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Investment Summary 
 
Earnings Soared by 132% in the First Three Quarters 
In the first three quarters of 2020, the total revenue of Inovance Technology achieved 
RMB8.098 billion, increasing by 65% yoy. Net profit attributable to the listed company's 
shareholders hit RMB1.498 billion with a yoy increase of 131.93%. Revenue in Q1, Q2 and 
Q3 achieved RMB1.55/3.24/3.31 billion with a significant yoy rise of 41%/100%/51%, 
respectively. The net profits in the first three quarters were RMB170 million, RMB600 
million and RMB720 million, a yoy jump of 34%, 123% and 192%, respectively. 
The main reasons for the company's good result lie in: 
1) Inovance Technology has seized the opportunities of strong demands for mask-making 
machines and melt-blown nonwovens equipment as well as the opportunities of demands 
for domestic brands due to the insufficient supply of foreign brands during the worldwide 
pandemic with its revenue of high-margin products including general-purpose servos and 
control systems soaring. 
2) Inovance Technology has effectively reduced costs and realized higher efficiency, and its 
gross margin of the integration of servos, control systems and elevators has increased yoy. 
3) Inovance Technology has made solid achievements in the resumption of work and 
production and control over the Covid-19 pandemic. 
4) Rebates and subsidies of VAT software have been increased. Sales expenses, 
management expenses and R&D expenses have grown slower than revenue under the 
economies of scale. 
5) Last year's performance was at a relatively low point during the adjustment period. 
Inovance Technology’s profitability has improved substantially with the net profit margin in 
the third quarter up by nearly 10 ppts yoy and 3.4 ppts mom. The company also raised its 
2020 goal of net profit attributable to the parent company to a range from RMB1.809 billion 
to RMB2.285 billion, hitting a yoy increase between 90% and 140%. 
 
Many business segments delivered strong momentum 
The company has made remarkable achievements in many businesses of departments. 
1) Inovance Technology has gained approximately RMB3.396 billion from general 
automation business with a yoy increase of 63.6%. Drawing on the product competitiveness 
created by active market expansion and continuous R&D investment, the company has fully 
enjoyed this opportunity of import substitution in the transformation towards high-end 
manufacturing and localization of downstream equipment. As a result, all segments of its 
automation business have grown rapidly. We believe that China's industrial automation 
industry will enjoy a continuously promising future with a projected high-rate growth of over 
40% in 2021. 
2) The revenue of Inovance Technology’s elevator business reached RMB3.171 billion with a 
yoy increase of 82%. The integration effect after the company's acquisition of BST has begun 
to take effect. To be more specific, its supporting business at a large scale has grown rapidly 
and the progress of multinational enterprise business projects have fallen in its expectation. 
With the advancement of the elevator, business is expected to maintain steady growth with 
the increasing production capacity of the Jiashan base. 
 
 
 
 
 
 
 

Accumulate (Maintain) 
CMP CNY 80.33 

(Closing price as at 11 November) 

TARGET CNY 87.45 (+9%) 
 
COMPANY DATA 

O/S SHARES (MN) : 1720 

MARKET CAP (CNY MN) : 138145 

52 - WK HI/LO (CNY): 83.36/ 23.16 

  

  

  

 

SHARE HOLDING PATTERN, % 

Shenzhen inovance  investment ltd 18.63 

Mr Zhu 5.56 

  

 

 

PRICE VS. SHCOMP 

 
Source: Aastock, Phillip Securities (HK) Research 

 

KEY FINANCIALS 

CNY mn FY19 FY20E FY21E FY22E 

Net Sales 7390  11846  14833  18439  

Net Profit 952  2032  2624  3473  

EPS, CNY 0.55 1.18 1.53 2.02 

P/E, x 146.1  68.0  52.7  39.8  

BVPS, CNY 4.98 6.01 8.02 9.09 

P/BV, x 16.1  13.4  10.0  8.8  
DPS (CNY) 0.18 0.37 0.50 0.63 
Div. Yield (%) 0.2% 0.5% 0.6% 0.8% 

Source: Company reports, Phillip Securities Est. 
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3) The revenue of Inovance Technology’s new energy vehicle business has reached 
RMB631 million, increasing 85% yoy, and the gross margin of new energy vehicles has 
been improved. The passenger car business has seen rapid growth in orders from 
new car manufacturers, and the logistics car business has grown rapidly. But the 
passenger car business has relatively declined. At present, at the domestic customer 
level, the company became a supplier of products including passenger car motors, 
electronic controls and power supplies for first-line OEMs. These business orders are 
expected to maintain strong growth momentum next year with an increasing number 
of domestic new energy vehicles. 
4) The industrial robot business (including Shanghai Laien) has scored a sales revenue 
of RMB120 million, a 71% yoy growth. The company has expanded its downstream 
businesses with a comprehensive plan for the combination of core components, 
complete machines, vision and techniques. The remarkable growth in 3C, lithium 
battery and other industries have been achieved with mass sales being delivered. 
5) Inovance Technology’s rail transit business has reported the sales revenue of 
RMB217 million with a yoy decline of 28%. The company has continued to complete 
new projects and improve the maintenance market in terms of its rail transit business. 
It has sufficiently stock orders worth around RMB1.1 billion. And the maintenance 
project of the traction system of Suzhou Metro Line 1 was obtained during the 
reporting period. 
 
Improved gross margin and lower expense ratio 
In the first three quarters, the company’s comprehensive gross margin was 39.35% 
growing by 1.08% yoy. The number was 44.23% without consideration of BST’s 
consolidation factors with a yoy increase of 3.08%. And BST’s gross margin was 
26.08%. The increase in gross margin was mainly due to improvements in product 
structures, the increase in the proportion of high-margin servos, PLCs and some 
inverters and the reduction in procurement and manufacturing costs with significant 
contributions. 
The company's expenses growth rate was lower than that of its revenue and its 
period expense ratio has improved remarkably to 21.15% declining by 6.36 ppts yoy. 
These achievements were mainly attributed to the scale effect and the initial results 
for the management reform aiming at lower costs and higher efficiency. 
 
 
 

Investment Thesis 
Recent years have seen growing uncertainties worldwide which created great 
opportunities for import substitution. The demand for domestic industrial 
automation products has been gradually stimulated by downstream industries such 
as 3C, new energy, and photovoltaics. The company has recently raised RMB2.1 
billion to expand production capacity, increase research and development and 
implemented equity incentives to enhance future development momentum. We are 
optimistic about the company's future growth potential as a leader in the industrial 
automation field with the increasingly obvious growth of its intrinsic value in the long 
run. 
 
As for valuation, we expected diluted EPS of the Company to RMB 1.18/1.53/2.02 of 
2020/2021/2022. And based on 1.5x PEG, we accordingly gave the target price to 
RMB 87.45, respectively 74/57/43x P/E and 15/11/10.2x P/B for 2020/2021. 
"Accumulate" rating. (Closing price as at 11 November) 
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Valuation trend 

 
Source: Bloomberg, Phillip Securities Hong Kong Research 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
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.   

©  2020 Phillip Securities (Hong Kong) Limited 

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 
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