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CRSC-A

Smart rail transportation industry leader, core
business growth on track

m We initiate coverage on CRSC-A with a HOLD rating and a target price (TP) of
Rmb9.60.

m CRSC-A had its total revenue grew 8.5% yoy and net profit grew 14.3% yoy in 1H19.
The earnings growth in 1H19 was helped only by the core railway business. We
expect its urban transit business growth to recover as well, which will further drive
earnings growth acceleration in 2H19.

m We are positive on CRSC-As earnings growth outlook in medium-to-long term,
considering its leading position in the smart rail transportation market. The Company
is the key beneficiary from accelerating rail transportation investment from both
central and local governments from 2019 onwards. CRSC-A currently traded on 24.5x
2019F PJ/E, representing a 123.4% premium to its H-shares. The valuation is
demanding compared to its H-shares, but we think its listing in SSE STAR Market will
make its share price more resilient.

1H19 delivered solid net profit growth of 14%

Total revenue in 1H19 grew 8.5% yoy, driven only by its core railway business (Fig 1). Its
gross profit margin expanded by 1.3ppt yoy to 23.3% in 1H19, because of an improved
revenue mix. The Company scaled down its lower-margin cash construction business,
while its higher-margin core railway business growth further accelerated in 1H19. Its
urban transit business also saw gross profit margin expansion due to the increasing
adoption of its own CBTC technology in its projects. SG&A costs rose more than revenue
growth in 1H19. Its net profit margin expanded by 0.7ppt yoy in 1H19. Net profit grew
14.3% yoy in 1H19 to Rmb2,268m, equivalent to 56% and 53% of our and consensus
full-year earnings estimates, respectively.

2H19 earnings growth expected to further accelerate

We expect its urban transit business growth to recover in 2H19, which will further drive its
earnings growth acceleration. CRSC remains confident that it can deliver double-digit
revenue and earnings growth in 2019. CRSC expects its railway business revenue
growth to continue in 2H19. Railway eqtuipment demand growth will be driven by
increases in new rail line additions in the 13™ FYP and the deepening of railway operation
reforms. CRSC reported that its railway business contract wins in 1H19 grew 30.1% yoy.
The central government has been promoting the development of urban transit networks
to support economic growth and facilitate the development a few city clusters; hence,
investment in the urban transit network development started to reaccelerate in 2018. We
trim our earnings forecast for the Company in 2019-2020 by only 2-4% to reflect
weakness of the non-railway business. Overall, we expect its 2019F/2020F net profit to
grow 15.0%/23.7%.

A-share listing to enhance R&D and bring new income streams

The Company listed its A-shares on the SSE STAR Market in July. Proceeds from its A-
share listing will be used in 1) the R&D of advanced intelligent rail transportation, 2) the
development of an advanced rail electrification system manufacturing base in Changsha,
3) the development of IT projects, and 4) the replenishment of working capital. These
investments should produce new income streams for CRSC for its long-term business
growth. With its strong position in the rail transportation control system market, the
Company can leverage its technology and expertise to expand its product offerings along
the smart rail transportation industry value chain. With more income coming from late-
cycle railway operations, CRSC’s earnings growth should become more sustainable.

Initiate with HOLD

We initiate coverage on CRSC-A with a HOLD rating and TP of Rmb9.60. Our TP is
based on a target PER multiple of 21.5%, which is the average 2020 P/E of domestic
peers. Our A-share TP represents a 55.3% premium to ourH-share TP. We think its A-
share valuation fully reflected its earnings growth potential in 2019-2020, but its listing in
SSE STAR Market will make its share price more resilient.

Financial Summary
Revenue (Rmbm)
Operating EBITDA (Rmbm)
Net Profit (Rmbm)
Normalised EPS (Rmb)
Normalised EPS Growth
FD Normalised P/E (Xx)
DPS (Rmb)

Dividend Yield 1.51%
EV/EBITDA (x) 16.51
P/FCFE (x) NA
Net Gearing (43.6%)
P/BV (X) 3.64
ROE 14.5%
% Change In Normalised EPS Estimates

Normalised EPS/consensus EPS (x)

Dec-17A

34,434
4,666
3,310
0.38
8.5%
26.42
0.15

Dec-18A
39,844
4,977
3,429
0.39
3.6%
25.50
0.20
2.01%
15.84
64.21

(30.6%)
3.03
13.0%

Dec-19F
44,933
5,948
3,944
0.41
4.3%
24.45
0.17
1.66%
13.13
58.38

(44.2%)
2.52
11.2%

Dec-20F
54,264
7,080
4,877
0.46
13.1%
21.61
0.18
1.85%
12.42
64.81

(39.8%)
2.34
11.2%

Dec-21F
61,110
8,090
5,578
0.53
14.4%
18.89
0.21
2.12%
10.83
33.61

(38.1%)
2.17
11.9%
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Figure 1: CRSC 1H19 results overview

Rmb m 1H19 1H18 % YoY
Revenue 20,512 18,907 8.5%
COGS -15,732 -14,749 6.7%
GP 4,780 4,158 15.0%
GPM 23.3% 22.0% 1.3%
SG&A -2,176 -1,806 20.5%
Other gains and losses 241 108 124.5%
OP 2,845 2,459 15.7%
OPM 13.9% 13.0% 0.9%
Financing cost 2 56 -97.1%
Profit contribution from associates 26 23 16.4%
PBT 2,873 2,537 13.2%
Tax -436 -422 3.4%
Effective tax rate -15.2% -16.6% 1.4%
PAT 2,437 2,116 15.2%
NPM 11.9% 11.2% 0.7%
Minority interest -170 -132 28.7%
Profit to common shareholder 2,268 1,984 14.3%
EPS (Rmb) 0.25 0.23 8.7%)
Rmb m 1H19 1H18 % YoY
Revenue

Railway 11,384 8,603 32.3%
Urban transit 3,803 4,367 -12.9%
Construction contracting 5,163 5,655 -8.7%
Other business 24 19 25.7%
Owerseas business 138 264 -47.9%
Total 20,512 18,907 8.5%
Gross profit

Railway 3,181 2,501

Urban transit 923 854

Construction contracting 633 741

Other business 13 12

Owerseas business 30 50

Total 4,780 4,158

GPM

Railway 27.9% 29.1%

Urban transit 24.3% 19.6%

Construction contracting 12.3% 13.1%

Other business 55.9% 62.2%

Owerseas business 21.7% 19.0%

Total 23.3% 22.0%

Figure 2: CRSC earnings estimates: CGIS vs. consensus

2019E (Rmb m, Rmb) Sales EBIT EBITDA Net profit EPS Adj EPS GAAP
CGIs 44,933 5,356 5,948 3,944 0.41 0.41
Consensus 45,734 5,128 5,895 4,196 0.43 0.44
Diff%

CGIS vs. consensus -1.8% 4.4% 0.9% -6.0% -4.5% -5.0%
2020E (Rmb m, Rmb) Sales EBIT EBITDA Net profit EPS Adj EPS GAAP
CGIs 54,264 6,432 7,080 4,877 0.46 0.46
Consensus 52,328 6,026 6,848 4,924 0.50 0.49
Diff%

CGIS vs. consensus 3.7% 6.7% 3.4% -1.0% -7.2% -6.0%
2021E (Rmb m, Rmb) Sales EBIT EBITDA Net profit EPS Adj EPS GAAP
CGIS 61,110 7,375 8,090 5,578 0.53 0.53
Consensus 58,324 6,702 7,605 5,452 0.55 0.55
Diff%

CGIS vs. consensus 4.8% 10.0% 6.4% 2.3% -4.6% -3.7%
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Figure 3: Key revenue segment forecast

Rmb m 2017 2018 2019F 2020F 2021F
Railway 16,606 18,373 22,047 28,662 32,961
Urban transit 7,208 9,360 10,296 12,355 14,208
Construction contracting 9,635 11,517 12,093 12,697 13,332
Other business 201 60 69 79 91
Overseas business 783 534 428 470 517
Total 34,434 39,844 44,933 54,264 61,110
% of total
Railway 48% 46% 49% 53% 54%
Urban transit 21% 23% 23% 23% 23%
Construction contracting 28% 29% 27% 23% 22%
Other business 1% 0% 0% 0% 0%
Owerseas business 2% 1% 1% 1% 1%
Total 100% 100% 100% 100% 100%
% YoY chg
Railway -0.9% 10.6% 20.0% 30.0% 15.0%
Urban transit 21.7% 29.9% 10.0% 20.0% 15.0%
Construction contracting 67.0% 19.5% 5.0% 5.0% 5.0%
Other business -13.7% -70.3% 15.0% 15.0% 15.0%
Ovwerseas business 9.4% -31.8% -20.0% 10.0% 10.0%
Total 17.1% 15.7% 12.8% 20.8% 12.6%
Figure 4: Peer comparison table
Mkt cap Price PER EPS Growth PEG P/Bk Yield ROE
Us$ m (l) 2018 2019F 2020F 2018  2019F  2020F 2019F 2018 2019F 2020F 2019F 2020F 2018 2019F 2020F
H-share railway equipment companies
CRSC 3969 HK 13,266 490 114 10.8 9.7 43% 131% 144% 08 14 09 09 3.7% 4.1% 11.2% 11.2% 11.9%
CRRC 1766 HK 29,012 557 129 107 9.0 46% 206% 191% 05 11 11 10 3.6% 43% 88% 9.9% 10.9%
CRRC Times Electric 3898 HK 4947 33.00 135 125 10.8 35% 81% 152% 15 18 16 14 1.6% 1.9% 13.2% 12.8% 13.2%
A-share railway equipment companies
CRSC-A 688009 CH 13,266 9.95 255 245 216 43% 13.1% 144% 19 30 25 23 1.7% 1.9% 11.2% 11.2% 11.9%
CRRC-A 601766 CH 29,014 7.59 19.3 16.0 13.4 4.6% 20.6% 19.1% 08 1.7 16 15 24% 28% 8.8% 9.9% 10.9%
Traffic Control Tech 688015 CH 1,029 4584 na 78.6 56.8 na na 384% na 13.8 64 58 0.3% 0.4% na 8.1% 10.1%
China High-speed 000008 CH 1,428 3.66 31.6 229 188 -62.7% 37.9% 21.9% 06 14 14 13 04% 04% 45% 59% 6.8%
Beijing Dinghan 300011 CH 503 6.42 -6.2 357 257 na -117% 389% -03 19 1.8 1.7 0.5% 0.5% -30.4% 5.0% 6.6%
Nanjing Kangni 603111 CH 753 540 -1.7 114 93 na -115% 23.3% -0.1 3.2 26 23 1.1% 1.3% -188% 23.0% 24.6%
Zhejiang Yonggui 300351 CH 534 9.92 -83 19.6 16.3 na -142% 20.8% -0.1 16 15 14 0.8% 0.8% -19.7% 7.6% 8.6%
Thinker Automatic Equipment 603508 CH 1,743 63.79 54.5 33.0 251 42.7% 654% 31.3% 05 38 41 36 1.0% 1.2% 7.0% 12.4% 14.5%
Chengdu Yunda Technology 300440 CH 474 7.54 32.8 na na -11.5% na na na 28 na na na na 8.6% na na
Beijing Century Real Tech 300150 CH 351 4.28 28.5 na na 66.7% na na na 13 na na na na 4.4% na na
Shanghai Huaming Intelligent 300462 CH 589 30.46 80.2 na na 15.2% na na na 67 na na na na 8.3% na na
PCI-Suntek Technology 600728 CH 2,392 10.41 635 38.7 289 233% 64.0% 338% 06 46 43 37 06% 04% 7.3% 11.2% 12.8%
Overseas railway equipment companies
Siemens SIE GR 87,210 9296 128 13.7 124 05% -6.6% 105% -21 1.7 16 15 41% 4.3% 13.0% 11.8% 12.4%
Bombardier BBD/ACN 3,299 1.80 13.4 -14.2 159 240% -194% -190% 0.1 -0.7 -0.7 -0.9 na na -5.0% 4.9% -5.6%
Alstom ALO FP 9,675 39.07 16.2 18.6 164 6.5% -12.9% 13.4% -1.4 21 26 24 15% 18% 12.7% 14.1% 14.4%
GE GE US 76,013 8.71 125 145 126 -33.4% -142% 148% -1.0 34 25 25 05% 05% 27.3% 17.0% 19.4%
Hollysys HOLI US 914 15.14 7.2 6.7 6.0 144% 87% 11.0% 08 09 09 08 14% 1.6% 13.1% 12.9% 12.8%
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Normalised P/E vs FD
3 10% 24 Normalised EPS Growth 36%
8 18% 24 30%
3 16% 23 24%
3 15%

23 18%
3 14%
3 13% 22 13%
3 ¥ 11% 22 7%
3 t 10% 21 4 I 19

Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F
@ Rolling P/BV () (Ins) ROE (rhs) @ ] 2-mth Fwd Rolling FD Normalised P/E (x) (lhs)

Diluted Normalised EPS Growth (rhs)

Profit & Loss

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Net Revenues 34,434 39,844 44,933 54,264 61,110
Gross Profit 8,390 8,912 10,338 12,780 14,537
Operating EBITDA 4,666 4,977 5,948 7,080 8,090
Depreciation And Amortisation (513) (519) (592) (648) (715)
Operating EBIT 4,153 4,458 5,356 6,432 7,375
Financial Income/(Expense) 99 83 19 158 130
Pretax Income/(Loss) from Assoc. 34 57 59 61 64
Non-Operating Income/(Expense) 0 0 0 0 0
Profit Before Tax (pre-El) 4,286 4,599 5,433 6,652 7,568
Exceptional ltems

Pre-tax Profit 4,286 4,599 5,433 6,652 7,568
Taxation (773) (803) (924) (1,131) (1,287)
Exceptional Income - post-tax

Profit After Tax 3,513 3,796 4,510 5,521 6,282
Minority Interests (203) (294) (350) (428) (487)
Preferred Dividends (72) (216) (216) (216)

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

Net Profit 3,310 3,429 3,944 4,877 5,578
Normalised Net Profit 3,513 3,796 4,510 5,521 6,282
Fully Diluted Normalised Profit 3,310 3,429 3,944 4,877 5,578
Cash Flow

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
EBITDA 4,666 4,977 5,948 7,080 8,090
Cash Flow from Invt. & Assoc.

Change In Working Capital (5,065) (5,652) (2,654) (3,345) (2,661)

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

Other Operating Cashflow 149 2,912 0 0 0
Net Interest (Paid)/Received 99 83 19 158 130
Tax Paid (735) (734) (924) (1,131) (1,287)
Cashflow From Operations (886) 1,586 2,388 2,763 4,272
Capex (1,252) (759) (1,137) (1,537) (1,537)
Disposals Of FAs/subsidiaries 62 0 0 0 0
Acq. Of Subsidiaries/investments (490) 0 0 0 0
Other Investing Cashflow (49) 117 0 0 0
Cash Flow From Investing (1,729) (642) (1,137) (1,537) (1,537)
Debt Raised/(repaid) 821 418 400 400 400
Proceeds From Issue Of Shares 0 0 10,500 0 0
Shares Repurchased

Dividends Paid (879) (1,318) (1,758) (1,751) (1,951)
Preferred Dividends

Other Financing Cashflow (82) 2,522 0 0 0
Cash Flow From Financing (140) 1,622 9,142 (1,351) (1,551)
Total Cash Generated (2,755) 2,566 10,394 (125) 1,184
Free Cashflow To Equity (1,794) 1,362 1,652 1,626 3,135

Free Cashflow To Firm (2,563) 1,083 1,418 1,419 2,955
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BY THE NUMBERS... cont’'d

Balance Sheet
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Cash And Equivalents 12,879 11,552 21,946 21,820 23,005
Total Debtors 14,980 18,565 20,638 24,627 27,734
Inventories 3,330 4,087 4,570 5,114 5,742
Total Other Current Assets 17,938 31,171 34,826 41,467 46,669
Total Current Assets 49,127 65,374 81,980 93,029 103,149
Fixed Assets 4,335 4,616 5,226 6,175 7,051
Total Investments 1,003 1,006 1,065 1,127 1,191
Intangible Assets 635 682 666 656 649
Total Other Non-Current Assets 6,145 8,001 8,439 9,393 10,082
Total Non-current Assets 12,118 14,304 15,396 17,351 18,973
Short-term Debt 1,329 1,438 1,538 1,638 1,738
Current Portion of Long-Term Debt 0 0 0 0 0
Total Creditors 29,432 38,581 41,719 49,098 55,177
Other Current Liabilities 3,713 7,613 8,511 10,158 11,367
Total Current Liabilities 34,474 47,632 51,768 60,894 68,282
Total Long-term Debt 547 856 1,156 1,456 1,756
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 0 0 0 0 0
Total Non-current Liabilities 547 856 1,156 1,456 1,756
Total Provisions 999 919 922 928 933
Total Liabilities 36,020 49,406 53,846 63,278 70,970
Shareholders' Equity 24,019 28,908 41,817 44,959 48,523
Minority Interests 1,206 1,364 1,714 2,142 2,629
Total Equity 25,225 30,272 43,531 47,101 51,152
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue Growth 17.1% 15.7% 12.8% 20.8% 12.6%
Operating EBITDA Growth 12.9% 6.7% 19.5% 19.0% 14.3%
Operating EBITDA Margin 13.6% 12.5% 13.2% 13.0% 13.2%
Net Cash Per Share (Rmb) 1.25 1.05 1.82 1.77 1.84
BVPS (Rmb) 2.73 3.29 3.95 4.25 4.58
Gross Interest Cover 80.13 32.07 32.21 33.34 33.58
Effective Tax Rate 18.0% 17.5% 17.0% 17.0% 17.0%
Net Dividend Payout Ratio 39.8% 51.3% 44.4% 40.0% 40.0%
Accounts Receivables Days 124.3 128.1 133.1 127.3 130.3
Inventory Days 46.06 43.76 45.67 42.72 42.54
Accounts Payables Days 279.4 355.5 395.0 372.0 378.1
ROIC (%) 35.9% 23.5% 19.2% 20.0% 19.6%
ROCE (%) 16.4% 15.3% 13.8% 13.9% 14.5%
Return On Average Assets 6.17% 5.30% 5.08% 5.20% 5.32%
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any jurisdiction
where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China Galaxy International Securities
(Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International Financial
Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly or implied) is made as
to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past performance should
not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. The
recipient of this report should understand and comprehend the investment objectives and its related risks, and where necessary consult their own independent
financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this report, such
views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings Limited, its subsidiaries and
associate companies (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy International and/or
the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report and its attachment/s and/or
any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy International
Financial Holdings Limited. China Galaxy International may have financial interests in relation to the subjected company(ies)’ securities in respect of which are
reviewed in this report, and such interests aggregate to an amount may equal to or less than 1% of the subjected company(ies)’ market capitalization unless specified
otherwise.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) mentioned in this
report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transactions with the
securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a position or holding, or other
material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

Galaxy International Securities may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of,
any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or investment services in relation
to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this report.

Furthermore, Galaxy International Securities may have received compensation for investment banking services from the company(ies) mentioned in this report within
the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

China Galaxy International has procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the
production of research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment banking
function of Galaxy International Securities and procedures are in place to ensure that confidential information held by either the research or investment banking
function is handled appropriately.

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer 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 the 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 securities 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 securities covered in this research report three 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.

We are transferring the rating mechanism from “BUY, SELL, HOLD” to “ADD, REDUCE, HOLD”. Please refer to the definitions below.

Explanation on Equity Ratings (Existing mechanism (will be replaced by new mechanism by 01/09/19))

BUY :  share price will increase by >20% within 12 months in absolute terms

SELL 1 share price will decrease by >20% within 12 months in absolute terms

HOLD : noclear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Explanation on Equity Ratings (New mechanism)

ADD : The stock’s total return is expected to exceed 10% over the next 12 months.

REDUCE : The stock’s total return is expected to fall below 0% or more over the next 12 months.

HOLD 1 The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
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