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BEIJING BEIDA JADE BIRD UNIVESAL SCI-TECH COMPANY LTD

FY2000 Results Review

RECOMMENDATION: MARKET OUTPERFORM
PRICE: HK$2.025 (30 March 2001)

    
Reuters Code: 8095.HK

    
Bloomberg Code: 8095 HK

	SHARE DATA

GEI  
:
259.09 (30 March 2001)

12-month high/low
:
HK$2.38/1.08

Issued capital 
:
264 million shares

Market capitalisation
:
HK$534.6  million

BVPS
:
HK$0.38 (FY00)* 

P/BVPS
:
5.3x

Major shareholder
: Peking University – 23%

* DIR estimates
	
	EARNINGS DATA

Year end 31 December
1999A
2000A
2001E
2002E
2003E

Net profit
HK$m
(4.2)
29.1
59.2
125.7
191.5

Change
%
0
nm
103.8
112.2
52.4

EPS
HK$
(0.06)
0.36
0.61
0.13
0.20

Change
%
(8)
nm
71.8
112.2
52.4

DPS
HK$
0.0
0.05
0.05
0.05
0.05

PER
X
nm
56.6
33.0
15.5
10.2

Yield
%
na
0.2
0.2
0.2
0.2



	
	
	

	FY2000 PERFORMANCE & BREAKDOWN (RMB m)


FY00
FY99
YoY


Actual
Actual 
(%)

Turnover

Global positioning system
22.6
0.1
>100

Network security product
22.0
6.1
>100

Wireless fire alarm system
6.6
1.0
>100

Application specific IC
6.3
0.7
>100

Smart card application system
3.3
2.5
32

Total turnover
60.8
10.4
>100

Less Operating expenses

Material & equipment
15.8
7.3
>100

Staff costs
10.8
3.5
>100

Depreciation
3.0
1.3
>100

Other operating expenses
6.7
2.9
>100

Operating profit
24.5
(4.5)
nm

Interest & other income
6.5
0
nm

Pre-tax profit
31.1
(4.5)
nm

Taxation
0
0


--------
--------


Net profit
31.1
(4.5)
nm


=====
=====

 Basic EPS (RMB cents)
3.80
(0.64)
nm

 DPS (RMB cents)
0.5
0
nm

Margins

EBITDA
45.2%
nm

Operating profit
40.3%
nm

Net profit
51.2%
nm


	
	Jade Bird reported RMB 31.1m of net earnings, about 5% better than our estimates of RMB29.7m. This is a sharp turnaround from losses of RMB4.5m recorded in FY99. Going forward, the company is strengthening its R&D capability, as well as expanding its sales and distribution network, in the face of greater competition in the IT industry. In additions, a new Sino-German joint venture contract was signed, which should start in 2Q01 to enhance its earnings. We maintain our Buy recommendation on this company. Key highlights of the results are as follow:

· Turnover jumped by almost six times last year, as the company started to push its proprietary products into the market. Major sales were derived from global positioning systems (GPS) and network security products. The increase in GPS sales was due partly to a new contract secured during the year. Jade Bird is one of the few designated commercial encryption product manufacturers approved by the government to market network security product in the country. This explains the substantial jump in network security product turnover. The company also successfully installed its wireless fire alarm system in Hainan and the product has become an industry benchmark. The WFAS will be marketed to other provinces and cities in the PRC in the future. Under the smart card application systems, Jade Bird’s “One Card Campus Services” has been installed in a number of middle schools and universities, and government authorities such as China State Statistics Department, China State Planning and Ministry of Finance. These wide applications of smart cards have broadened the company’s customer base.

· The company has very impressive profit margins, largely because most of the R&D costs were borne by the Peking University prior to the company incorporation. It has EBITDA margins of 45.2%.   



	IT industry in the PRC

· The PRC government has forecast GDP growth p.a. is 7% for the next five years, and it is one of the fastest growing IT markets in Asia. Segmental highlights include:

· Sales of computers and related products by 26% CAGR over the next five years till 2005;

· The software market is projected to show growth of over 40% in the next five years;

· Microprocessor demand is estimated to grow by 11% pa till 2004 to US$2.13bn; 

· The handset market is projected to grow 40% this year to 74m units, up from 53m units last year;

· ASIC market with CAGR of 26% to US$2bn by 2004; and

· Internet users to reach 90m by 2004, indicating that emphasis on network security will become more important.

Earnings outlook in 2001 

· Earnings growth is expected to remain strong this year, as the company has just started to market its products in more provinces and cities. Although the PRC’s entry into the world trade organisation may mean new players in the market, we believe it will have a strong market position in certain categories: such as network security, global positioning and wireless fire alarm systems. We project sales to increase to RMB169.6m and net profit of RMB63.4m, representing improvements of 179% and 104%, respectively, from last year. Key earnings drivers in are:

· Installation of the GPS units in vehicles has become more important to car owners and insurance companies. China has 14.5m vehicles at the end of 1999, of which the big cities accounted for the bulk of the total.

· Being a designated commercial encryption product manufacturer, Jade Bird should be able to ride on the enormous potential in the PRC market, especially in the financial and stock broking industries. Besides, the new Sino-German joint venture involves the design, production and distribution of network security products and provision of maintenance and after-sales services in 2Q01 will help to generate new growth. This project is expected to involve RMB6m of new investment. Given some RMB274m of cash raised during the IPO last year, we are comfortable with the company’s current financial position to fund its future expansion program.  

· Both the Chinese government and private sector are placing greater emphasis on urban WFAS, especially the company’s product has become the industry benchmark, which should help to penetrate into new markets.

· The new R&D centre in Shenzhen and a sales and distribution centre in Beijing are two of the positive developments to enhance future performance.

The above factors explain the future earnings trends of the company. However, moving forward, we believe the company will have to bear more R&D cost and therefore, its profits margins are expected to come down to a more reasonable level to reflect the impact of full cost accounting.  


	
	Valuation/Recommendation

We are maintaining our BUY call on the company given its high growth potential. Valuation is comparable to other listed companies in the similar fields, especially after the recent sell down of tech stocks in the US. Jade Bird’s FY01 PE is 33x, compared to the listed Internet security network companies in the US of 32.6x and embedded system/product manufacturers of 30.5x. The company’s 3-year EPS CAGR is 77.5%, translating into PEG of 0.4x only. Our DCF shows range of values between HK$2.37 (worst case) and HK$3.17 per share (best case), translating into upside potentials of 17% and 56.5%, respectively.
PROFIT FORECASTS & BREAKDOWN (RMB m)

Year end 31 December
2000A
2001E
2002E
2003E

Turnover

Global positioning systems
22.6
67.8
169.5
305.1


Network security products
22.0
61.6
141.7
269.2


Wireless fire alarm systems
6.6
23.1
69.3
138.6

Application specific IC
6.3
8.8
11.5
16.1

Smart card application systems
3.3
8.3
16.5
23.1

Total turnover
60.8
169.6
408.4
752.0

Less operating expense

Material & equipment
15.8
55.3
165.9
365.0

Staff cost
10.8
36.7
73.4
110.2

Depreciation
3.0
6.0
12.0
19.2


Others
6.7
12.1
24.1
36.2

Total operating expenses
36.3
110.1
275.5
530.5

Operating profit
24.6
59.5
133.0
221.5


Interest & other income
6.5
3.9
2.3
1.4

Pre-tax profit
31.1
63.4
135.3
222.9

Taxation
0
0
0
(16.7)


--------
--------
--------
--------

Net profit
31.1
63.4
135.3
206.2


--------
--------
--------
--------

Margins

EBITDA
45.4%
38.6%
35.5%
32.0%


Operating profit
40.5%
35.1%
32.6%
29.5%

Net profit 
51.2%
37.4%
33.1%
27.4%

VALAUTION 

Peer comparison

PER1
PER2

Internet security network

32.6x
22.9x

Embedded system/product

30.5x
28.5x

Embedded solution

25.3x
17.5x

DCF valuation

Discount rate

DCF/share 



HK$

15%

3.17


16%

2.94

17%

2.75

18%

2.60

19%

2.48

20%

2.37
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