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We think the adjustment of China energy structure will be a long and lengthy
process in which coal would still play an important role. On the other hand,
China's large-scale railway construction makes the China Railway Administration  Valuation Method
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make Dagqin's passenger business also face new development opportunities..

Investment Action
In the valuation, our target price is RMB 11.3 Yuan, equivalent to 11.6/10.2xP/E of
2014/2015F EPS. Considering the extremely appealing dividend payout rate, buy

rating is given for the first time.
Key Financial Summary

FYE 12/12 12/13 12/14F 12/15F
Revenue (RMB mn) 45,962 51,343 54,832 59,203
Net Profit, adj. (RMB mn) 11,503 12,692 14,472 16,500
EPS, adj. (RMB) 0.77 0.85 0.97 1.11
P/E (X),ad;. 12.3 11.1 9.7 8.5

BVPS (RMB) 4.72 5.18 5.69 6.24
P/B (X) 12.3 11.1 9.7 8.5

DPS (RMB) 0.39 0.43 0.50 0.57
Div. Yield (%) 4.1% 4.5% 5.3% 6.0%

Source: Bloomberg, PSR est.
*All multiples & yields based on current market price

Page | 1



Daqin
8 December 2014

Company Profile

Controlled by Taiyuan Railway Administration, Dagin Railway ( Daqgin ) is a
regional, diversified railway transport enterprise and bases its business on the
transportation of coal, coke, iron and steel, ores and passenger. The Company was
founded in 2004, and in the earlier stage, it was mainly engaged in Datong-
Qinhuangdao line with an overall length of 658 Km. It purchased assets such as
Feng-sha-da, Bei-tong-pu Railway and so forth in 2005, and was listed on IPO of
domestic A-shares in the stock market in July, 2006, releasing 3,030 million shares
and raising RMB 15,000 million. In 2010, the Company publicly additionally
released 1,890 million A-shares and raised RMB 16,500 million to purchase the
assets belonged to its big shareholder Taiyuan Railway Administration.

At present, the Company operates 9 trunk lines, namely Datong-Qinhuangdao, Bei-
tong-pu, Nan-tong-pu, Hou-yue, Shi-tai, Feng-sha-da, Tai-jiao, Jiang-yuan and Hou-
xi, and 9 branch lines like Kouquan. The transportation network passes through
Sanjin from the north to the south and stretching across Shanxi Province, Hebei
Province, Beijing City and Tianjin City, with an operating mileage of 2,725 Km.

A Great Artery of Coal Transport

It is engaged in the passenger and cargo transport of Shanxi Province and part of
the cargo freight of Hebei, Beijing, Tianjin, Inner Mongolia and Shaanxi, which is
the largest coal transport enterprise, overload coal transportation and a critical
channel of “transporting coal from the west to the east” strategy. Cargo freight
volume covers one sixth of the freight and one third of the coal transported via
railway across China. Its customers are mainly coal companies in central and
western China, the major four power grids, five power generation groups, ten iron
and steel companies and tens of thousands of industrial and mining enterprises.
"Transporting coal from the west to the east " is mainly carried out via the three
large railway transport of the North, the Middle and the South, of which, the North
part mainly consists of Railways such as Datong-Qinhuangdao, Shen-Huang, Feng-
Sha-Da, taking up 55 percent of the whole capacity of "coal transported from the
west to the east" of China. Among them, Datong-Qinhuangdao and Feng-Sha-Da
take up 43.8 percent of the whole capacity of "coal transported from the west to
the east", and Datong-Qinhuangdao line takes up 16 percent of the state's total
coal railway capacity. The Company's coal turnover reached 590 million tons in
2013. Its cargo shipment reached 284 million tons from January to June in 2014.

In the aspect of passenger transport business, the Company operates 62.5 pairs of
passenger trains which are trains run from Taiyuan to 17 cities such as Beijing,
Tianjin, Shanghai, Guangzhou, etc. and trains run from Datong to 8 cities such as
Beijing, Tianjin, Hangzhou, Xi'an, Shenzhen, etc., with 2,187 passenger transport
kilometers, including 15 lines, and 92 railway stations for selling ticket. Other
business mainly includes providing locomotive traction, passenger traffic line and
maintenance service for other railway transportation enterprises.

Fig 1 Cargo traffics breakdown
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The Company has a world-class haulage equipment and technology system, and

Datong-Qinhuangdao Railway is titled of " the first heavy haulage railway in China ",

which is equipped with a series of modern leading railway equipment system such
as electric locomotives with HXD-type high-power meters, CRH5-type bullet trains,
C80-type dedicated trains for coal transport and so forth.

Operation analysis: taking a leading position over the peers

The Company’s revenue mainly comes from freight transport, passenger transport
and other revenues, among which freight transport takes about 80% of the total
income, passenger transport and other business respectively take about 10%. Main

business cost of the Company includes such six aspects as employee compensation,

depreciation, electricity and fuel, charges of freight car use, service charges of
freight and passenger transportation, and materials, which accounts for more than
80% of the total cost.

Fig 2 Sales breakdown
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As the shortest railway connecting Datong and Qinhuangdao, with higher
transportation efficiency and special freight rate, DaQin takes a leading position
over the peers in several operating indicators and profitability. As shown in the

figure below, ROE and net profit margin of DaQin are all much higher than its peers.

Besides, the free cash flow margin and dividend payout ratio (50%) of DaQin are
also significantly higher than its peers.
Fig 3 ROE Comparison
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2014Q3 saw increased gross margin

The third quarter result of 2014 released by DaQin showed that, it totally achieved
revenue of 14.2 billion Yuan in the third quarter, up by 6.2% year on year, and the
net profit belonging to the parent company was 3.98 billion Yuan, a great increase
of 26.4% vyear on year, corresponding EPS of 0.27 Yuan. It recorded an
accumulative income of 40.58 billion Yuan in the first three quarters, up by 7%
year on year, and the net profit belonging to the parent company was 11.16 billon
Yuan, up by 16% year on year, and the earnings per share were 0.75 Yuan, a year-
on-year increase of 15.4%.

In the third quarter, benefiting from the yoy reduction of costs, the Company's yoy
gross margin sharply grew by 4.37 percentage points and the qoq increased by 1.8
percentage points to 40.3%. The growth of revenue primarily came from the
increase of freight rate, while the savings of a series of costs and outlays of
company made the growth of profits exceed that of incomings. The cash flow
generated by operating activities in the first three quarters significantly increased
by 26% yoy to 15.3 billion Yuan. We believe that holding abundant cash provides a
guarantee for maintaining stable high dividend payout rates in the next few years.

Go ahead on the road of Railway reform; open up a new pattern of development
We believe that the adjustment of domestic energy structure will be a long and
lengthy process in which coal would still play an important role. On the other hand,
China's massive railway expansion construction makes the railway always have a
financial gap and financing demand. Also, a ceiling occurs in the existing financing
channels of railway bond and medium term note. Under the background of the
continuous promotion of freight price rise and railway operating mechanism
reform in the future, as a high-quality asset of China Railway; the Company has
sufficient future development room.

For the Company's passenger business, the high-speed railway network extension
and the coming launch of Beijing-Tianjin-Hebei integration planning make the
Company's passenger service face new development opportunities.

Valuation and Rating

In the valuation, our target price is RMB 11.3 Yuan, equivalent to 11.6/10.2xP/E of
2014/2015F EPS. Considering the extremely appealing dividend payout rate, buy
rating is given for the first time.

Fig 5. Peer’s comparison
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FYEDEC FY11 FY12 FY13 FY14F FY15F
Valuation Ratios

P/E (X), adj. 12.0 12.3 11.1 9.7 8.5

P/B (X) 12.0 12.3 111 9.7 8.5

Dividend Yield (%) 4.1% 4.1% 4.5% 5.3% 6.0%
Dividend payout ratio (%) 49.6% 50.4% 50.4% 51.4% 51.4%

Per share data (RMB)

EPS, reported 0.79 0.77 0.85 0.97 111
EPS, adj. 0.79 0.77 0.85 0.97 111
DPS 0.39 0.39 0.43 0.50 0.57
BVPS 4.23 4.72 5.18 5.69 6.24

Growth & Margins (%)

Growth

Revenue 30.9% 2.1% 11.7% 6.8% 8.0%
EBIT 8.5% -4.9% 7.5% 13.3% 13.6%
Net Income, ad|. 26.8% -1.7% 10.3% 14.0% 14.0%
Margins

Gross margin 41.3% 38.4% 37.1% 39.2% 40.8%
EBIT margin 36.4% 33.9% 32.6% 34.6% 36.4%
Net Profit Margin 26.0% 25.0% 24.7% 26.4% 27.9%

Income Statement (RMB mn)

Revenue 45,007 45,962 51,343 54,832 59,203
Gross profit 18,587 17,642 19,036 21,483 24,155
Operating profit 15,369 14,784 16,194 18,670 21,273
EBIT 16,365 15,563 16,735 18,967 21,540
Profit before tax 15,247 14,701 16,071 18,558 21,158
Tax 3,548 3,198 3,376 4,083 4,655
Profit for the period 11,699 11,503 12,695 14,475 16,503
Minority interests 0 0 3 3 3
Total capital share 14,867 14,867 14,867 14,867 14,867
Net profit 11,699 11,503 12,692 14,472 16,500
Source: PSR
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within + 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient's own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2014 Phillip Securities (Hong Kong) Limited
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