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Wasion

Jingle on the way

to summarize...

Ticker 3393 HK

B Bidding results for SGCC'’s second-round procurement of smart power metres  p44ing BUY

support our assumptions. Price (HK$) 5.68

B Wasion won ~16% of the total tender. Gross margins associated are ~35% for Target Price (HK$) 6.73 (+18%)

single-phase and 41-42% for three-phase. 12m Price Range (HK$) 2.99-8.65

m  We lift our target price from HK$5.75 to HK$6.73. Upgraded to BUY. Market cap. (US$m) 677.1

. . S Daily t/o (US 4.4
Wasion performed well in the second round bidding. In SGCC’s second round aily vo (USSm)

Free float (%) 45.0

centralized procurement for smart electricity power metre (bidding results available
on 7" Apr), Wasion won ~16% of the total tenders (~7% for single-phase and ~20%
for three-phase), versus 11.4% in the first round (12.5% for single-phase and nil for
three-phase). Prices are a bit lower than which in the first round due to: 1) demand
for lower-end products; 2) adjustment in pricing to regain market share (our view).
Embedded gross margins, according to the management, are ~35% for

Financial summary

Year to Dec 08A  09F 10F 11F  12F
Turnover (RMBm) 1,059.41,078.21,754.32,331.02,810.9
Net Profit (RMBm)  261.5 262.0 343.7 411.1 456.3

single-phase and 41-42% for three-phase. EPS (RMB) 0.320 0.310 0.369 0.439 0.485
P/E (x) 151 155 131 11.0 99
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Competition is increasing. It is satisfied to observe Wasion’s comeback in three-phase area, which partly proved the company’s technical

strength. Meanwhile, however, the overall competition seems intensifying, signaled by:

O Increased number of vendors (single-phase: 32 versus 16 in the first round; three-phase: 12 versus 11 in the first round)

O Dramatic change in vendors’ ranking

Table 1. Comparison of bidding results
Single-phase

Three-phase

Ranking First round Second round Ranking First round Second round
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Source: SGCC, compiled by SBI E2-Capital

Target price was revised up to HK$6.73. We re-iterate our view that the centralized procurement will:

O pressure on power metre manufacturers’ profitability and shift more value to grids.

O change competition landscape. Generally, leading players, with their strength in both technique and resources, have better to benefit

in long run.

The second-round bidding results support our assumptions on Wasion’s gross margin (single-phase: 35.0%; three-phase: 42.5%) and
market share (single-phase: 6.7%; three-phase: 13.2%) in FY12/10F. This encourages us to raise our target price from HK$5.75 to
HK$6.73 based on 16.0x FY12/10F P/E, which is still considerably lower than it's a-share peers, and upgrade our recommendation from

HOLD to BUY. We like the company for the industry’s foreseeable potential from China’s construction of smart grid as well as Wasion’s

solid market position.

Table 1. Valuation comparison

Market cap Historical P/E

Company Ticker (US$m) Fiscal Yr-end (x) 1-Yr P/E (x) 2-Yr P/E (x) ROE (%) P/B (x)
Wasion 3393 HK 677.1 12/2009 16.3 13.4 11.3 20.1 2.8
Star Power 000676 CH 335.4 12/2008 n.a. n.a. n.a. (6.1) 5.7
Shenzhen Clou 002121 CH 926.0 12/2009 79.7 43.4 31.1 17.3 13.0
Wuzhou Minovo 600873 CH 364.1 12/2009 226.8 24.5 21.9 4.8 10.5
Source: Bloomberg
Table 2. P&L
Year end Dec (RMBm) 08A 09A 10F 11F 12F
Turnover 1,059.4 1,078.2 1,754.3 2,331.0 2,810.9
Cost of sales (561.8) (592.9) (1,053.1) (1,454.8) (1,799.9)
Gross profit 497.6 485.3 701.2 876.3 1,011.0
Other revenue 23.1 13.8 18.9 27.6 33.7
Administrative expenses (93.5) (91.8) (127.2) (153.0) (166.0)
Selling expenses (92.0) (90.4) (149.1) (198.1) (238.9)
Research and development expenses (29.7) (30.9) (43.0) (69.2) (97.0)
Operating profit 305.5 286.0 400.8 483.5 542.9
Loss on disposal of available-for-sale investment 3.1) 0.0 0.0 0.0 0.0
Finance costs (19.6) (14.3) (16.8) (24.2) (33.0)
Profit before taxation 282.9 271.7 384.0 459.3 509.9
Income tax expenses (21.3) 9.7) (40.3) (48.2) (53.5)
Profit for the period 261.5 262.0 343.7 411.1 456.3
Attributable to:

Equity holders of the Company 261.5 262.0 343.7 411.1 456.3

Minority interests - - - - -
EPS - Basic (RMB) 0.320 0.310 0.369 0.439 0.485
EPS - Diluted (RMB) 0.310 0.300 0.363 0.432 0.478
Proposed DPS (RMB) 0.097 0.097 0.110 0.131 0.145
Proposed dividend 81.9 81.9 103.1 123.3 136.9

Source: Company data, SBI E2-Capital
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SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: shie2capital.com, thomsononeanalytics.com,
factset.com and multex.com

SBI E2-Capital stock ratings:
STRONG BUY : absolute upside of >50% over the next three months

BUY : absolute upside of >10% over the next six months
HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other related businesses with the companies in this report.
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