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JINPAN INTERNATIONAL IS OVER 75% CHEAPER THAN EVERY COMPARABLE 
CHINA-LISTED COMPANY

• China-based electrical equipment maker Jinpan International's CEO  recently offered to buy all
publicly held shares for $4.50, a small premium to their market price, but well below their fair 
value

• The company is currently forecasting record sales for 2015 and had a record high order 
backlog at 6/30/15 despite weak end market conditions

• Stock valuation (and buyout offer) is at a small fraction of comparable China-listed companies 
despite similar scale and operating performance

This report will cover major developments since my 7/1/15 article (Jinpan Is Over 80% Cheaper Than 
Comparable China-Listed Companies):

• Updated valuations after the China market crash and 2Q results
• New buyout offer
• Recent trends in key end-markets
• Risks and possibilities
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UPDATED VALUATIONS AFTER THE CHINA MARKET CRASH AND 2Q RESULTS

This ranking of the Top 100 Electrical Equipment Makers in China shows Jinpan at #56.  Of the 
Top 100 Firms,  26 have A-shares publicly traded on the Shanghai or Shenzhen exchanges. The 
following table shows that Jinpan's basic operating margins are in line with the industry, but 
Jinpan's stock valuation metrics are incredibly lower (China prices as of 10/21/15, JST as of 
10/22/15):

Averages exclude Negative and >100
Sources: Factset, Company filings, Google Finance

The Hong Kong exchange hosts 6 Chinese power equipment companies that trade at lower 
valuations than comps in Shanghai/Shenzhen, but still much higher than Jinpan (HK prices as 
of 10/22/15, JST as of 10/22/15):
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http://www.industrial-automation-beijing.com/CN/Co/?CID=8&AID=91


Averages exclude Negative and >100
Sources: Factset, Company filings, Google Finance

Each of these companies produces a different range of products and Jinpan is the only public 
Chinese company whose primary business is dry-type cast-resin transformers.  Using the 
broader industry data as a valuation benchmark:

Last 4Q EPS 6/30 BVPS

Jinpan results $0.96 $14.23

Shanghai/Shenzhen Lowest Multiple 18X 1.8X

Jinpan Fair Value per share $17.28 $25.61

Hong Kong Average Multiple 16X 1.4X

Jinpan Fair Value per share $15.36 $19.92

NEW BUYOUT OFFER

On September 16 Jinpan Chairman Zhiyuan Li offered to buy all publicly held shares of the 
company for $4.50/share (LINK) with backing from Forebright Capital Management.  The 
offered price is 49% lower than the $8.80/share offer from the same parties in September 2014 
(LINK).  That offer was withdrawn “for various reasons” and on December 31 Chairman Li 
issued a statement that the company was committed to ”create shareholder value” (LINK).  JST 
closed at $6.44 on that date.
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Forebright Capital previously completed the privatizations of two US listed companies: 
iSoftStone (LINK) and Yucheng Technologies (LINK).  Until May 2014 Forebright operated as 
a unit of China Everbright Group, a major state-owned enterprise with huge financial resources.
Forebright's capacity to complete transactions as an independent entity may be lower.

Jinpan's corporate Articles of Association are not available on EDGAR.  A copy was requested 
last month by mail to Corporate Secretary Jing Yuqing (wife of Chairman Li), but no response 
has been received.  The company's 20-F states: 

“Our Memorandum of Association and Articles of Association do not have any provisions, which would 

effectively delay, defer or prevent a change of control of our company. “

It is likely that the buyout will require approval by a simple majority vote of the company's 
outstanding shares.  With 28% of shares held by the Chairman and Vice Chairman, substantial 
outside shareholder support will be required for a deal to be completed.  If the Board of 
Directors agrees to a buyout at an unreasonably low price then a claim of “Dissent Rights” 
would be a very appealing option for large shareholders (description on page 4).

Duff and Phelps LLC has been tasked with the creative challenge of advising the Board of 
Directors on the fairness of the buyout offer (LINK).

RECENT TRENDS IN KEY END MARKETS

Jinpan's order flow depends on the level of capital spending from its customer base.  Overall 
electricity consumption in China has been weak (up only 0.8% in the first 9 months of 2015 vs 2014) 
and the pace of new investment in fixed assets is the slowest in over 10 years (September 2015 YTD 
up only 10.3% vs 2014).  In assessing the impact of these trends on Jinpan, it's helpful to look at the 
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composition of its business by end market:

The current outlook for these segments varies:

• Utilities.  The Chinese government is boosting infrastructure spending as a means of providing
fiscal stimulus to the economy.  China State Grid Corporation 2015 spending is expected to 
rise 16% vs 2014.  National Fixed Asset Investment related to Production and Supply of 
Electric Power and Heat Power was up 15% in the first nine months of 2015 vs 2014, 
However most of the utility spending is for high voltage equipment which Jinpan does not 
produce.  Jinpan's medium and low voltage equipment is primarily used to step down power 
drawn from the grid by end users and their demand is currently weak as described below:

• Residential.  China's investment in new residential real estate was up only 2.6% in the first 
nine months of 2015 vs 2014.  Most construction businesses and suppliers of materials like 
steel and cement have been reporting weak results.  Home sales volumes have rebounded in 
recent months and analysts expect that construction will recover later this year, but it will be 
something that Jinpan investors need to monitor.  Most analysts believe that the pace of annual
residential construction in China has peaked so Jinpan's long-term success in this area will 
depend on efforts to expand product offerings and increase market share.

• Industrial.  Industrial Profits were down 1.9% in the first eight months of 2015 vs 2014. With 
many heavy industries suffering from overcapacity and weak demand the outlook for capital 
expenditure is likely to remain weak until profitability recovers.

• Commercial & Other.  Jinpan's sales to commercial buildings (offices and retail) have been 
quite strong.  Total investment in office buildings is up about 11% in the first nine months of 

Page 5 of 7

http://www.stats.gov.cn/english/PressRelease/201506/t20150612_1158169.html
http://www.stats.gov.cn/english/PressRelease/201509/t20150929_1251210.html
https://konekoresearch.wordpress.com/2015/10/20/rebound-of-new-construction-in-china/
http://www.stats.gov.cn/english/PressRelease/201510/t20151019_1258147.html
http://www.stats.gov.cn/english/PressRelease/201510/t20151019_1258147.html
http://www.stats.gov.cn/english/PressRelease/201510/t20151019_1258117.html
http://news.xinhuanet.com/english/china/2015-08/21/c_134541125.htm
http://news.xinhuanet.com/english/china/2015-08/21/c_134541125.htm


2015 vs 2014 and other commercial (such as retail) are up 4%, but they are only 1/3 the size of
residential investment.  Jinpan has been increasing sales by providing customized and 
integrated solutions (with switchgears and substations) and also established a new service in 
2014 through which it directly installs equipment rather than just selling to a distributor or 
contractor.  The outlook for commercial property in China varies substantially from city to 
city.  With high vacancy rates in some cities, investors should not be too optimistic about the 
overall level of demand and any success in this area would be a tribute to the ability of 
management.  Investors can monitor the Chinese commercial property market through reports 
provided by consultancies such as DTZ.  

Amidst these generally weak market conditions, Jinpan's 1H15 increase in revenues of 20% and 
profits of 7% are impressive (LINK)

RISKS OF INVESTING IN JINPAN AND POSSIBLE WAYS FORWARD

The company appears to be coping well with the cyclical risks of its end markets.  At this point 
the greatest risk to Jinpan shareholders is a privatization at a price that deprives them of the full 
fair value of their shares.  Hopefully the Board of Directors and its advisors will consider the 
factors described above and work towards:

• A negotiated buyout at a much higher price, or

• An alternate strategy that would share the expected benefits of the buyout fairly among all 
shareholders.  If Forebright's exit strategy was a sale to strategic buyer then Jinpan could hire 
an advisor to pursue such a sale on its own.  If Forebright's exit strategy was an A-share listing
then Jinpan could work towards a future dual listing of its current shares or work towards an 
A-share IPO of a Chinese subsidiary (either Jinpan Electric China or Hainan Jinpan Electric), 
or

• A continuation of the current business structure and Nasdaq listing, but with tangible measures
to ensure value is delivered to shareholders (e.g. through a clear dividend payout policy)

If none of these can be achieved then events of the past year will be a permanent black mark on the 
record of Zhiyuan Li as a public company executive. Failure to deliver any value to shareholders 
would likely result in a decline in the share price due to loss of confidence in the Chairman and 
Directors.

Disclaimer:  

All information in this report is from public sources believed reliable by the author.  All opinions in 
this report represent the judgment of the author at the time of writing, but the author assumes no 
obligation to update those opinions as new information becomes available.  Nothing in this report 
constitutes a recommendation to purchase or sell any security and facts in this report are only a 
portion of what an investor should use in making any investment decision.  The author of this report 
and related parties held positions in JST at the time of writing.  Aside from being a holder of 
securities, the author has no business relationship with any company mentioned in the report and has 
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not received any form of compensation related to the content of  the report.  Any unauthorized 
commercial use of the material in this report is forbidden.
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