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More SOE privatization to come?
■ We have seen more SOE privatization cases in the past 12 months though not all
were delisted successfully.
■ Some SOEs have been trading deeply below book value for a long time, so their
listings have lost the fundraising function.
■ We are more likely to see a proposed privatization if the listing vehicle is not very
important strategically and if the controlling shareholder owns more than 50%.
■ We believe investors should pay attention to Huadian Fuxin, Beijing Jingneng, Datang
Renewable, COSCO Shipping International, APT Satellite, Tianjin Development and
CRCC High-Tech.

SOE privatization becoming more common
In the past, SOE (H-shares and red chips) privatization was not very common, as many
parent companies considered a listing vehicle to be a valuable resource. However, the
situation has changed gradually, as there have been at least three proposed
privatizations in the past 12 months: Harbin Electric (1133.HK), AsiaSat (1135.HK) and
Huaneng Renewables (0958.HK), which was announced in early September.

Some listings no longer have a fundraising function
Although a listing vehicle can be a valuable resource, more parent companies have
become willing to consider a privatization because the listing vehicle is nearly useless if
the stock has traded far below book value for a long time. The top authorities have an
implicit requirement that prevents SOEs from issuing new shares below book value.

Factors affecting privatization
In the case of Harbin Electric, AsiaSat and Huaneng Renewables, the controlling
shareholder owns more than 50%, so the cost of privatization will be lower. The
importance of the listing vehicle also plays a key role. For example, CITIC Group and
Huaneng Group would still have other listing vehicles after the privatization of AsiaSat
and Huaneng Renewables. This makes it much easier to make a privatization decision.
Harbin Electric is one of the smallest central SOEs (market cap: HK$3.5bn), which
implies that it is not very important to keep the listing status from the perspective of the
SASAC.

Screening criteria
We screened a list of SOEs to see which companies deserve more attention from the
privatization angle: (i) P/Bv below 0.5x; (ii) the controlling shareholder owning more than
50%; and (iii) the listing vehicle being not very important strategically, based on the
discussion above. We also removed stocks with a market cap below HK$2bn (too small
for institutional investors) or above HK$30bn (the cost of privatization may be too big).
After the screening exercise, we believe the following stocks may deserve more attention:
Huadian Fuxin (0816.HK), Beijing Jingneng (0579.HK), Datang Renewable (1798.HK),
COSCO Shipping International (0517.HK), APT Satellite (1045.HK), Tianjin Development
(0882.HK), and CRCC High-Tech (1786.HK).

Huadian Fuxin
Huaneng Renewables is the new energy business arm of Huaneng Group. Similarly,
Huadian Fuxin is the new energy business arm of Huadian Group, focusing on various
kinds of renewable and clean energy. The parent company holds a 62.76% stake in
Huadian Fuxin. It is trading at 4.2x 2019F P/E, based on market consensus, and 0.48x
P/Bv.

Datang Renewable
The Company is the clean energy business arm of Datang Group, focusing on wind
power. The parent company owns a 65.6% stake. It is trading at 3.8x 2019F P/E, based
on consensus estimates, and 0.46x P/Bv. (more on next page)
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Beijing Jingneng
Beijing Jingneng is a local SOE, controlled by the Beijing municipal government
(71.4% stake). As with Huadian Fuxin and Datang Renewable, the Company is
a clear energy utilities operator. The latest P/Bv of the Company is 0.47x, with a
2019F P/E of 4.6x.

COSCO Shipping International
COSCO Shipping International provides shipping-related services. It offers
shipping, logistics, shipbuilding and ship repair services, ship trading agency
services, marine insurance brokerage services, marine equipment and spare
parts, coating products, marine fuel and other shipping-related products. The
parent company controls a 66.1% stake. The Company has kept a low profile for
a long time and has a net cash position of more than HK$6bn, equivalent to 1.7x
of its market cap.

APT Satellite
China SatCom owns a 53.23% stake of APT Satellite. There are only two
licensed satellite operators in China: a) China SatCom and b) Asia Sat. The
latter has just completed the privatization at a P/Bv of 1.1x. Since China SatCom
(601698.CH) was listed on the Shanghai Stock Exchange this year and is
trading at 5.74x 2019F P/Bv, this makes the listing status of APT Satellite less
important. In particular, it has lost most of the fundraising function at 0.45x P/Bv.

Tianjin Development
Like COSCO Shipping International, Tianjin Development has remained very low
profile for a long time, with a net cash position of more than HK$4.5bn,
equivalent to nearly 2x its market cap. The parent company, Tianjin
Pharmaceuticals, owns a 62.8% stake in the conglomerate.

CRCC High-Tech
CRCC High-Tech is a railway maintenance machinery manufacturer. It provides
machinery and parts sales, and overhaul and maintenance services. CRCC
(1186.HK) owns a 65% stake in the Company. It was listed on the main board in
December 2015 at HK$5.25 per share, and the latest price is HK$1.38 (0.35x
P/Bv).

Figure 2: Recent cases of SOE privatization
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Disclaimer
This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any jurisdiction
where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China Galaxy International Securities
(Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing requirement within such jurisdiction.
This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International Financial
Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly or implied) is made as
to their accuracy, correctness and/or completeness.
This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past performance should
not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. The
recipient of this report should understand and comprehend the investment objectives and its related risks, and where necessary consult their own independent
financial advisers prior to any investment decision.
Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this report, such
views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings Limited, its subsidiaries and
associate companies (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).
All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy International and/or
the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report and its attachment/s and/or
any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests
China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy International
Financial Holdings Limited. China Galaxy International may have financial interests in relation to the subjected company(ies)’ securities in respect of which are
reviewed in this report, and such interests aggregate to an amount may equal to or less than 1% of the subjected company(ies)’ market capitalization unless specified
otherwise.
One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) mentioned in this
report.
China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transactions with the
securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a position or holding, or other
material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.
Galaxy International Securities may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of,
any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or investment services in relation
to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this report.
Furthermore, Galaxy International Securities may have received compensation for investment banking services from the company(ies) mentioned in this report within
the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).
China Galaxy International has procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the
production of research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment banking
function of Galaxy International Securities and procedures are in place to ensure that confidential information held by either the research or investment banking
function is handled appropriately.

Analyst Certification
The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered in this report:
(1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or her compensation was, is, or
will be, directly or indirectly, related to the specific views expressed by the analyst in this report.
Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and Futures
Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of this report; (2) will deal in
or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as an officer of any of the Hong Kong-listed
companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies covered in this report.

We are transferring the rating mechanism from “BUY, SELL, HOLD” to “ADD, REDUCE, HOLD”. Please refer to the definitions below.
Explanation on Equity Ratings (Existing mechanism (will be replaced by new mechanism by 01/09/19))
BUY
: share price will increase by >20% within 12 months in absolute terms
SELL

:

share price will decrease by >20% within 12 months in absolute terms

HOLD

:

no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL

Explanation on Equity Ratings (New mechanism)
ADD
: The stock’s total return is expected to exceed 10% over the next 12 months.
REDUCE

:

The stock’s total return is expected to fall below 0% or more over the next 12 months.

HOLD

:

The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
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No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co., Limited.
China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
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