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A low-cost & value-added solution supplier  
 One-stop logistics solution specialist: Mitsumaru East Kit 

(MEK) has developed a business platform to provide value-
added services in the CTV supply chain. We believe it is also 
able to extend this platform to capture demand in the audio-
visual products, not just limited to TV chassis. The robust 
demand growth in consumer electronics product market would 
offer a great market potential to the company. Its current 6.2x 
FY05 PER valuation does not reflect the underlying value. 

 Sustainable growth outlook:  We expect robust demand for 
its services solutions due to: 1) market compeition triggering 
CTV manufacturers to seek low-cost solutions and raw 
materials; 2) continued outsourcing orders in China fuelling 
export growth; and 3) strong domestic CTV consumption in line 
with China’s marcoeconomic growth. 

 “No brand” strategy: Unlike CTV manufacturers required to 
have high promotion & marketing costs to establish their own 
brand names, MEK adopts a low cost strategy to minimize its 
overhead expenses. As such, MEK is able to achieve a higher 
net margin as compared to the CTV industry. 

 A strong comeback in FY05. The short-term profit 
weakness in FY04 is mainly due to a margin squeeze from 
higher materials costs, additional listing & litigation expenses, 
and a delay of high-margin overseas orders in 2H04. However, 
We believe that its gross margins in FY05 and FY06 would 
improve to 15% and 16% respectively through volume growth 
and a shift in product mix towards high-end products such as 
TFF-LCD TV and PDP TV. 

 Undemanding valuation : A 2-year US$40mn supply 
contract with Standard & Western from Russia and a renewed 
US$33mn contract from Cuba would fuel profit growth between 
2004-2006. We have tweaked our earnings forecasts. Maintain 
BUY with our target price of HK$1.65 based on 8.0x FY05 PER, 
pointing to 29% potential upside. 

KEY DATA  

Sector Electronics 

Share price HK$1.28 

Stock code 2358 

Shares O/S 400mn 

Mkt. Cap  HK$512mn 

52wks High-Low HK$1.29-1.01 

NTAV per share HK$0.36 

Major Shareholders Zhang Shuyang  
(62.3%) 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Price performance 

0.9

0.95

1

1.05

1.1

1.15

1.2

1.25

1.3

Jul-04 Aug-04 Sep-04 Oct-04 Nov-04 Dec-04

HK$

 
Source: Bloomberg 

 
 
 
 
 

Earnings Summary 
Year-end 31 Dec FY02A FY03A FY04F FY05F FY06F
Turnover (HK$ mn) 667.4 624.1 665.0 916.6 1,123.0
Net profit (HK$ mn) 23.9 64.7 45.5 82.6 111.7
Fully-diluted EPS (HK$) 0.060 0.162 0.114 0.206 0.279
EPS Growth (%) 19% 171% -30% 81% 35%
PER (x) 21.5 7.9 11.3 6.2 4.6
DPS (HK$) n.a. n.a. 0.03 0.06 0.08
Yield (%) n.a. n.a. 2.7% 4.8% 6.5%  

Source: Company information, FSSL estimates 
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A low cost & value-added solution supplier  

 Mitsumaru East Kit (MEK) specializes in providing one-stop solutions for the production of 
CTV and other audio-visual products in China. The company is able to help CTV 
manufacturers effectively reduce costs and time in sourcing parts and components 
according to customers’ requirements and needs.  

We expect domestic demand for its logistics and procurement services to remain robust 
on strong domestic consumption and continued outsourcing trend. The company has 
recently secured Russian and Cuban contracts, which will fuel its earnings growth over the 
next two years.  

Besides, its “no-brand” strategy enables the company to service diversified customers and 
attain better margins, which is differentiating it from ordinary CTV manufacturers in the 
highly competitive marketplace. We also look to the company’s ability to extend the current 
business platform to cater for new demand in other audio-visual products in the near 
future. 

Russian & Cuban contracts – earnings boosts 

The recent Russian and 
Cuban contracts will boost 
its earnings over the next 
two years. 

MEK has signed a 2-year supply contract of no less than US$40mn with Standard and 
Western Group (SWG) to supply CTV components. SWG is the largest TV manufacturer in 
Russia and the eighth largest CTV manufacturer in the world with an annual capacity of 
3.5mn TV sets. The components and parts will be used to make ‘Rolsen’ and ‘Rubin’
models according to designs and specifications.  

In our opinion, this secured contract should be positive to MEK as it can be translated into 
1.5mn units of TV chassis orders for FY05-06. With the management guidance, 60% of the 
orders will be delivered in FY05, and the remaining 40% will be delivered in FY06. 

Last week, MEK also signed a MOU with a Cuban TV manufacturer and Qingdao Haier to 
deliver the second batch of 1.0mn units of TV parts. MEK will supply TV chassis while 
Haier will supply TV casings to the Cuban TV manufacturer. The total contract size is 
HK$260mn (US$33mn). This has triggered us to review our earnings forecasts. 

MEK’s platform leveraged into consumer electronics  

MEK’s business model 
can be extended into 
other consumer 
electronics. 

Although MEK currently serves mainly CTV customers, its value-added one-stop services 
platform can extend into other consumer electronics such as digital audio, and video 
products. The robust demand growth in consumer electronics products in developing 
countries would offer an enormous growth potential to the company.  

According to IDC, China would have a huge market of US$100bn for consumer electronics 
by 2008. Consumer electronics Chinese people use have extended from CTV, PC and 
telephone to PDA, digital TV and digital family multimedia centre.  This would translate into 
annual growth of high teens over the next few years. In light of these growing 
opportunities, MEK, a low cost and value-added services solution provider, would capture 
potential outsourcing jobs for a variety of audio and visual products from manufacturers in 
the PRC.  

A beneficiary from outsourcing trend  

MEK will benefit from the 
outsourcing trend in the 
PRC manufacturing 
sector. 

MEK enjoys a well-diversified customer base of over 70 customers. Presently the company
assists CTV manufacturers in sourcing TV chassis in China through its efficient logistics 
and procurement platform. MEK will continue to be a beneficiary of this rising outsourcing 
trend in China. We believe that the future growth momentum is driven by the following  
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factors:   

Severe competition leads to CTV manufacturers to procure low-cost goods  

Amid the price competition, CTV manufacturers have to keep their production costs as low 
as possible. The global CTV market has been undergoing consolidation over the past 
years. Major players have rapidly expanded their production operations via cooperation or 
M&A activities. In addition to the gain from the economies of scales, CTV manufacturers 
are also looking for gains from outsourcing jobs.  

Basically, outsourcing has two major advantages to them. First, it offers greater flexibility in 
meeting market demand as CTV manufacturers do not need to heavily invest on assets 
and employees. They can easily cut their costs, shorten product cycles and keep minimal 
inventories. Second, since there are a variety of components and parts for different CTV 
models, outsourcing to one-stop solution providers like MEK, can enable CTV 
manufacturers to enjoy lower volume purchasing and logistics costs.  

China’s low cost and high productivity   

China has its own strengths. China has ample sources of low-cost and skilled labor, plus 
technological advancements. Most of parts and product manufacturing facilities have been 
relocated in China. The result of this trend is demonstrated in robust export growth. In 
2001-03, total TV sets exported from China have maintained an annual growth rate of over 
50% per year. Electrical appliances such as, TVs, white goods, audio goods are also 
expected to continue to fuel China’s export growth. We believe that MEK should benefit 
from this trend.  

According to statistics, 2003 global CTV demand reached 170mn units, 40% of which were 
manufactured in China, while sales amounted to US$61bn. It is expected that in 2008, 
global CTV sales and unit demand would increase to US$86bn and 196mn units 
respectively. This translates into a CAGR of 7% in turnover over the next five years.  While 
production facilities in developed countries continue to be relocated, China is expected to 
gain more market share in future in terms of production output.  

China total TV set exports   
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CTV demand growth in China remains strong 

CTV demand remains 
strong in the PRC. 

CTV is a typical consumer electronics product, demand for which is highly related with 
macroeconomic developments. As China’s GDP is expected to maintain its growth rate of 
7-9% p.a., demand for CTVs is expected to increase. In addition, we believe that strong 
domestic demand for CTVs is also due to: 

Low penetration in the rural China.  

According to CCID analysis, there was a big contrast in the CTV penetration rates between 
the rural and urban areas in 2003. Out of 123mn urban households in China, there were 
127.9mn units of CTVs for every 100 such households. However, out of 232mn rural 
households, there were only 67 units of CTVs for every 100 such households. While the 
rural living standards in China continue to improve and more cities are urbanized, demand 
for CTVs should also increase correspondingly. If we apply the current urban penetration 
rate to the rural areas, it would translate into an additional demand of 141mn units of CTV, 
not mentioning the replacement demand. 

Development of digital television and the 2008 Olympic Games. 

The Chinese government is actively promoting the development of digital television. 
According to the State Administration of Radio, Firm and Television of the PRC, it is 
expected that digital television broadcast would be widely adopted in 2010 and analogue 
television broadcast would cease in 2015. Furthermore, with the advent of the 2008 
Olympic Games, the Digital Olympics Programmes have also been called to implement the 
analogue-to-digital broadcast transformation. If this plan is implemented accordingly, this 
means that some 400mn CTVs in China would be shortened their replacement cycle.  

High net margin compared to CTV manufacturers 

We expect MEK’s margins 
to further improve through 
the economies of scale 
and a shift in product mix. 

Unlike domestic CTV manufacturers achieving about 2-4% of net margins, MEK, being a 
value-added services provider, was able to accomplish about 7% net margin in 1H04. 
Although severe competition in the CTV market has eroded CTV manufacturers’
profitability, there is a little impact on MEK.  

In terms of 2003 gross margin, MEK achieved 16%, which was in line with the average 
gross margin achieved by CTV manufacturers. The comparable margins between MEK 
and CTV manufacturers are understandable as they are working in the same industry. 
However, without incurring sizable marketing expenses and brand promotion costs, MEK 
can significantly reduce overhead costs. This is the reason why MEK’s operating and net 
margins can be higher than CTV manufacturers’.  

We argue that MEK’s net margin should benefit from the increasing economies of scale as 
CTV manufacturers continue to outsource their pre-assembly processes.  As such, we 
expect MEK’s current net margins to improve further from the larger bulk purchasing of 
parts and components in future. We also believe that the launches of new high-end 
products such as such as TFT-LCD TV, and PDP TV, would enhance its margins.  

Earnings outlook 

 MEK has recently increased its warehouse space to handle about 9.0mn units of TV 
chassis per year and relax its capacity constraint. Boosting from the orders from Russia 
and Cuba, we project that MEK’s unit sales would grow to 5.1mn units in FY05 and 5.9mn 
units in FY06, up 45% and 17% yoy increases respectively. We remain optimistic about 
the future growth prospects for its logistics services for the next few years thanks to 
continued outsourcing trend and the business extension to audio-visual product market.  

We also forecast that its FY05 and FY06 gross margins would improve to 15% and 16% 
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respectively through volume growth and a shift in product mix towards high-end products. 

For the average unit price assumption, we project that the average unit price would 
continue to fall another 5% yoy in FY05 because of the severe market competition in the 
CTV industry. However, we assume that its average unit price would inch up by 5% yoy in 
FY06. This is based on our belief that MEK is able to launch new high-end products to 
enhance its overall gross margin. 

Major revenue and margin assumptions:  

FY03A FY04F FY05F FY06F
Unit sales (mn) 2.9 3.5 5.1 5.9
YoY growth (%) n.a. 20% 45% 17%
Average unit price (HK$) 213 190 181 190
YoY change (%) n.a. -11% -5% 5%
Gross margin (%) 16.2% 14.0% 15.0% 16.0%  

Source: FSSL 

FY05 profit is expected to 
be HK$83mn. 

FY04 profit weakness, but FY05 a strong comeback 

The short-term profit weakness in FY04 is mainly due to: 1) a margin squeeze from higher 
materials costs; 2) additional listing & litigation expenses; 3) a delay of high-margin 
overseas orders in 2H04; and 4) weaker interim results. As a result, we expect MEK’s 
FY04 profit to drop 30% yoy to HK$46mn.  

However, in light of unit sales boosted by new orders and margin improvements, we have 
forecasted that MEK would achieve net profits of HK$83mn and HK$112mn in FY05 and 
FY06 respectively.  

Undemanding valuation 

Our target price is set at 
HK$1.65, which is 8.0x 
FY05 PER. 

Based on our latest earnings estimates, MEK is trading at 6.2x FY05 and 4.6x FY06 
prospective PER respectively.  

By applying an 8.0x FY05 PER multiple we have used before, our target price is revised to 
HK$1.65, compared to our previously HK$1.68, still implying potential upside of 29% 
against the current share price of HK$1.28. According to the company’s prospectus, the 
management expects to distribute about 30% of its future profit as dividends. It implies that 
the dividend yields are estimated to be 4.8% and 6.5% in FY05 and FY06 respectively. 

In our opinion, any further positive surprises from the platform extension into other audio-
visual products would prompt the market to re-rate the stock in the future. 

Comparables comparison 

We cannot find any exact comparison in the local market. We have therefore used 
valuations of CTV-related stocks to value the company. Excluding Skyworth (751), which 
has been suspended due to the fraud scandal, MEK is trading at a slight discount to the 
HK-listed CTV industry average of 8.7x PER.  

However, earnings comparison among CTV OEMs and MEK are not quite meaningful, 
although they are working in the same industry. Unlike an OEM manufacturer, MEK is a 
services provider. As such, we believe that MEK deserves to trade at a premium to the 
multiples of CTV manufacturers for the following reasons: 1) CTV OEMs are facing quickly 
eroding profit margins due to fierce market competition, while logistics services providers 
like MEK, do not have this problem. 2) MEK’s services platform can cater for a diversified 
customer base. Its platform is not bounded to CTV manufacturers only. The huge potential 
growth in other consumer electronics products should be taken into account.  
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Relative valuation 

Code Curr. Share Price Current Market Cap P/B (x)
(HK$mn) Curr. year Next year Curr. year Next year

HK listed - CTV-related stocks
IRICO 438 HK HKD 1.39 2,698.2 16.1 n.a. 7.7 n.a. 1.1
Skyworth - trading suspended 751 HK HKD 2.725 6,135.5 18.4 19.3 14.6 12.2 2.4
TCL Int'l 1070 HK HKD 1.71 4,716.1 -27.7 -1.1 9.8 9.9 1.1

Mainland listed - CTV-related stocks
Konka 200016 CH HKD 3.7 2,557.1 9.2 4.2 20.8 19.9 0.8
Hisense 600060 CH CNY 6.1 2,841.5 53.6 45.7 47.3 32.4 1.3
Sichuan Changhong 600839 CH CNY 3.76 7,676.8 -65.2 94.9 96.4 49.5 0.6

Mitsumaru East Kit 2358 HK HKD 1.28 512.0 -29.7 81.5 11.3 6.2 2.3

EPS Growth (%) PE (x)

 
Sources: FSSL, Bloomberg, I/B/ES estimates 
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Profit & Loss Statement 

Year-end Dec (HK$'000) FY02A FY03A FY04F FY05F FY06F

Turnover 667,357 624,057 664,982 916,592 1,122,996

Cost of sales (584,180) (522,934) (571,884) (779,103) (943,317)

Gross profit 83,177 101,123 93,097 137,489 179,679

Other revenue & gains 4,346 3,746 2,476 2,476 2,476
Selling and distribution costs (4,387) (5,248) (5,586) (7,699) (9,433)
Administrative expenses (19,813) (22,608) (33,999) (35,837) (43,906)
Prov for bad & doubtful debts (46,798) 0 0 0 0
Other operating expenses (1,599) (2,491) (2,000) (2,000) (2,000)

Profit from operating activities 14,926 74,522 53,988 94,429 126,816

Finance cost (2,442) (3,581) (3,812) (2,668) (2,668)

Profit before tax 12,484 70,941 50,177 91,761 124,147

Taxation 11,372 (6,559) (5,018) (9,176) (12,415)
Minority interests 0 350 350 0 0

Attributable profit 23,856 64,732 45,509 82,585 111,733

Fully-diluted EPS (HK$) 0.06 0.16 0.11 0.21 0.28
DPS (HK$) n.a. n.a. 0.03 0.06 0.08

YoY Growth (%)
Turnover 2.6% -6.5% 6.6% 37.8% 22.5%
Gross profit 5.8% 21.6% -7.9% 47.7% 30.7%
Net profit 18.8% 171.3% -29.7% 81.5% 35.3%

Margins (%)
Gross margin 12.5% 16.2% 14.0% 15.0% 16.0%
Operating margin 2.2% 11.9% 8.1% 10.3% 11.3%
Net margin 3.6% 10.4% 6.8% 9.0% 9.9%  

Sources: company information, FSSL estimates 
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Balance Sheet 

YE Dec (HK$' 000) FY02A FY03A FY04F FY05F FY06F

Current assets
Cash and cash equivalents 31,730 49,185 91,019 125,501 165,410
Debtors 215,373 209,119 246,043 320,807 393,049
Inventories 46,276 60,344 59,848 82,493 101,070
Other current assets 86,317 84,888 38,169 38,608 39,108
Sub-total 379,696 403,536 435,079 567,409 698,637

Fixed assets
Fixed assets 32,174 36,620 62,958 76,662 88,996
LT/Time deposits 8,780 17,361 17,361 17,361 17,361
Others 25,512 25,498 21,273 21,273 21,273
Sub-total 66,466 79,479 101,592 115,296 127,630

Total assets 446,162 483,015 536,671 682,705 826,267

Creditors 316,517 276,582 279,292 366,637 426,739
Short-term debt 36,502 44,874 32,874 32,874 32,874
Other current liabilities 6,147 9,978 106 106 106

Total assets less current liabilities 86,996 151,581 224,399 283,089 366,548

Share capital 5,000 5,000 40,000 40,000 40,000
Reserves 75,949 140,394 179,052 237,742 321,201

Shareholders' funds 80,949 145,394 219,052 277,742 361,201

M.I. 0 349 0 0 0
Long-term debt 5,175 4,823 5,244 5,244 5,244
Other long-term liabilities 872 1,015 103 103 103

Total Equity + Long-term liabilities 86,996 151,581 224,399 283,089 366,548

Net cash/(debt) (9,947) (512) 52,901 87,383 127,292
Total capital employed 122,626 195,440 257,170 315,860 399,319
Working capital 20,530 72,102 122,807 167,792 238,918  
Sources: company information, FSSL estimates 
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Cashflow Statement 

YE Dec (HK$' 000) FY02A FY03A FY04F FY05F FY06F

Profit before tax 12,484 70,941 50,177 91,761 124,147

Depreciation 2,224 3,074 3,662 6,296 7,666
Amortization 197 0 0 0 0
Tax paid (2,944) (6,748) (5,018) (9,176) (12,415)

Gross cashflow 11,961 67,267 48,821 88,880 119,399

(Increase)/decrease in WC 10,006 (47,749) (33,718) (10,064) (30,716)
Net capex (7,784) (14,494) (30,000) (20,000) (20,000)
(Increase) in other assets, net of liabilities (41,907) 3,884 40,160 (439) (500)

Free cashflow (27,724) 8,908 25,263 58,377 68,183

Dividend paid 0 0 (65,000) (23,895) (28,273)
Investments (2,502) 0 0 0 0
Increase/(decrease) in debts 15,662 8,020 (11,579) 0 0
Increase/(decrease) in MI 0 699 (350) 0 0
Issued in share capital 0 0 93,500 0 0

Net cashflow (14,564) 17,627 41,834 34,482 39,910

Cash & cash equivalents at year-beginning 46,308 31,730 49,185 91,019 125,501
Effect of foreign exchang rate changes (14) (172) 0 0 0
Cash &cash equivalents at year-end 31,730 49,185 91,019 125,501 165,410  
Sources: company information, FSSL estimates 
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Appendix - Company profile 

 Mitsumaru East Kit is a one-stop solution provider for the production of CTV and other 
audio-visual products. It specializes in the design, development and sale of TV chassis, 
materials requisition and assembling. MEK’s customers are mainly manufacturers of 
audio-visual products and consumer electronics in China, Hong Kong, India, Cuba, Russia, 
Germany and Australia.  

MEK maintains an extensive sourcing database extending to over 200 suppliers in the 
PRC and overseas. The comprehensive database enables the Group to source the 
required raw materials and components to meet individual customer’s needs with flexibility 
and in a cost-effective manner.  

MEK designs PCB layout and software program for the control system of a TV set based 
on the requirements of its clients. After sample testing and fine-tuning, MEK will source the 
parts and components including LCD display panels, plastic casings, ICs and transformers 
etc. All these parts will be tested, sorted and stored at MEK’s warehouses. The completed 
kits will be shipped in forms of CKD, SKD and CBU formats. Upon requests from its 
clients, MEK can also assemble products itself or outsource the assembling process to 
outside parties to deliver SKD/CBU kits. 

MEK’s business model 

Client

Design &
development

Bill of
material

Required
specifications

Design
improvement

CKD, SKD &
CBU

Packaging & QC

Purchase of
components

 
Sources: Company information, FSSL 
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Important Disclosure: First Shanghai Securities Limited acted as the lead manager for its IPO on 15 July 2004.
First Shanghai Capital Limited, an associate of FSSL, acted as the sponsor for the IPO. 
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19/F Wing On House   
71 Des Voeux Road Central   
Hong Kong   
Tel: (852) 2522-2101   
Fax (852) 2810-6789   
 
This publication is prepared by First Shanghai Securities Limited (“FSSL”) and is intended for private circulation only.  Any unauthorized use or 
disclosure is prohibited.  This report is solely for information purposes only and does not constitute an offer, solicitation, representation or 
warranty with respect to the purchase or sale of any security.  It has no regard to the specific investment objectives, financial situation or 
particular needs of any specific recipient.  Neither this report nor anything contained in it shall form the basis of or relied upon in connection 
with any contract or commitment whatsoever.  While reasonable care has been taken to ensure that the information contained herein is not 
untrue or misleading at the time of publication, FSSL makes no representation as to its accuracy or completeness.  Opinions expressed herein 
are subject to change without notice and may differ or be contrary to opinions expressed by other subsidiaries or affiliates of FSSL as a result 
of using different assumptions and criteria.  Neither FSSL nor any officer or employee of FSSL accepts any liability whatsoever for any direct or 
consequential loss arising from any use of this publication or its contents.  FSSL and/or its affiliates may from time to time, perform investment, 
advisory or other services for companies mentioned herein.  
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