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Investment Summary

China Railway Signal & Communication CorporatiorR&C) is a leader in the global

rail transportation control system market. Duriny2B12-17, its revenue reportedBUY (Initiation)

CAGR of 26.7%. We forecast revenue growth of 15.88/46% and earnings per share>\1p HKD5.53

of RMBO0.42/0.57 in 2018E/19E, giving target pric@ngs ratio 11x, and initiate the(C|OSmg price at 29 Nov 2018)
target price of HK$7.1QClosing price at 29 Nov 2018) TARGET HKD7.10 (+28.4%)

Company Business
COMPANY DATA

CRSC, focusing on product design and R&D, has threenain business,namely ©/s SHARES (MN) : 9,245
design and integration, equipment manufacturing system implementation of rail MARKET CAP (HKDMN) : 10,887
transportation control systems. It is the only tednsportation control system solution52 - WK HILO (HKD): 6.84 / 4.65

provider in the world, which is capable of indepently providing the entire suite of
products and services with competitive advantagessa the whole industry value chaing,xne HoLDING PATTERN » %

It also provides municipal engineering and relatedstruction services and engages i#rsc Group 75.14
commodities trading. Since its establishment, CRSfoup, a large-scale centralssr 2.04
enterprise directly supervised by SASAC, has besmajar shareholder of the company,crsc Hk 1.40
with a share-holding ratio of over 75%. Shanghai Zhenhua 1.40
China Shipping HK Holdings 1.40

Railway business maintains relatively rapid growth From 2012 to 2017, the revenue 22 81.38

from railway industry grew at a CAGR of 13.7%. 181Z, railway business revenuepr|ce PERFORMANCE » %

reached RMB16.6bn, accounting for about 48% initeplSince 2015, the growth of M 3M 1y
railway business has slowed down due to the slhggidwvay investment after the high- CRsC 8.43 036 -2.96
speed rail accident in 2011. Since industry engyiers is high, the company's market'! 7.58 515 1071
share is ranked at the firs among fierce compatiti/e predict that in future the .. ryvs ns

company's railway revenue will maintain a relatwehpid growth, mainly benefiting =
from the growth of railway investment and the reakeof high-speed rail control system. -
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The market potential of urban transit is significart. It is reported that by the end of |
Jun 2017, there have been 133 rail transit linemneg and put into operation in 317
Chinese cities, with a total operating mileage esal 4400 km and a mileage scale ir
construction of 5770 km. It is estimated that b@0China’s urban transit investmen:
will reach RMB690bn. During FY2012-17, the revenwem urban transit business e e
recorded a CAGR of 33.5%. The amount of externalreats signed from Jan to Sep>°!"c® Aastocks, Phillp Securities
was RMB79 bn, up 40.0% yoy. This quickly developsggment will continue to serve ey FINANCIALS

as an important momentum. RMB mn FY16 FY17 FY18E FYI9E

) ] . ) ) . . . NetSales 29,402.: 34,433.; 39,785. 47,128.¢
Construction contracting business.The company is engaged in municipal engineering,, . . 3101f 35131 3911: 52981

contracting business, involving housing constructimunicipal utilities, mechanical and PS RMB j _
T . . . ; : : .EPS, 0.35 03¢ 04z 057
electrical installation, building decoration andhaxt projects. This part of the business i , i _
. R . . . . ER, x 14.05 129z 11.61 8.57

not the main business of the company, but is cameuo strengthening the cooperationy, ¢
between the company and the local government tonque® business diversification. rvs 24€ 278 318 372
Since 2015, the revenue of general contractingnlegsi has increased significantly, ana/sv, x 20C 1.8C 156 131
the annual compound growth rate of general contrquaicome in 2015-17 is about 67%RoE, % 142: 13.9: 134z 15.3¢

. . i i Source: Company, Phillip Securities Est.
Financial performance. The growth rate of topline has slowed down. givefl2-17

revenue CAGR is 26.7%, while revenue yoy gorwth2@17/18H1 just report to be Eurus Zhou (2277 6515)
17.11%/14.13%. Gross profit margin has declineceent years and will rise with the euruszhou@phillip.com.hk
improvement of business structure in the futuree Bueffective cost control measures,

SG&A expenses decrease year by year. Since iisglighe dividend pay-out ratio has

gradually increased and is expected to remain ard0f% looking forward.
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A leader in global rail transportation control system market

Rail transportation mainly includes railway, urban transit and modeam. The

rail transportation control system enables autamaintrol of both intervals and
speed of trains operating at a high speed and enstansportation safety while
improving efficiency. The rail transportation casitrsystem consists of signal
system, which comprises ground and on-board sgysiem, and communication
system. The essential part of the signal systetmaiis control system. CRSC has
ranked the first in the global rail transportat@mmtrol system market since 2009.

“Three-in-one” business model. CSRC is the only rail transportation control
system solution provider in the world that is cdpatf independently providing
the entire suite of products and services with aatitipe advantages across the
whole industry chain. It provides three main se¥gic(1) Design and integration,
provides engineering design and system integraowices for rail transportation
control system projects, and offers integrated tewls designed to achieve
functionality and performance of control system} Ejuipment manufacturing:
manufactures and sells signal system products, comnwation information system
products and other products; and (3) System impigtien: provides
construction, installation, testing and maintenaseevices for rail transportation
control system projects. Besides, it also providesnicipal engineering and
related construction services and engages in coftie®ttading.

Milestones. The company was formerly established by the Mipist Railways
as an electrical design firm. In 1981, the Ministiy Railways approved the
establishment of CRSC Group, the controlling shaiddr of the company. In
2010, the main body of the listed company was éstedal and in 2015 listed on
HKSE main board. CRSC Group has been the majoekbhter, with the current
share-holding ratio reaching 75.14%. The Grouplarge-scale central enterprise
directly supervised by SASAC. It has a completeustdal chain which involves
the integration , R&D and design, equipment martufarg, and construction of
railway and urban transit communication signal esystThe company is growing
with China’s railway industry. We roughly summarize development as three
main stages(l) 1953-2007 Normal-speed Railway Stag&ubordinated to the
Ministry of Railways, the company is responsible thee design and construction
of communication control systems for many railwdlgsoughout China. From
1990 to 2007, CRSC's technology was further upgradth five major speedups
of Chinese railway(2) 2007-2013 High-speed Railway Stag&he company
undertook the design and integration of railwayalgand communication system
of Beijing-Tianjin High-speed Railway, China’s fitsigh-speed railway (350 km
per hour). The high-speed railway business develogpidly. (3) Business
Diversification After 2013. The company explores urban rail, municipal
engineering and other businesses to enhance bsiglivessification.
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Railway control system business

This business has slowed down in recent year$n railway market, most

customers are affiliated entities of China Railv@yrporation. From 2012 to 2017,
the segment revenue grew at CAGR of 13.7%, mairdynfthe high-speed

railway business. In 2017, the revenue from thdwegi business reached
RMB16.6bn, accounting for about 48% of topline. c8ir2015, the growth of

railway business has slowed down. This is becalgethe start-up of several
high-speed rail projects were delayed after thdsjgeed rail accident in 2011,
which reduced the number of new projects startedingu2011 to 2013 and

dragged down railway investment. Therefore, theeagk of newly opened

railway has declined during 2015 to 2017 (givendbastruction period of high-

speed rail projects last generally 4 to 6 year§)SC's revenue recognition is
concentrated around 1.5 years earlier before tlemiog of new railway, so less
launch in 2012-13 led to revenue slowdown in 2016-1

Figure: Railway revenue (RMB mn), weight and growth Figure: Railway infrastructure investment (RMB bn)
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Source: Company, Phillip Securities Source: WirldlliB Securities

High entry barriers, mild competition, and largest market share. Due to the
technical barriers and specific policies in railweymmunication industry, the
industry has a strict access standards and a higishiold for administrative
licensing, which leads to a obvious concentratibhere is not many market
players in railway wireless communication industand the overall market
competition is relatively mild. The market scaleaiscordingly developing with
the growth of China’s railway construction investieAccording to Sullivan's
report, by the end of 2014, in terms of the accated mileage of the completed
high-speed railway control system project, CRSGesgalip 65.2% market share,
ranking the first.
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National railway investment is to grow relatively rapidly. In recent years, the
operating mileage of China’s high-speed railway besn increasing. In 2011,
Chinese railways reached 93.2 thousand km, 7% afhwik high-speed railways
(6.6 thousand km). By the end of 2017, the opegatinileage of railways had
reached 127 thousand km, 20% of which is high-spaidstlays (25 thousand km).
According to a government plan{(i =18 44 #i#(2016-2030) ), by 2020
China will build up 30 thousand km of new railwages, thus the total railway
mileage and high-speed railway mileage will rea&® thousand km and 30
thousand km. So we estimate that during 2016 t®Zd2— 11) the mileage of
newly built railways will maintain a CAGR of at I&a5.7%, and 6.3% for newly
built high-speed railways. We see that infrastrietinvestment growth has
slowed down since 2017, and bottomed in Sep 20&8ndr 3.3%, while that
rebounded to 3.7% in Oct. In addition, market newmsfirmed in this August that
the investment in railway fixed assets will be gased from RMB732bn to over
RMB800bn in 2018E. Therefore, it is expected thhin@'s railway construction
will at least maintain a relatively rapid growthriext few years.

Figure: Chinese Railway Mileage (10 thousand kna) ¥aY Growth
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Coming upgradation of railway communication facilites. China Railway
Corporation is expected to upgrade and replaceslegs train dispatching” system
for about 80 thousand km normal-speed railway. diditeon, the high-speed
railway control & communication system is to beewed. It has been ten years
since the first high-speed railway Beijing-Tianjine was put into operation in
2008. Due to around 10-year life limit, the contsgktem of high-speed railway
has entered the replacement cycle. Based on 20spigd railways under
construction and operation, assuming that the seriife is 10 years and the
replacement project cycle is 2 years, the renewalestimated to involve
242/1236/1631 km of railways in 2019E/20E/21EhH tost of renewal per km is
RMB2mn, the market scale will reach RMB4.8/24.73bi7 in 2019E/20E/21E.
And the company’s revenue will be enlarged by RMBRR®5/653mn, if 40%
market share is grasped.

Railway revenue will maintain a relatively rapid growth in next few years.(1)
We see that railway infrastructure investment regdrto over RMB700bn level
during 2015-17. Thus more railway construction Wi#l finished in 2019E-20E,
considering that the construction period is aboyedrs. Besides, we also noticed
that in the first nine months of 2018, the totaloaimt of external contracts signed
for Railways amounts to RMB17.1bn, up by 66.3% wekich further proves our
viewpoint that the company is expected to recogmpee revenue in 2019E-20E.
(2) In terms of high-speed rail renewal businesspming that the service life of
control system is 10 years, there will be more tA@00 km per year during
2020E-24E of which the control systems are needéxe: treplaced. Assuming that
the cost of renewal equipment per km is RMB2-3nfie &nnual market size
should reach more than RMB2-3bn. (3) Since 18Qd gttowth of infrastructure
investment has been accelerating. It is expectdréiiway investment will grow
relatively rapidly looking forward, which will befie CRSC’s medium and long-
term development.

Urban Rail Transit Business

Huge potential of urban rail transit market. According to Qianzhan's report, by
the end of Jun 2017, there have been 133 railitrhnes opened and put into
operation in 31 Chinese cities, with a total opatamileage scale of 4400 km and
a mileage scale under construction of 5770 km. Wibansit investment capital
grew from RMB216.5bn in 2013 to RMB384.7bn in 2006th a CAGR of over
21%. Assuming 21% CAGR looking forward, it is estbed that by 2020, China’s
urban rail transit investment will reach RMB690bn.

Good industry prospects lead to fierce competitionAt present, the competition
is fierce given there are many manufacturers in wheless communication

industry of urban transit. The market concentratisnlower than that of the

railway market. (1) Due to the clear developmentspects of the wireless
communication market of urban rail transit in terafsgovernment policies and
planning, the sustained investment attracts momgpetent manufacturers to
approach the industry and intensifies the compaetit{(2) Competition reveals
regionalized. Market players in Beijing, Shangh@iangzhou, Shenzhen and
other first-tier cities have formed relatively sigp competitiveness. While rail

transit projects in lower tier cities usually irevitenders from local experienced
manufacturers. In recent years, the scale of railsit construction, mainly in

second-tier cities, is experiencing explosive glow3) Relatively high entry

barriers give current leading firms time to expandrket share. Due to high
requirement for product safety and the long quadifon certification cycle, the

market concentration is further improved, and projesources are more often
gathered by strengthened companies with outstanidioignology, rich project

experience and strong overall contracting strength.
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CRSC is the largest supplier of urban transit contol system.In this market,
most of CRSC’s customers are metro operators digatioy the local government.
The company is the largest supplier of solutionsuftban transit control systems
in China, accounting for 40.1% market share, basethe total contract awarded
between 2011 and 2014. As of end of 2014, CRSCre il transit control
system products and services cover 39.9% of urbérransit lines in terms of
operating and completed mileages in China. Sinefitht fully localized urban
transit control system (i i PR fLiE AT W = 95415 5% R4t LFE) contracted by
the company in 2004 was put into use, CRSC hasntanisly innovated the
technology of urban transit control system. Givieadcelerates the industrializa-
tion of the technological research achievementslititing the application of the
proprietary CBTC system and the commercial use h&f &chievements of
C2+ATO train control system for intercity railway.

Urban transit business growing rapidly. During FY2012-17, the revenue from
urban transit business remained CAGR above 33.5920L7, the company’s
revenue reached RMB7.2bn, up 21.74% yoy, accouffting1% in total revenue.

Overall, urban transit segment has shown a esdatatenentum. In 2017, there
was more than 860 km of new lines, up 60% yoy. @hsount of external

contracts signed from Jan to Sep was RMB79 bnyu$00% yoy. We anticipate
that the urban transit business will benefit frdra tapid expansion of the overall
market size and keep an important driver for CRSC.

Figure: Urban Transit Segment Revenue, Weight anaveh
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Construction Contracting Business

Municipal project contracting businessinvolves various types of engineering
services, including project design and constructiervices in relation to building
construction, municipal public utilities, mechariand electrical installation,
building decoration, fire fighting facilities, aibpt runways, smart buildings,
environmental protection and pipeline constructidfthough this part is not the
main business of CRSC, it is conducive to strengtite the collaborative
relationship between CRSC and municipal governmexasvely participating in
the construction of municipal projects such as snaties led by local
governments and road network projects related itdreasit, will promote more
business cooperation between companies and munggparnments.

Increasing segment revenue resulting from businesdiversification. CRSC
adheres to the development strategy of "one cosmeéss with diversification into
related businesses"”, vigorously expanding new lssgs such as smart city,
sponge city, urban comprehensive corridor, etc. Ségment revenue increased
from RMB3.45bn in 2015 to RMB9.63bn in 2017, witiCAGR of about 67%. In
18H1, this segment reported revenue of RMB5.65prhyi45% yoy. During the
first nine months, the total amount of externaltcacts signed by the company in
construction contracting and other business was E3&3bn, down by 29.9%
yoy. Considering that this part is not the mainihess, its percentage in revenue
is expected to decline, after the main businesseslerated.

Figure: Segment Revenue, Weight and Growth
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Financial Highlights
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Revenue growth slightly slowed downFrom 2012 to 2017, CRSC revenue

maintained a CAGR of 26.7%. In 2017/18H1,

its topli reached

RMB34.4/18.8bn, up 17.11%/14.13% yoy. Attributablprofit reached

RMB3.51/22bn, up by 10%/12.1% yoy.

Gross profit margin has declined in recent years as in the future will rise

with the improvement of business structure.At present, the proportion of
design integration, manufacturing, system implem@gm and construction
contracting in topline is 22%/14.8%/33%/30% respett, and 5-y average GPM
is 36%/36.3%/11%/13.3%. It is expected that in ZD20E, with the accelerated
growth of railway and urban transit businesses,iticeme contribution of first

three business will increase and overall GPM valifoproved.

Effective cost control Though sluggish revenue growth leads to narrowgimgs
profit margin, operating profit margin rose recgntlue to the effective cost
control measures. Given percentage of selling/agimative expenses in topline
decreased from 2.65%/12.46% in 2012 to the curkevel of 1.14%/7.71%.
Excluding the impact of the semi-annual report,expect that the cost rate of the
two items will remain around 1.3%/8% in 2018E/19E.

Rising dividend pay-out ratio. Since the company was listed in 2015, the
dividend pay-out rate has increased from 6.25%9%&% in 2017. Management
emphasizes current dividend policy will keep intacttthe future if operation
results are considerable. We predict that the éutlividend rate will remain at

40%.

Figure: Revenue and Growth from FY2012 to 18H1
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Figure: Selling and Administrative Fees

Figure: EBPBidend and Dividend Pay-out Ratio
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Valuation and Risks
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We initiate target price of HK$7.10 We forecast revenue growth of 15.54%/
18.46% and EPS of RMB0.42/0.57 in 2018E/19E. Giantarget price-earnings
ratio of 11 times, we get the target price of HK®7for 2019E Risks include:
Growth of railway investment fail expectations; fieee competition in urban rail
market leads to bidding failure; Profitability ldvail expectations.

Figure: Peers Valuation

ricker Mrk Cap Revenue Net Profit PE PB Beta ROE

/bn /bn /bn ™ 18E 19E (MRQ) (100 weeks) (%)
3969.HK 49.3 38.8 3.7 11.88  11.45 9.66 1.68 0.35 14.49
Max 1,590.9 835.3 128.7 84.67  61.3237.86 2.3 1.08 34.77
Medium 67.2 58.2 3.4 1492 1592 1544  1.32 0.29 115
Average  266.3 187.9 17.3 2357 22971865  1.39 0.37 11.73
0941.HK  1,590.9 835.3 128.7 11.44  12.0512.12 1.3 0.27 11.63
0728.HK 339.1 412.4 21.0 1561  15.06 14.6 0.85 0.28 5.81
0762.HK 274.2 310.7 2.1 36.81 2927 17.75  0.75 0.34 0.69
0788.HK 204.2 775 2.2 84.67  61.32 36.92  1.34 0.14 1.54
6823.HK 85.1 31.3 48 17.64  16.78 16.28 2.3 0 13.05
0552.HK 48.0 106.9 3.1 1424  14.43 12.94 1.3 0.68 9.89
0008.HK 34.1 34.9 2.1 26.72 18.99 17.84  1.94 0.3 14.05
6088.HK 23.6 25.1 1.3 1362  12.46 1057  1.54 1.08 11.36
0215.HK 14.1 6.4 45 3.04  37.86 37.86  0.89 0.21 34.77

Source: Wind (as at Nov 28th), Phillip Securities
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Figure:PE Band
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Figure:PB Band
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Financials
2015 2016 2017 2018E 2019E
Valuation Ratios
P/E 15.35 14.03 12.92 11.61 8.57
P/B 2.29 2.00 1.80 1.56 1.31
Per Share Data (RMB)
EPS 0.32 0.35 0.38 0.42 0.57
Book Value Per Share 2.14 2.46 2.73 3.15 3.73
Dividend Per Share 0.02 0.10 0.15 0.17 0.23
Growth & Margin(%)
Growth
Revenue 38.22 22.76 17.11 15.54 18.46
Gross Profit 43.39 23.50 12.95 7.64 27.71
Operating Income 35.82 21.69 12.97 12.79 35.68
Net Profi 28.61 21.65 10.07 11.33 35.46
Margins
Gross Profit Margin 25.11 25.26 24.37 22.70 24.48
Operating Profit Margin 13.07 12.96 12.50 12.20 983.
Net Profit Margit 10.95 10.85 10.20 9.83 11.24
Key Ratios
ROE (%) 14.95 14.23 13.92 13.42 15.35
ROA (%) 6.25 6.35 5.74 5.37 6.14
2015 2016 2017 2018E 2019E
Income Statement (RMB Mn)
Revenue 23,951.6 29,402.1 34,433.7 39,785.6 4B8128.
- Cost of Goods Sold (17,936.9)(21,973.8) (26,043.3) (30,753.9) (35,594.0)
Gross Income 6,014.7 7,428.4 8,390.4 9,031.7 118534
- Operating Expenses (2,884.0) (3,618.7)(4,086.5) (4,177.5) (4,948.5)
Operating Income 3,130.7 3,809.7 4,303.9 4,854.2 58@3
- Income Tax Expenses (520.7) (624.6) (772.6) @H8. (1,163.0)
Profit for the Period 2,623.5 3,191.5 3,513.1 3,211 5,298.1
-Minority Interest (127.2) (142.2) (203.0) (195.6) (264.9)
Attributable Profit 2,496.4 3,191.5 3,513.1 3,911.2 5,298.1

Source: Company, Phillip Securities (HK) Researstingates
Exchange rate assumption is 0.888RMB/HKD.
(Financial figures as at 29 Nov 2018)
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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 +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
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