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ITCC and ESD&FGS grew 109.3%, 35.2% and 9.0%, respectively, in the period. Trading of equipment fell at a 
10.8% three-year CAGR, due to a one-off contract in 2005. China Auto’s gross margin widened from 36.9% in 
FY12/04A to 42.9% in FY12/06A. FY12/06A net profit was RMB68.5m. 

Overseas expansion. China Auto set up an office in Singapore in 2006 to tap the Southeast Asian market. It also 
plans to set up offices in Dubai and Canada.  

Key risk - relationship with Triconex. Changes in its relationship with Invensys could greatly affect China 
Auto’s performance because its software is sold with Triconex hardware, which is very popular in China. The 
company signed an exclusive three-year contract with Invensys in 2006 to distribute Triconex products in China. 

Table 2: Use of proceeds 
 HK$m %
R&D Expenditure 40.0 16.0
Constructing R&D center and production facilities 40.0 16.0
Expanding sales network 30.0 12.0
Expanding services network 25.0 10.0
Office in Dubai and Canada 30.0 12.0
Acquisition 60.0 24.0
General working capital 24.5 10.0
Total 249.5 100.0
Source: Company data 

Table 3: Turnover breakdown 
Year end Dec (RMBm) 04A 05A 06A
Turnover   
Engineering & Maintenance Services 7.8 26.2 46.0
Trading of Equipment 30.9 .54.2                      24.6
RIS 8.9 34.2 39.0
ESD & FGS 56.1 60.3 66.6
ITCC 61.7 89.5 112.8
Total 165.4 264.4 289.0
Source: Company data 

Table 4: Financial highlights 
Year end Dec (RMBm)  04A 05A 06A
Turnover 165.4 264.4 289.0
Gross profit 61.1 86.7 124.1
Net profit                      35.2 45.3 68.5

Source: Company data 

Table 5: Margin trend 
Year end Dec (%) 04A 05A 06A
Gross 36.9 32.8 42.9
Net  21.1 17.1 23.7

Source: Company data, SBI E2-Capital 

Table 6: Key ratios 
Year end Dec 04A 05A 06A Pro Forma 06A
Inventory days 130.0 105.0 111.0 111.0
Receivable days 94.0 94.0 138.0 138.0
Payables days 82.0 71.0 75.0 75.0
Current ratio (x)  1.7 2.1 1.8 1.8
Gearing (%) Cash Cash Cash Cash
ROE (%)  47.2 38.5 46.3 17.2
Debt/equity (%) 112.1 81.2 93.9 34.8
Interest coverage (x) 72.0 120.0 30.0 30.0

Source: Company data, SBI E2-Capital 
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Investment Highlights 

� Well positioned to simultaneously tap the growth of China’s railway and oil and gas. 

� Ready to capitalize on China’s increasing demand for safety and critical control systems; replacement and 
upgrade of old systems - driven by increasing market growth and higher safety requirement. 

� Market leader with an asset-light model, different from other plays associated with these sectors. 

� Growing maintenance and services contribution. 

Valuation.  

China Auto has not provided a profit forecast for FY12/07F. The offer price of HK$1.19-1.53 represents a 
historical FY12/06A P/E of 14.0-18.0x on a fully diluted basis, which is lower than the historical valuation 
traded by comparable peers (30.6x historical P/E). Zhuzhou CSR (3898 HK) IPO was at an offering valuation of 
11.0-15.0x FY12/06F P/E in Dec 06. 

Table 7: Peer comparison 
Stock Ticker Currency Share price Market cap

(US$m)
P/E (x)

historical
Operating 

margin (%) 
ROA

(%)
ROE

(%)
Global peers   
Invensys Plc. ISYS LN GBP 388.5 6,072.3 52.1 9.5 9.8 21.2
Honeywell International HON US USD 56.6 43,960.5 18.1 9.8 6.7 20.3
Woodward Governor Co. WGOV US USD 58.0 1,923.4 23.4 9.8 9.7 15.3
Siemens AG-REG SIE GR EUR 107.0 127,703.5 27.9 3.7 3.4 10.8
Yokogawa Electric Corp. 6841 JP JPY 1676.0 3,654.9 88.0 4.4 1.5 2.4
Average  41.9 6.9 8.1 51.7
China peers   
Enric Energy Equipment 3899 HK HKD 7.5 429.3 33.7 15.5 11.9 21.2
China Fire Safety Enterprise 8201 HK HKD 0.6 219.3 13.8 17.7 9.0 11.8
ZZnode Tech Co Ltd 2371 HK HKD 0.7 34.4 21.5 9.1 6.0 7.4
Average  23 14.1 8.9 13.5
Oil and gas facility providers   
Anhui Tianda oil pipe Co. 8241 HK       HKD 7.9 506.8 22.4 15.4 13.6 20.6
Shangdong Molong Petroleum 568 HK HKD 1.7 696.7 38.1 16.9 11.6 29.7
Jutai offshore oil services 3303 HK HKD 2.8 146.1 20.6 17.8 18.8 25.5
Emer International Group Ltd. 8149 HK HKD 2.9 121.1 24.3  19.3 28.6
Average  26.4  15.8 26.1
Railway facility providers   
Zhuzhou CSR times electric 3898 HK HKD 13.6 1,959.6 31.3 23.0 11.3 17.1
Average   30.6  10.6 17.2

Source: Bloomberg, SBI E2-Capital 
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