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Industry Development

Major targets of China Railways’ development (now to FY2020)
Current 2010 2020

Total operating track length (in km) 75,438 90,000 100,000
Double track ratio 33.90% 45% 50%
Electrified track ratio 26.70% 45% 50%
Source: MOR

Ambitious Plan Creates a Huge Funding Gap
 Investment in the railway tracks alone will increase CAPEX from a historical

average of RMB 50 billion to RMB 250 billion p.a.
 MOR will have a funding gap of at least RMB 40 billion p.a. even if it

increases current bank borrowings by 5 times.

China has the Busiest Railway System in the World
 Uses 6% of the world’s total track length to handle 24% of the world total passenger and freight traffic
 Load factor: for cargo transportation, presently only 1/3 of existing demand is met

Increasing Capacity

Source: MOR, Deutsche Bank AG

 Increase speed limitations

 Build new tracks
 Modernize existing tracks

 Since 1997, China has raised its train speed 6 times. The last two speed
raisings in 2004 and on 18 April 2007 increased the freight transportation
capacity of the railway network by 15.0% and 12.0% respectively.
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Prevailing Dilemma

Estimated Current Market Demand (70 tons wagons) >280,000

Estimated Wagons in Service <140,000 

Source: National Bureau of Statistics

Wagons being retired 
due to their age and 

limited capacity
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National Railways in Operation

Source: National Bureau of Statistics of China
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Principal Technical Indicators

Source: National Bureau of Statistics of China
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*  Please note that figures for year 2006 are only for the period 11 months ending November 30, 2006

Distribution by Transportation Modes

Source: National Bureau of Statistics of China
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Rail Freight Traffic by Cargo Type

Over 35% of total traffic is in the transport of coal and coke 
and 7% is in metal ores 

The three cargo types combined for more than 1,257 million 
tons of cargo transported

Source: National Bureau of Statistics of China
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Future Trends

The MOR intends to permanently retire 70,000 wagons in 2007, and 135,000 wagons in 
2008 and 2009.

China’s railway traffic growth is supply driven.  With an expected increase in capacity, traffic 
growth is expected to achieve 6% p.a. over the next 10 years

Phase II calls for additional investment of 250 trains (inclusive of specialized trains/wagons) 
for the rail freight transportation of oil and metal ores

Source: MOR

Transport of passengers and cargos have already began to operate on separate but parallel 
tracks

Source: Deutsche Bank AG

Only 41,000 replacement wagons will be purchased in 2008, there is still a significant gap to 
bridge

Freight tariff is expected to increase 

Today, more 40% of cargo transported by rail freight is coal
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Window of Opportunity

 Focus on increasing track 
capacity to 100,000 km 
by 2020

 Huge commitment – cost 
estimated at RMB 1,250 
billion over the next 5 
years

 Large Funding Gap - Even 
with operating cash flow, 
local government 
support, treasury bank 
borrowings, bonds, 
private sector investment, 
there is still an estimated 
RMB 40 billion shortage 
for each of the next 5 
years

 With most of the available 
funding allocated for 
railway tracks build-up, 
the MOR does not have  
sufficient resources to 
upgrade its train fleet in 
line with the development 
of the railway network

 Only replacement cost for 
up to 41,000 wagons have 
been earmarked for each 
of the next 5 years

Shortage in funding 
situation created an 

investment opportunity 
for an independent 3rd

party to step in and fill 
the gap

Nationwide Rail Freight Transportation Services Provider 

Phase I  - 300 Trains (55 wagons/train) Phase II  - 250 Trains (55 wagons/train)
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Offering rail freight transportation 
services from Shaanxi Province and 
Inner Mongolia to major coastal 
cities, and western regions of the 
country 

Providing Rail Freight Transportation Services Nationwide

Inner Mongolia
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A Synopsis of the Investment Opportunity

Background: Hong Kong Listco is acquiring a controlling 61.25% stake in Onway Logistics Limited (“Target”) for 
HK$681,450,000 to be primarily settled by way of new shares issuance.  Target, in turn, owns an 80% stake in 
China Railway Television Freight Logistics and Transportation Limited, set up to develop into a nationwide 
logistic services provider.

 First-of-its-kind, a full fledged rail freight operator established in the PRC and superimposed into a Sino-
Foreign JV structure.

 Bulk/Dirty Cargo Dedicated, 

 The management believes there is Potential for Tariff Hikes for wagons with a payload of 70 tons. 

 Light Assets Model, only need to pay MOR 35% of its Gross Revenue for rail network usage and 
reimbursement of operation costs.

 Plug and Play minimum turnaround time.

 50 years joint venture period.

 Exclusivity, first right of refusal to undertake expansion plans

 Investment capital to purchase for 30 trains leading to up a total of not less than 300 trains (of 55 wagons or 
a total of 16,500 wagons each having a payload of 70 tons).

 CCBI is Financial Advisor in fund raising exercises: (i) US$2–300M  (in straight/quasi-equity) and, (ii) bank 
financing of up to US$450M (in RMB equivalent) (300 trains X RMB 22m/train = RMB 6,600M direct CAPEX)

Payback Period (per wagon) = 1.10 years (before administrative costs/financing expenses/tax)

RMB 400,000 / [(70*946*6*12*0.095*91.39%*65%) + (70*946*6*12*0.067*45.7%*65%)] = 1.10 years
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Revenue  Trains in service = Y1: 30 (3Q); 30(4Q); Y2: 40 (1Q); 50(2Q); 50(3Q); 50 (4Q) and
Y3 50 (1Q)

 Unit freight rate = RMB 0.095/ton/km (return trip RMB 0.067/ton/km)
 Number of trains = 300 each having 55 wagons
 Loading capacity/wagon = 70 tons
 Distance/route/month/train = 946 km/6X/month
 Utilization rate – 91.39% (return trip – 45.70%)

Interest Income  2% p.a. on 50% of cash B/F (each quarter/year end)

Management Fee (to MOR)  35% on gross revenue for usage of rail networks

Repair & Maintenance (wagons)  5% on gross revenue/year

CAPEX  300 trains: RMB 22M/train or RMB 6.6 billion;
 Other Fixed Assets: RMB 10 million/Quarter;
 4 PRC Offices: RMB 7.5 million/PRC Office

Depreciation/Amortization  Trains – 16 years; Other Fixed Assets – 5 years; Office Set-up cost – 3 years

HK Office Operating Cost  RMB 2M/month increasing by 15% (Y2-4); and 10% thereafter.

PRC Offices Operating Cost  RMB 0.9M/month/office increasing by 20% (Y2-4) and 15% thereafter

Sales Tax  5% (Project is not required to pay VAT Tax of 12%)

Dividend Payout Ratio  80%

Income Tax  Y1-2 - fully exempted; Y3-5 – 12.5%; 25% thereafter

Bank Financing (10 years)  US$450M (in RMB) Upfront fee - 1%; Interest rate – 7%; 8 annual repayments

Financial Assumptions
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Rationale Behind Our Basic Business Model

Rail Freight 
Transportation 
(“Company”)

Railway Operator 
(“China Railways”)

Power Plant 
(“Purchaser”)

Market conditions dictates the need for 
pre-arranged multi-party agreements 
for timely delivery of purchased cargo

Coal Mining Company 
(“Supplier”)

Pre-determining departure 
schedule assures cargo will 
be timely delivered on the 
world’s busiest and most 
efficient tracks network

Ensuring a sufficient  
number of trains/wagons 
has been reserved to up 

load the purchased cargo 
ready for transport

C
O
A
L
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Proposed Allocation of Rail Lines
For Transportation of Coal Cargo
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Rail Freight Train/Wagon Manufacturer

China Northern Locomotive & Rolling Stock Industry (Group) Corporation

Source: 2004 CNR Annual Report
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Rail Freight Train/Wagon Manufacturer

As of year-ended 2004

 Headquarter – Beijing

 Annual Production Capacity –

 280 Electric Locomotives; 350 Diesel Locomotives; 1,650
Passengers Cars; 30 Multiple units; 700 Metro Cars; 20,000
Freight Wagons

 Repairing capacity (for) – 200 Electrical Locomotives; 460
Diesel Locomotives; 1,900 Passenger Cars; 25,000 Freight
Wagons; and outstanding production scale for components

 29 subsidiaries - 17 wholly owned, 8 via shareholding and 4
via mutually shareholding

 Working Staff – over 100,000 employees

 Financial Performance

 Total Sales – RMB 15.35 billion

 Net Operating Profit – RMB 2.38 billion

 Total Assets – RMB 24.25 billion

 Shareholders’ Equity – RMB 7.08 billion

China Northern Locomotive & Rolling Stock Industry (Group) Corporation

Source: 2004 CNR Annual Report
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HK Listco

Dragon Billion Limited
(Purchaser)

Eternity Profit Investments Limited
(Target)

China Railway Hong Kong
(HK JV Shareholder)

Guangdong China Railway
(PRC JV Shareholder)

Beijing Run Tong
(PRC JV Shareholder)

China Railway Television Freight 
Logistics  and Transport Co. Ltd.

(PRC Subsidiary)

100%

A wholly-owned Subsidiary of 
Ministry of Railways 

(approved by the Ministry of 
Commerce)

A wholly-owned Subsidiary            
of GDCRTM                        

(approved by the Ministry of 
Commerce and established in HK)

Registered Capital: RMB 50M+200M
Total Investment: up to RMB6,600M
Business Scope: domestic trade; import and 
export trades of goods and technology; 
agency of railway transportation
Joint Venture Period: 50 years
(23 Jan 07 to 22 Jan 2057)
De Facto Non-competition undertaking from 
MOR for 50 years

49% (61.25% x 80%) 
share of the 

operating company

Shareholding Structure

16% 80%

38.75%61.25%

100%

Onway Logistics Limited
(JV Co. A)

4%

A wholly-owned 
Subsidiary of    

Ministry of Railways 
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 Guangdong China Railway Television Media Company Limited (广东中铁视媒体
有限公司 or “GDCRTM”) is a wholly owned subsidiary and window company of
the Ministry of Railways which has been approved by the Ministry of
Commerce of the People’s Republic of China (for additional information, please
log on to http://www.crstv.com.cn/chineseweb/fzzl.asp)

 China Railway Television Media (Hong Kong) Company Limited (香港中铁视媒
体有限公司 or “CRTM”) is a wholly owned subsidiary and window company of
GDCRTM which has been established in Hong Kong, SAR, and approved by
the Ministry of Commerce of the People’s Republic of China (for additional
information, please log on to http://www.crstv.com.cn/chineseweb/jgsz.asp)

 Beijing Run Tong Transportation Consulting Company Limited (北京润通运输咨
询有限公司) is a wholly owned subsidiary of the Ministry of Railways

Shareholders
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Company Code Market Cap EPS Div P/E P/B P/S ROE D/E

Guangshen Railway 525 6,264 0.14 3.8% 22.5 1.29 n/a 5.8 0.02

Daiqin Railway 601006 14,842 0.36 5.8% 18.0 3.52 n/a 19.5 0.27

CR Tielong Container 600125 707 0.247 0.3% 24.3 4.04 n/a 11.3 0.71

CR Erju Co Ltd 600528 623 n/a 3.9% 20.0 0.86 n/a 4.4 n/a

Zhuzhou Times 600458 289 n/a n/a 34.8 n/a n/a n/a n/a

Jinxi Axle 600495 323 n/a 1.5% 28.4 n/a n/a 6.3 n/a

South Huiton 000920 198 n/a 0.0% -11.6 n/a n/a -18.0 n/a

East Japan Railway 9020 28,061 n/a 1.1% 24.0 2.09 n/a 9.0 n/a

Central Japan Railway 9022 22,820 n/a 0.6% 22.8 2.46 n/a 11.4 n/a

Canadian NatL Railway CNR 23,268 n/a 1.1% 16.5 2.70 n/a 16.8 n/a

Canadian Pacific Railway CP 8,596 n/a 1.2% 14.2 1.76 n/a 13.0 n/a

Union Pacific UNP 25,739 5.91 1.5% 17.4 1.88 1.78 10.9 0.45

Norfolk Southern NSC 20,646 3.57 1.1% 14.1 2.09 2.12 15.5 0.64

Kansas City Southern KSU 2,410 1.10 0.0% 42.2 1.52 1.44 4.8 0.98

CSX Transportation CSX 15,492 2.82 0.8% 13.2 1.88 1.70 15.2 0.57

BNSF Railway BNI 28,430 5.10 1.07% 16.0 2.89 1.95 18.6 0.65

US Railway Industry 2.96 0.68 8.6 2.45 2.26 13.3 0.62

Note 1- Market capitalization is in USD millions
Note 2 – EPS in respect of PRC railway companies are denominated in RMB and USD in respect of U.S. companies for the year ending 2005.

Comparable Stocks Worldwide

Source: Thomsoninvest.com, Deutsche Bank AG
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This document contains statements that constitute “forward-looking statements”, including, but not limited to,
statements relating to the implementation of strategic initiatives, and other statements relating to our future
business development and economic performance.

While these forward-looking statements represent our judgments and future expectations concerning the
development of our business, a number of risks, uncertainties and other important factors may render actual
developments and results to differ materially from our expectations.

These factors include, but are not limited to, (1) general market, macro-economic, governmental and regulatory
trends, (2) movements in local and international securities markets, currency exchange rates and interest rates,
(3) competitive pressures, (4) technology developments, (5) changes in the financial position or credit-
worthiness of our customers, obligors and counterparts, and changes in the developments in the markets in
which they operate, (6) legislative developments, (7) management changes and changes to our business group
structure and (8) other key factors that may adversely affect our business and financial model.

XYZ Company Limited is not under any obligation to (and expressly disclaims any such obligations to) update or
alter its forward-looking statements whether as a result of new information, future events, or otherwise.

This material may not be reproduced, distributed or transmitted to any other person or incorporated in any way
into another document or other material without the prior written consent of XYZ Company Limited.

This document is not:
(a) an offer of securities for sale in Hong Kong or elsewhere; or
(b) an invitation to enter into an agreement to acquire, dispose of, subscribe for or underwrite securities; or

related to the issue of any securities.
This document (and the information contained herein) is not for publication or distribution to any person(s)
except as permitted by XYZ Company Limited.

Disclaimer
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