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Wasion 

It’s time for change 

to summarize… 

 Growth in FY12/09A was under double pressure: reduced domestic demand as 

SGCC postponed purchase and weak overseas market. 

 Domestic demand is expected to pick up in 2010 after SGCC resumed 

procurement in Dec 09. 

 Centralized procurement programme will likely favour Wasion‟s market 

occupancy at expense of gross margin. 

 FY12/09A results are in line. Estimates were amended slightly. 

 Target price stays at HK$5.75. Downgrade to HOLD as share price approached 

target. 

 SGCC‟s second round bidding results will be a major catalyst. 

Growth slowed down on delayed grid procurement. The electricity power metre 

industry experienced a weak year in 2009. Sate Grid Corporation of China (SGCC) 

halted its procurement in 2H, awaiting standards for smart metre, which significantly 

reduced its purchase volume during the year. Meanwhile, overseas demand 

contracted amid the post-crisis recession. Thus, we see considerable slow-down in 

Wasion‟s top-line growth, from 31.8% last year to 1.8% in FY12/9A. Blended gross 

margin narrowed 2.0pcp to 45.0% while operating margin 2.3pcp to 26.5%. Net 

profit edged up 0.2% to RMB262.0m (our estimate: RMB259.2m). 

Table 1. Reven and gross margin change 

Year end Dec 08A 09A YoY change (%) 

Revenue 1,059.4  1,078.2  1.8  

   Three-phase 460.7  471.5  2.3  

   Single-phase 265.4  284.0  7.0  

   DCTs and related services 275.0  249.7  (9.2) 

   Water, gas and heat metre 58.3  73.1  25.3  

      (pcp) 

Gross margin (%) 47.0  45.0  (2.0) 

   Three-phase 54.0  50.0  (4.0) 

   Single-phase 35.0  33.0  (2.0) 

   DCTs and related services 51.0  47.0  (4.0) 

   Water, gas and heat metre 39.0  37.0  (2.0) 

Source: Company data  

Overall demand is expected to recover to 56.6m units in 2010. SGCC released 

the smart metre standards and initiated its centralized procurement programme in 

Dec last year. Consequently, its demand is anticipated to return “normal”. Wasion 

estimated that SGCC‟s total purchase could reach 33m units this year. Together with 

demand from China Southern Grid (CSG) (procurement size is usually 1/5-1/4 of 

SGCC‟s) and clients in corporate and retail sectors (15-20m units each year), 

China‟s overall market size of power metre in 2010 will be 54.6-61.3m units. Our 

estimate is 56.6m units unchanged (2009: 40-45m units) 
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Rating HOLD 

Price (HK$) 5.50 

Target Price (HK$) 5.75 (+5%) 

12m Price Range (HK$) 2.49-8.65 

Market cap. (US$m) 655.6 

Daily t/o (US$m) 4.9 

Free float (%) 45.0 

 

Financial summary 

Year to Dec 08A 09F 10F 11F 12F 

Turnover (RMBm) 1,059.4 1,078.2 1,754.3 2,331.0 2,810.9 

Net Profit (RMBm) 261.5 262.0 343.7 411.1 456.3 

EPS (RMB) 0.320 0.310 0.369 0.439 0.485 

P/E (x) 15.1 15.5 13.1 11.0 9.9 

P/B (x) 2.83 2.09 1.86 1.64 1.46 

EV/EBITDA (x) 11.2 11.7 8.5 7.1 6.3 

Yield (%) 2.0 2.0 2.3 2.7 3.0 

ROE (%) 14.8 11.5 13.3 14.0 13.7 

ROCE (%) 13.7 10.3 12.7 13.4 12.9 

N. Gear. (%) Cash Cash Cash Cash Cash 

Source: SBI E2-Capital 

    

 10F 11F 12F 

Consensus EPS (RMB) 0.366 0.433 0.505 

Previous earnings (RMBm) 343.8 409.8 n.a. 

Previous EPS (RMB) 0.369 0.437 n.a. 

 

Price performance 

Year to Dec 1m 3m 12m 

Relative to HSI (%) -4.0 -30.2 +40.1 

Actual price changes (%) -1.1 -32.2 +119.1 

 
Source: Bloomberg 
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Table 2. Assumption on China’s power metre market size 

Year end Dec (units m) 10F 11F 12F 13F 14F 15F 

Grid 41.6  46.5  51.4  56.3  68.7  75.7  

Non-grid 15.0  15.0  15.0  15.0  15.0  15.0  

Total 56.6  61.5  66.4  71.3  83.7  90.7  

Source: SBI E2-Capital  

Gross margin is under pressure, though market share will improve. Despite the expected increase in market size, we reiterate our 

concern on gross margin side with reference from telecom equipment industry. We reckon that power metre manufactures can lose 

10-15pcp in their gross margin under SGCC‟s centralized procurement policy and associated open bidding. Wason intends to soften this 

potential effect by boosting sales to non-grid clients including corporate, retail and overseas. Nevertheless, we think the smart grid 

construction is government-oriented. Grid companies‟ demand will be the major organic driver for the power metre industry. Hence it might 

not be easy for Wasion to achieve a more balance client mix in short term (grids accounted for 71% of total revenue in FY12/09A). On the 

good side, however, the centralize procurement will accelerate industry consolidation and phase out small players. Thus, we can rationally 

assume gradually improving market occupancy for Wasion in long term. 

Table 3. Gross margin assumption 

Year end Dec (%) 10F 11F 12F 13F 14F 15F 

Three-phase metre 42.5  40.0  38.5  37.5  37.5  37.5  

Single-phase metre 35.0  32.5  31.0  30.0  30.0  30.0  

DCTs and related services 42.5  40.0  38.5  37.5  37.5  37.5  

Water, gas and heat metre 38.0  38.0  38.0  38.0  38.0  38.0  

Three-phase metre 42.5  40.0  38.5  37.5  37.5  37.5  

Source: SBI E2-Capital  

Seeable catalyst comes from second round bidding. The FY12/09A results are broadly in line. We only fine tuned our estimates. 

SGCC‟s second round bidding results could be a major catalyst in short term, which may also provide us more clues about future market 

trend in terms of both market share and gross margin. We will update our recommendation thereafter. For time being, we maintain our 

target price at HK$5.75 unchanged. The share price rose from HK$5.09 when our last update (Margin pressure from centralized 

procurement, but over-sold, 8th Feb 10) was issued to present HK$5.50, which is only 4.3% below our target. Accordingly, we change 

our recommendation from BUY to HOLD.  

Table 4. 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: sbie2capital.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. 

Analyst certification: The views expressed in this report accurately reflect the analyst‟s personal views of the subject securities and that the analyst has not 
received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report. 

Disclaimer: This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities.  The securities referred to in this report 
may not be eligible for sale in some jurisdictions.  The information contained in this report has been compiled by the Research Department of SBI E2-Capital 
Securities Limited („SBI E2-Capital‟) from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI E2-Capital 
or any other person as to its accuracy or completeness.  All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of 
SBI E2-Capital as of the date of this report only and are subject to change without notice.  Neither SBI E2-Capital nor any other person, accepts any liability 
whatsoever for any loss howsoever arising from any use of this report or its contents or otherwise arising in connection therewith.  Each recipient of this report 
shall be solely responsible for making its own independent investigation of the business, financial condition and prospects of the companies referred to in this 
report.  SBI E2-Capital and their respective officers, directors and employees, including persons involved in the preparation or issuance of this report, may from 
time to time (1) have positions in, and buy or sell, the securities of companies referred to in this report (or related investments); (2) have a consulting, investment 
banking or broking relationship with any company referred to in this report; and (3) to the extent permitted under applicable law, have acted upon or used the 
information contained or referred to in this report including effecting transactions for their own account in an investment (or related investment) in respect of any 
company referred to in this report, prior to or immediately following its publication.  This report may not have been distributed to all recipients at the same time.  
This report is issued only for the information of and may only be distributed to professional investors and dealers in securities and must not be copied, 
published, reproduced or redistributed (in whole or in part) by any recipient for any purpose.  This report is distributed in Hong Kong by SBI E2-Capital.  Any 
recipient of this report who requires further information regarding any securities referred to in this report should contact the relevant office of SBI E2-Capital 
located in such recipient‟s home jurisdiction. 
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