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Rating              BUY (as at 23 November 2022) 

Last Close HKD 4.01 

Fair Value HKD 6.40 
 

Valuation system with Chinese 

characteristics? 

• Outperformance vs market YTD; one of the leaders 

of the pack 

• Infrastructure sector and other SOEs rallied after 

CSRC Chairman’s remarks on exploring a valuation 

system for undervalued SOEs  

• One of few in the sector not on US Entity List 

Investment thesis 
Given slower economic growth as China rebalances 

its economy, infrastructure investments are often 

adopted as a counter-cyclical policy. We also see 

renewed focus on a highway-to-railway shift for cargo 

transportation as China seeks to lower logistics costs 

and accelerate its de-carbonisation push. CRG is a 

key beneficiary as one of the leading infrastructure 

constructors, though timing of new contracts approval 

could be volatile. While China‘s Belt and Road 

initiative could be a medium-term driver, domestic 

contracts remain the key driver, accounting >90% of 

total. 

Investment summary 
• Outperformed market year to date (YTD) and leader 

of the pack –YTD the total return of China Railway 

Group-H (CRG) is up 2%, outperforming the Hang 

Seng Index which is down 25% over the same period, 

based on 22 November 2022 closing prices. This is 

also stronger than the performance of peers such as 

China Communications Construction (CCCC), 1800 

HK China Railway Construction (CRCC), 1186 HK 

and China State Construction International (CSCI), 

3311 HK which are down about 9-10% YTD. We think 

this may be due to CRG’s efforts to improve margins, 

the group’s highest 9M22 order growth among 

Chinese infrastructure construction companies, and 

also less limitations on stock trading as CRG is not on 

the US Entity List, while CCCC and CRCC are. For 

CSCI, the rangebound trading is not surprising 

considering the stock’s significant outperformance 

in 2021.   

 

 

Security information

Ticker 0390.HK

Market Cap (HKD b) 139.5

Daily turnov er (HKD m) 19.0

Free Float 53%

Shares Outstanding (m) 24,742

Top Shareholder BlackRock Instit Trust  N.A. 3.8%

Price performance chart

Financial summary

CNY b FY21 FY22E FY23E

Rev enue 1,073 1,170 1,261

Operating income 48.0 52.9 56.1

PATMI 27.6 30.0 33.5

Adj EPS (CNY) 1.02 1.12 1.26

DPS (CNY) 0.18 0.19 0.20

Key ratios

 FY21 FY22E FY23E

Operating margin (%) 4.5 4.5 4.4

Net profit margin (%) 2.6 2.6 2.7

Current debt ov er total (%) 36.0 33.0 30.0

Source: Refinitiv , Company, Internal estimates
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• Establishment of a valuation system with Chinese 

characteristics? – The Chinese infrastructure 

construction sector, along with other state-owned 

enterprises (SOEs), also rallied on 22 November 2022 

as Mr Yi Huiman of China Securities Regulatory 

Commission (CSRC) highlighted at the 2022 

Financial Street Forum Annual Meeting that “it is 

necessary to explore the establishment of a 

valuation system with Chinese characteristics to 

promote better market resource allocation”. A 

number of stocks in the infrastructure sector, despite 

outperforming the broader market in 2021 and so far 

this year, are still trading at low valuations around 

0.2-0.6x price-to-book (P/B) and 2-5x price-to-

earnings (P/E). Like other SOEs, the low valuations 

are due to various reasons and we will be monitoring 

if more will be done to close the valuation gap. 

Meanwhile, we maintain our fair value estimate of 

HKD6.40 on CRG.  

ESG updates 
• ESG rating downgraded in Jul 2021 – CRG  used to 

have the highest ESG rating among the four Chinese 

infrastructure contractors under coverage, but this 

changed when its rating was downgraded in Jul 

2021. The company had an independent majority 

board, but with the recent board reshuffle (Jun 

2021), the leadership is no longer independent and 

comprises of three executives, including the CEO. 

This may limit independent management oversight. 

There are also recurring related-party transactions 

(RPTs) with its controlling owner, China Railway 

Engineering Corporation, although its fully 

independent audit committee may help mitigate 

potential governance risks associated with RPTs for 

all investors. Under the “Environment” segment, 

there is no evidence of targets to increase 

investments in clean tech. 

Potential catalysts 
• Faster new order growth should economic growth 

slow 

• Government decides to increase fiscal stimulus 

via more infrastructure projects 

• Unlocking value of existing infrastructure assets 

Investment risks 
• Margin pressure from higher raw material costs; 

working capital stress from contract payments 

delay 

• Overseas projects are mainly in developing 

countries with higher political and economic 

uncertainty 
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Valuation analysis 

  

 

 

 

  

 

  

 

  

Price/Earnings chart Price/Book chart

Source: Refinitiv Source: Refinitiv
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Company overview (as of 1 June 2021) 

Company description 

China Railway Group is a leading state-owned enterprise and one of China‘s fully-integrated construction 

groups. Key focus is in railway infrastructure, with operations spanning construction, survey/design, 

engineering equipment manufacturing. CRG also has peripheral exposure to property development, 

materials trading and mining. It is estimated that the group holds >45% market share in the domestic railway 

infrastructure market, >50% share in urban transit infrastructure and around 12% in highway infrastructure. 

 

Infrastructure projects are often used as a counter-cyclical tool in China and new orders growth tend to be 

stronger when economic growth is weakening. Public-private partnership projects may be undertaken, with 

private participation from social capital and State-Owned Enterprises to alleviate the funding pressure on 

local governments. Operating cash flow seasonally tends to be weaker in first two quarters before picking up 

in third and fourth quarters on backend loaded payment from customers. 

 

 

 

 

 

 

 

 

FY21 Revenue breakdown FY21 Pre-tax profit breakdown

Source: Company, Internal estimates Source: Company, Internal estimates
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Earnings per share Dividends per share

Source: Company, Internal estimates Source: Company, Internal estimates
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Company financials    

 

Income Statement
In Millions of CNY except Per Share FY2017 FY2018 FY2019 FY2020 FY2021

12 Months Ending 31/12/2017 31/12/2018 31/12/2019 31/12/2020 31/12/2021

Revenue 688,773.0 740,383.0 850,843.0 974,732.0 1,073,272.0

  - Cost of Rev enue 626,044.0 668,725.0 770,979.0 884,380.0 969,886.0

Gross Profit 62,729.0 71,658.0 79,864.0 90,352.0 103,386.0

  + Other Operating Income -- -- -- -- --

  - Operating Expenses 40,735.0 42,945.0 45,763.0 54,503.0 65,541.0

Operating Income or Losses 21,994.0 28,713.0 34,101.0 35,849.0 37,845.0

  - Interest Expense 4,655.0 5,521.0 5,255.0 6,448.0 7,219.0

  - Foreign Exchange Losses (Gains) -- -- -- -- --

  - Net Non-Operating Losses (Gains) -3,489.0 -1,753.0 -4,341.0 -6,211.0 -9,010.0

Pretax Income 20,828.0 24,945.0 33,187.0 35,612.0 39,636.0

  - Income Tax Expense (Benefit) 6,624.0 7,509.0 7,808.0 8,362.0 9,166.0

Income Before XO Items 14,204.0 17,436.0 25,379.0 27,250.0 30,470.0

  - Extraordinary Loss Net of Tax -- -- -- -- --

  - Minority/Non Controlling Interests (Credits) -1,863.0 238.0 1,701.0 2,062.0 2,852.0

Net Income/Net Profit (Losses) 16,067.0 17,198.0 23,678.0 25,188.0 27,618.0

Net Inc Avail to Common Shareholders 15,280.0 16,409.0 23,678.0 23,668.0 25,469.0

  Abnormal Losses (Gains) -- -- -- -- --

  Tax Effect on Abnormal Items -- -- -- -- --

Normalized Income 14,268.1 22,219.8 23,258.4 27,256.9 30,616.8

Basic Earnings per Share 0.7 0.7 1.0 1.0 1.0

  Basic Weighted Av g Shares 22,844.0 22,844.0 23,276.0 24,571.0 24,571.0

Diluted EPS Before Abnormal Items 0.7 0.7 1.0 1.0 1.0

Diluted EPS Before XO Items 0.7 0.7 1.0 1.0 1.0

Diluted EPS 0.7 0.7 1.0 1.0 1.0

  Diluted Weighted Av g Shares 22,844.0 22,844.0 23,276.0 24,571.0 24,571.0

Profitability Ratios
FY2017 FY2018 FY2019 FY2020 FY2021

12 Months Ending 31/12/2017 31/12/2018 31/12/2019 31/12/2020 31/12/2021

Returns

Return on Common Equity 10.35 9.46 11.47 9.93 9.61

Return on Assets 1.78 1.95 2.54 2.42 2.38

Return on Capital 9.15 8.05 6.83 5.84 4.93

Return on Inv ested Capital 21.05 17.90 15.67 11.61 8.79

Margins

Operating Margin 3.19 3.88 4.01 3.68 3.53

Incremental Operating Margin 0.93 1.21 1.03 0.92 0.96

Pretax Margin 3.02 3.37 3.90 3.65 3.69

Income before XO Margin 2.33 2.32 2.78 2.58 2.57

Net Income Margin 2.22 2.22 2.78 2.43 2.37

Net Income to Common Margin 2.22 2.22 2.78 2.43 2.37

Additional

Effectiv e Tax Rate 31.80 30.10 23.53 23.48 23.13

Dv d Payout Ratio 17.08 17.81 16.24 18.94 18.91

Sustainable Growth Rate 10.33 9.45 11.45 9.92 9.59

Credit Ratios
FY2017 FY2018 FY2019 FY2020 FY2021

12 Months Ending 31/12/2017 31/12/2018 31/12/2019 31/12/2020 31/12/2021

Total Debt/EBIT 7.84 5.56 6.90 6.55 7.37

Net Debt/EBIT 2.40 1.72 2.36 2.36 3.50

EBIT to Interest Expense 4.78 6.23 6.45 5.97 5.89

Long-Term Debt/Total Assets 10.13 9.44 11.40 14.02 14.65

Net Debt/Equity 0.44 0.47 0.47 0.58 0.84

Source: Refinitiv
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ANALYST DECLARATION:   

The analyst(s) who prepared this report certifies that the opinions contained herein accurately and exclusively reflect his 
or her views about the securities of the listed entity, and that he or she has taken reasonable care to maintain 
independence and objectivity in respect of the opinions herein. 

The analyst(s) who wrote this report does not hold any financial interests in the listed entity. The analyst’s/analysts’ 
connected persons do not hold any financial interests in the listed entity. 

The analyst(s) does not receive compensation directly or indirectly related to the inclusion of specific recommendations 
or views in this report. The reporting line of the analyst(s) is separate from and independent of the business solicitation or 
marketing departments of Oversea-Chinese Banking Corporation Limited (“OCBC Bank”) Group. 

The analyst(s) or his/her associate confirms that he or she does not serve as directors or officers of the listed entity, and 
the listed entity or other third parties have not provided or agreed to provide any compensation or other benefits to the 
analyst(s) in connection with this report. 

DISCLAIMER FOR RESEARCH REPORT 

This report is solely for information and general circulation only and may not be published, circulated, reproduced or 
distributed in whole or in part to any other person without the written consent of OCBC Investment Research Private 
Limited (“OIR” or “we”). This report should not be construed as an offer or solicitation for the subscription, purchase or sale 
of the securities mentioned herein or to participate in any particular trading or investment strategy. Whilst we have taken 
all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of 
publication, we cannot guarantee its accuracy or completeness, and you should not act on it without first independently 
verifying its contents. Any opinion or estimate contained in this report is subject to change without notice. We have not 
given any consideration to and we have not made any investigation of the investment objectives, financial situation or 
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability 
whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the 
suitability of the securities mentioned herein, taking into consideration your investment objectives, financial situation or 
particular needs, before making a commitment to invest in the securities. In the event that you choose not to seek advice 
from a financial adviser, you should consider whether investment in securities and the securities mentioned herein is 
suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OIR, 
OCBC Securities Private Limited (“OSPL”) and their respective connected and associated corporations together with their 
respective directors and officers may have or take positions in the securities mentioned in this report and may also perform 
or seek to perform broking and other investment or securities related services for the corporations whose securities are 
mentioned in this report as well as other parties generally. There may be conflicts of interest between OCBC Bank, BOS, 
OIR, OSPL or other members of the OCBC Group and any of the persons or entities mentioned in this report of which OIR 
and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement. 

The information provided herein may contain projections or other forward looking statements regarding future events or 
future performance of countries, assets, markets or companies. Actual events or results may differ materially. Past 
performance figures are not necessarily indicative of future or likely performance. 

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the 
message enclosing the report (or responsible for delivery of the message to such person), you may not copy or deliver 
the message and/or report to anyone. Opinions, conclusions and other information in this document that do not relate 
to the official business of OCBC Bank, BOS, OIR, OSPL and their respective connected and associated corporations shall 
be understood as neither given nor endorsed. 

RATINGS AND RECOMMENDATIONS: 

- OIR’s technical comments and recommendations are short-term and trading oriented. 

- OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment horizon.  

- As a guide, OIR’s BUY rating indicates total expected returns (excluding dividends) in excess of 10% based on the 
current price; a HOLD rating indicates total expected returns (excluding dividends) within +10% and -5%; a SELL rating 
indicates total expected returns (excluding dividends) less than -5%. For REITs and Business Trusts, total expected returns 
including dividends apply. 

-  For companies with market capitalisation of S$150m and below, OIR’s BUY rating indicates total expected returns 
(excluding dividends) in excess of 30%; a HOLD rating indicates total expected returns (excluding dividends) within a 
+/-30% range; a SELL rating indicates total expected returns (excluding dividends) less than -30%. For REITs and Business 
Trusts, total expected returns including dividends apply. 
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