business
(46% of revenue in 2018) should benefit from 1) an increase in new rail line additions,
and 2) further railway reforms. Although overall railway investment will remain only
stable, investment growth will shift to railway equipment for operations. In the urban
transit control system market, CRSC has a 40% share in terms of contract value of urban
transit control system projects it has won. With the central government promoting the
development of urban transit networks to support economic growth and facilitate the
development of a few city clusters, investment in urban transit network development
started to reaccelerate in 2018. CRSC is better positioned to enjoy accelerating
investment growth in both early- and late-cycle urban transit investment, so its urban
transit business (23% of total revenue growth in 2018) should have sustainable earnings
growth beyond the 13" FYP. Moreover, the Company will keep investing in advanced
intelligent technology in railway and urban transit control and communication systems,
which will help it expand into smart rail transportation and the smart city market for more
sustainable long-term growth.

Core railway business growth reacceleration from 2019 onwards
CRSC'’s new contract wins in 2018 show that its core railway business growth should pick
up from 2019 onwards. New contract wins for its railway business grew 44.8% YoY in
2018 and 22.5% YoY in Q1 2019. We maintain our earnings forecast for the Company in
2019-2020E. We expect its core railway business revenue to grow 18—20% p.a. in 2019-
2020E. We expect its urban transit business revenue growth to remain at 30% p.a. in
2019-2020E. Overall, we expect total revenue to grow 16.9% in 2019E and 18.5% YoY
in 2020E. With the improving revenue mix, we expect its gross profit margin to expand in
2019-2020E. We expect its net profit to grow 17.4% YoY in 2019E and 26.1% YoY in
2020E. With its A-share listing, we forecast that its EPS will grow 6.5% YoY in 2019E and
15.4% YoY in 2020E. We think its earnings growth is subject to upside risk, depending on
its product and business development with the proceeds of its A-share listing.

Attractive valuation

We upgrade CRSC from HOLD to ADD and raise our TP from HK$6.70 to HK$7.20. Our
TP reflects our 1) lowered EPS forecast due to earnings dilution from the new share
issuance, and 2) raised target PER multiple from potential improvement in trading
liquidity after the A-share issuance. Our TP is derived from a target PER multiple of 14x
vs. its historical trading average forward PER of 12.5x.

Financial Summary

Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Revenue (Rmbm) 29,402 34,434 39,844 46,565 55,187
Operating EBITDA (Rmbm) 4,133 4,666 4,977 6,062 7,315
Net Profit (Rmbm) 3,049 3,310 3,429 4,028 5,078
Normalised EPS (Rmb) 0.35 0.38 0.39 0.42 0.48
Normalised EPS Growth 9.7% 8.5% 3.6% 6.5% 15.4%
FD Normalised P/E (x) 15.72 14.48 13.97 13.12 11.37
DPS (Rmb) 0.10 0.15 0.20 0.17 0.19
Dividend Yield 1.83% 2.75% 3.67% 3.10% 3.52%
EV/EBITDA (X) 8.31 8.03 7.89 5.71 5.50
P/FCFE (x) 11.94 NA 35.18 34.76 30.06
Net Gearing (63.3%) (43.6%) (30.6%) (43.9%) (39.9%)
P/BV (x) 2.21 2.00 1.66 1.38 1.28
ROE 15.1% 14.5% 13.0% 11.4% 11.7%
% Change In Normalised EPS Estimates
Normalised EPS/consensus EPS (x) 0.88 0.87
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Figure 1: CRSC key revenue segment forecast

Rmb m 2015 2016 2017 2018 2019E 2020E
Railway 15,703 16,762 16,606 18,373 21,680 26,016
Urban transit 3,930 5,920 7,208 9,360 12,168 15,818
Construction contracting 3,440 5,770 9,635 11,517 12,093 12,697
Other business 362 234 201 60 63 66
Owerseas bhusiness 517 716 783 534 561 589
Total 23,952 29,402 34,434 39,844 46,565 55,187
% of total

Railway 66% 57% 48% 46% 47% 47%
Urban transit 16% 20% 21% 23% 26% 29%
Construction contracting 14% 20% 28% 29% 26% 23%
Other business 2% 1% 1% 0% 0% 0%
Owerseas bhusiness 2% 2% 2% 1% 1% 1%
Total 100% 100% 100%  100%  100% 100%
% YoY chg

Railway 15.1% 6.7% -0.9% 10.6% 18.0% 20.0%
Urban transit 103.7% 50.7% 21.7% 29.9% 30.0% 30.0%
Construction contracting na 67.7% 67.0% 19.5% 5.0% 5.0%
Other business -69.4% -35.4% -13.7% -70.3% 5.0% 5.0%
Owerseas bhusiness -10.3% 38.3% 9.4% -31.8% 5.0% 5.0%
Total 38.2% 228% 17.1% 15.7% 16.9% 18.5%
Figure 2: CRSC new contract wins

Rmb m 2014 2015 2016 2017 2018 1Q19
Railway 13,670 14,600 15,775 17,320 25,080 3,978

Urban transit 3,209 9,920 7,764 10,910 11,610 1,857

Owerseas 717 1,130 2,768 2,700 950 130

Construction contracting 12,816 12,170 23,173 29,800 29,850 1,515

Smart city 0 0 0 0 800 0
Total 30,413 37,820 49,480 60,730" 68,290 7,480

% of total

Railway 45% 39% 32% 29% 37% 53%
Urban transit 11% 26% 16% 18% 17% 25%
Owerseas 2% 3% 6% 4% 1% 2%
Construction contracting 42% 32% 47% 49% 44% 20%
Smart city 0% 0% 0% 1% 0%
Total 100% 100% 100% 100% 100% 100%
% YoY

Railway 6.8% 8.1% 9.8% 44.8% 22.5%
Urban transit 209.1% -21.7% 40.5% 6.4% 14.4%
Owerseas 57.6% 145.0% -2.5% -64.8% 282.4%
Construction contracting -5.0% 90.4% 28.6% 0.2% -1.4%
Smart city

Total 31.1% 24.4% 30.8% 22.7% 12.4% 16.1%
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Figure 3: Earnings estimates: CGIS new vs. old and consensus

2019E (Rmb m, Rmb) Sales EBIT EBITDA  Net profit EPS Adj EPS GAAP
CGIS old 46,565 5,481 6,058 4,028 0.46 0.46
CGIS new 46,565 5,481 6,062 4,028 0.42 0.42
Consensus 46,675 5,175 5,903 4,233 0.47 0.48
Diff%

CGIS new vs. consensus -0.2% 5.9% 2.7% -4.8% -10.2% -12.0%
CGIS new vs. old 0.0% 0.0% 0.1% 0.0% -7.9% -7.9%
2020E (Rmb m, Rmb) Sales EBIT EBITDA  Net profit EPS Adj EPS GAAP
CGIS old 55,187 6,709 7,297 4,942 0.56 0.56
CGIS new 55,187 6,709 7,315 5,078 0.48 0.48
Consensus 53,910 6,070 6,887 4,974 0.55 0.53
Diff%

CGIS new vs. consensus 2.4% 10.5% 6.2% 2.1% -12.6% -10.2%
CGIS new vs. old 0.0% 0.0% 0.3% 2.8% -14.7% -14.7%

Figure 4: CRSC’s key shareholder structure before and after A-share listing

Before After
Parent company 75.14% 62.37%
China Chengtong 0.72% 0.60%
China Reform 0.72% 0.60%
Sinomach 0.72% 0.60%
CICC Jiacheng 0.30% 0.25%
A-share shareholders 0.00% 17.00%
Other H-share holders 22.40% 18.59%

Figure 5: Planned usage of proceeds from A-share listing

Total
investment
(Rmb m) % of total
R&D of advanced and intelligent technology related to rail 4,600 44%
transportation, smart city and chips for uses in rail
transportation etc
Intelligent manufacturing base in Changsha 2,500 24%
IT 300 3%
Working capital 3,100 30%

Total 10,500 100%
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Figure 6: CRSC share price performance CYTD Figure 7: CRSC 12-mth forward PER band
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Figure 8: Peer comparison
Ticker Mkt cap Price PER EPS growth PEG P/Bk Dividend yield ROE
US$ m (Ic) 2018 2019E 2020E 2018 2019E 2020E 2019E 2018 2019E  2020E 2018 2019E 2020E 2018 2019E 2020E
H-share rail transportation control system companies
CRSC 3969 HK 6,971 6.19 14.0 13.1 11.4 3.6% 6.5% 15.4% 2.0 1.7 14 13 3.7% 3.1% 3.5% 13.0% 11.4% 11.7%
Bll Trans Tech 1522 HK 180 0.67 29.7 13.9 9.6 23.1% 114.0%  45.4% 0.1 0.6 0.6 0.6 1.5% 2.2% 3.1% 2.2% 4.5% 6.3%
A-share railway control system and smart transportation system companies
Henan Thinker Automatic Equipment 603508 CH 1,808 63.89 54.6 33.0 25.2 42.7% 65.4% 31.3% 0.5 3.8 4.1 37 0.6% 1.0% 1.2% 7.0% 12.4% 14.5%
China Transinfo Technology 002373 CH 3,755 17.38 322 25.4 20.4 63.6% 26.5% 24.6% 1.0 32 2.9 26 0.3% 0.6% 0.7% 10.0% 11.4% 12.6%
PCI-Suntek Technology 600728 CH 2,388 10.03  61.2 37.6 27.5 23.3% 62.8% 36.7% 0.6 4.5 4.1 3.6 0.6% 0.6% 0.4% 7.3% 11.0% 13.0%
SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBER, Note: based on closing prices on 3 July 2019
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Normalised P/E vs FD

3 20% 16 Normalised EPS Growth 36%
3 19% 15 31%
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Jan-14A Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-14A Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F
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Diluted Normalised EPS Growth (rhs)

Profit & Loss

(Rmbm) Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Total Net Revenues 29,402 34,434 39,844 46,565 55,187
Gross Profit 7,428 8,390 8,912 10,684 12,874
Operating EBITDA 4,133 4,666 4,977 6,062 7,315
Depreciation And Amortisation (510) (513) (519) (581) (607)
Operating EBIT 3,624 4,153 4,458 5,481 6,709
Financial Income/(Expense) 156 99 83 33 184
Pretax Income/(Loss) from Assoc. 36 34 57 59 61
Non-Operating Income/(Expense) 0 0 0 0 0
Profit Before Tax (pre-El) 3,816 4,286 4,599 5,574 6,954
Exceptional ltems

Pre-tax Profit 3,816 4,286 4,599 5,574 6,954
Taxation (625) (773) (803) 973) (1,214)
Exceptional Income - post-tax

Profit After Tax 3,191 3,513 3,796 4,601 5,740
Minority Interests (142) (203) (294) (357) (445)
Preferred Dividends (72) (216) (216)

FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Preference Dividends (Australia)

Net Profit 3,049 3,310 3,429 4,028 5,078
Normalised Net Profit 3,191 3,513 3,796 4,601 5,740
Fully Diluted Normalised Profit 3,049 3,310 3,429 4,028 5,078
Cash Flow

(Rmbm) Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
EBITDA 4,133 4,666 4,977 6,062 7,315
Cash Flow from Invt. & Assoc.

Change In Working Capital (1,497) (5,065) (5,652) (3,166) (3,728)

(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense

Other Operating Cashflow 804 149 2,912 0 0
Net Interest (Paid)/Received 156 99 83 33 184
Tax Paid (662) (735) (734) (973) (1,214)
Cashflow From Operations 2,935 (886) 1,586 1,956 2,557
Capex (926) (1,252) (759) (837) (1,037)
Disposals Of FAs/subsidiaries 20 62 0 0 0
Acq. Of Subsidiaries/investments (384) (490) 0 0 0
Other Investing Cashflow 1,713 (49) 117 0 0
Cash Flow From Investing 422 (1,729) (642) (837) (1,037)
Debt Raised/(repaid) 657 821 418 400 400
Proceeds From Issue Of Shares (188) 0 0 10,500 0
Shares Repurchased

Dividends Paid (943) (879) (1,318) (1,758) (1,788)
Preferred Dividends

Other Financing Cashflow (167) (82) 2,522 0 0
Cash Flow From Financing (641) (140) 1,622 9,142 (1,388)
Total Cash Generated 2,716 (2,755) 2,566 10,262 132
Free Cashflow To Equity 4,014 (1,794) 1,362 1,520 1,921

Free Cashflow To Firm 3,387 (2,563) 1,083 1,286 1,714
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BY THE NUMBERS... cont’'d

Balance Sheet
(Rmbm) Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Total Cash And Equivalents 15,521 12,879 11,552 21,814 21,946
Total Debtors 13,171 14,980 18,565 21,388 25,348
Inventories 3,243 3,330 4,087 4,740 5,590
Total Other Current Assets 9,658 17,938 31,171 36,083 42,169
Total Current Assets 41,593 49,127 65,374 84,025 95,053
Fixed Assets 3,755 4,335 4,616 4,938 5,427
Total Investments 632 1,003 1,006 1,065 1,127
Intangible Assets 738 635 682 666 656
Total Other Non-Current Assets 3,577 6,145 8,001 8,614 9,492
Total Non-current Assets 8,702 12,118 14,304 15,283 16,702
Short-term Debt 931 1,329 1,438 1,538 1,638
Current Portion of Long-Term Debt 0 0 0 0 0
Total Creditors 21,293 29,432 38,581 43,307 50,119
Other Current Liabilities 4,175 3,713 7,613 8,799 10,321
Total Current Liabilities 26,399 34,474 47,632 53,644 62,078
Total Long-term Debt 220 547 856 1,156 1,456
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 0 0 0 0 0
Total Non-current Liabilities 220 547 856 1,156 1,456
Total Provisions 985 999 919 923 929
Total Liabilities 27,605 36,020 49,406 55,723 64,462
Shareholders' Equity 21,657 24,019 28,908 41,864 45,127
Minority Interests 1,034 1,206 1,364 1,721 2,166
Total Equity 22,690 25,225 30,272 43,584 47,293
Key Ratios

Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Revenue Growth 22.8% 17.1% 15.7% 16.9% 18.5%
Operating EBITDA Growth 15.8% 12.9% 6.7% 21.8% 20.7%
Operating EBITDA Margin 14.1% 13.6% 12.5% 13.0% 13.3%
Net Cash Per Share (Rmb) 1.63 1.25 1.05 1.81 1.78
BVPS (Rmb) 2.46 2.73 3.29 3.95 4.26
Gross Interest Cover 120.7 80.1 32.1 33.0 34.8
Effective Tax Rate 16.4% 18.0% 17.5% 17.5% 17.5%
Net Dividend Payout Ratio 28.8% 39.8% 51.3% 44.4% 40.0%
Accounts Receivables Days 120.2 124.3 128.1 130.9 129.4
Inventory Days 49.40 46.06 43.76 44.90 44.68
Accounts Payables Days 221.5 279.4 355.5 388.2 374.9
ROIC (%) 42.0% 35.9% 23.5% 19.6% 20.7%
ROCE (%) 16.7% 16.4% 15.3% 14.2% 14.4%
Return On Average Assets 6.66% 6.17% 5.30% 5.11% 5.31%
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