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Basic Information 

Last Closed Price: NT$905.00 

12M Target Price: NT$538.05 

+/- Potential: -40.5% 

Bloomberg Ticker: 1590:TT 

GICS Sector: Industrials 

GICS Sub-Industry: Industrial Machinery 

 

1Y Price v TAIEX 

 

Company Description 
Established in 1998 and headquartered in 
Taiwan, AirTAC is a pneumatic component 
manufacturer. It is the 2nd largest 
pneumatic component manufacturer in 
China, controlling 23% market share. 
AirTAC’s pneumatic component products 
form parts of a pneumatic system, which 
uses compressed air to transmit power. 

Key Financials 
Market Cap  NT$181.0bn 
Basic Shares O/S 200.0m 
Free Float 75.9% 
52-Wk High-Low NT$749 - NT$1240 
Fiscal Year End 31-Dec-2021 
 
(NT$m) 2019A 2020A 2021E 2022E 
Revenue 15,896 19,103 21,220 23,530 
Gr Rate (%) 1.9% 20.2% 11.1% 10.9% 
Net Income 2,726 4,845 4,611 3,926 
NI Margin  (%) 17.1% 25.4% 21.7% 16.7% 
EBITDA  
Margin (%) 

33.9% 42.7% 39.1% 32.2% 

 

We are initiating coverage of AirTAC International Group 
(“AirTAC”) with a SELL rating and a NT$538.05 12M price 
target. 

3Q21 Earnings Highlights 
3Q21 highlighted the company’s high-risk exposure to the 
Chinese market as it experienced slowing sales growth and 
compressing margins despite the recovery of manufacturing 
activities across the globe. 

Investment Thesis  
• Unwarranted optimism in AirTAC despite its limited 

growth prospects – Despite the headwinds faced by 
Chinese manufacturers and stiff competition within the 
industry, there remains unjustifiable optimism in AirTAC.  

• Fundamental inability to expand into key overseas 
markets will threaten AirTAC’s growth opportunity – 
AirTAC’s successful expansion into Japan will be hindered 
due to SMC’s sheer dominance, while expansion into US will 
be faced with rising data and security concerns as smart 
pneumatics transition to be the mainstay.  

• Harsh cost conditions will derail AirTAC’s competitive 
edge – The rise in metal prices and China's manufacturing 
wages will compress AirTAC’s margins and position AirTAC 
unfavourably as it is reliant on low product prices. 

Catalysts 
• Prolonged Ukraine war will accelerate commodity 

price hike – Time needed for AirTAC’s raw material costs 
to revert back to pre-pandemic levels may be extended, 
further compressing AirTAC’s margins. 

• Rising energy prices could shift manufacturers away 
from pneumatics into more energy-efficient systems –
Manufacturers could favour more energy-efficient systems 
such as hydraulic or electrical systems, dampening demand 
for AirTAC’s pneumatic products. 

• Easing of industrial subsidies in China will decrease the 
AirTAC’s profitability – Exports of Chinese manufacturers 
will be less attractive, hampering growth of AirTAC’s China-
centric revenues.  

Valuation 
Our 12M target price at the date of coverage is NT$538.05, 
presenting a -40.5% downside. The valuation was obtained 
through a blend of intrinsic and relative valuations. 

Investment Risks  
• AirTAC’s successful expansion into US and Japan – While 

upside potential is high, the likelihood is expected to be low. 
• Hastened shift towards industrial automation – Increase 

in pneumatic products will increase, but impact is mitigated 
by AirTAC’s limited product offerings. 

• Earlier recovery of manufacturing activities – A reversal 
of China’s strict domestic policies may accelerate the 
recovery of manufacturing activities in China. 
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Figure 1: Pneumatic manufacturer market 

share in Mainland China 

 

Source: AirTAC company profile 2020 

Figure 2: Illustration of pneumatic system 

process 

 

Source: SMC Sustainability Report 2021 

Figure 3: AirTAC’s position in the supply chain 

 

Source: AirTAC Sustainability Report 2020 

Figure 4: Geographical breakdown of revenue 

Source: AirTAC company profile 2020 

Company Overview 

Established in 1988 and headquartered in Taiwan, AirTAC 
International Group (“AirTAC”) is a pneumatic component 
manufacturer. Currently, AirTAC is the 2nd largest pneumatic 
component manufacturer in Mainland China with a 23% market 
share (Fig 1). Its products provide automation solutions for the 
automotive, machine refinery, metallurgy, electronics, 
environmental protection, lighting and textile, ceramics, medical 
equipment, food and packaging automatic industrial fields. 

A pneumatic system utilises compressed air to transmit power 
and perform tasks which require simple and repeated motions. 
Pneumatic systems function very similarly to other mechanical 
systems such as hydraulic and electrical systems. 

Pneumatic system overview 

Airflow in a pneumatic system can be broken down into a simple 
6 step process (Fig 2). 

1. The surrounding air is compressed in an air compressor 
to create energy which will be used to power the system. 

2. The air is moved into a drying unit where it is 
conditioned for industrial use as moisture is extracted 
from the air to prevent rusting of other components in 
the pneumatic system. 

3. The air flows through the air preparation unit where it 
is filtered and the air pressure is readjusted to suit the 
users’ needs. 

4. The air is pushed through the system towards the 
actuators via solenoid valves which control the airflow. 

5. The compressed air reaches the actuators and is then 
utilised to perform repeated motions that enable 
manufacturers to automate their manufacturing 
process. 

6. The compressed air is released from the system through 
the exhaust which is often equipped with a silencer to 
minimise noise produced by the pneumatic system. 

Due to AirTAC’s heavy focus on high margin products, AirTAC 
currently only supplies components that support steps 3-5 out 
of this 6-step process. Thus customers would still be required to 
source the remaining components from other manufacturers in 
order to assemble a complete pneumatic system. 

In the overall supply chain, AirTAC is positioned in the 
midstream and purchases raw materials such as copper and 
aluminium which it then uses to manufacture pneumatic 
components. These pneumatic components are subsequently 
sold to manufacturing firms which utilise these components to 
automate their manufacturing processes in producing consumer 
goods (Fig 3).  

Revenue breakdown 

AirTAC primarily operates in China, with 42 of its 49 factories 
being based in Ningbo, Zhejiang, Foshan and Guangdong and the 
remaining seven factories being based in Tainan. This heavy 
reliance on China carries over to the company’s revenues, as the 
company derives 94% of its total revenue from Mainland China 
(Fig 4). 
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Figure 5: Revenue breakdown by customers 

 

Source: AirTAC company profile 2020 

Figure 6: Revenue breakdown by product mix 

 

Source: AirTAC company profile 2020 

 

Figure 7: Global pneumatic market share 

breakdown by region 

 

Source: NUS Investment Society Estimates, SMC 

Sustainability Report 2021, Festo Sustainability 

Report 2021 

 

In terms of customers, AirTAC has a fairly diversified customer 
base with customers from a wide range of industries. Its largest 
customer base is electronic manufacturers accounting for 30% 
of the company’s total revenues and it has limited exposure to 
other prominent markets with no other industry accounting for 
more than 10% of the company’s revenues (Fig 5). 

As for the company’s product mix, actuators account for the 
majority of AirTAC’s sales (48%) followed by control 
components (24%) and air preparation units (7%). The 
remainder of its revenue is derived from its other pneumatic 
components such as solenoid valves (Fig 6). 

FY21Q3 (y-o-y) Earnings Review: 
 

• Revenues were 28% higher as compared to the previous 
comparable quarter. 

• Operating margins experienced a 3% contraction from 
33% in 3Q20 to 30% in 3Q21. 

• Profit margins experienced a sharper decline of 5% 
compared to the previous comparable quarter from 
29% to 24% due to a gain experienced in FY20. 

• Sales to electronic equipment manufacturers declined 
by 5% compared to the previous comparable quarter 
due to a high base effect from the previous year, offset 
by growth in other industries. 

• Government grants increased from NT$2.9m in 3Q20 to 
NT$71.9m in 3Q21 due to increased governmental 
subsidies in Mainland China from the local finance 
bureau. 

Industry Outlook 

China is likely to remain a small player in the industry  

The global pneumatic component industry is currently valued at 
approximately US$10.1bn, of which China only occupies 
approximately 14% (Fig 7), and is projected to grow at a CAGR 
of 6.3% for the next 5 years to reach US$13.7bn by 2027.  

China’s firm stance on its unfavourable domestic policies, 
notably its decarbonisation and Zero Covid policies, is likely to 
hinder the growth of the industry in the near term and prevent 
China from occupying a larger position in the global pneumatic 
component industry. 

CAPEX spending in China by industrial manufacturers has 
slowed due to the adverse impacts these policies have on to their 
operations. This is also likely to have exacerbated the 
manufacturing exodus China is facing, as 76% of US companies 
with manufacturing bases in China were already considering the 
relocation of their production facilities to other regions, which 
would further reduce spending in the region on production 
machinery and equipment. 

This has already been reflected in AirTAC’s top line as the 
company has experienced slowing revenue growth resulting 
from declining daily sales since Jul 2021 and a weakening order 
intake since Aug 2021.  

As such, China is unlikely to significantly outperform the rest of 
the world pertaining to pneumatic adoption and will remain a 
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Figure 8: Porter’s 5 forces analysis 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

small player in the global pneumatic components market. Thus, 
this highlights the need for AirTAC to expand its operations 
beyond China in order to realise its ambitions of becoming a top 
three player in the global pneumatic component industry. 

Porter’s Five Forces 

Competition within industry – High 

The Chinese pneumatic manufacturer space in China is highly 
competitive with a large number of local and foreign 
manufacturers. In terms of price, AirTAC struggles to keep its 
prices below its local competitors as its products are priced 20 
– 30% higher than local competitors. While AirTAC’s products 
are priced lower than foreign competitors such as SMC and 
Festo, AirTAC’s product quality pales in comparison in terms of 
efficiency and eco-friendliness. 

Threat of new entrants - Low 

Incumbent firms experience high economies of scale due to their 
large volumes of production, allowing them the keep average 
manufacturing costs low. Thus, this creates difficulties for 
potential entrants to offer pneumatic components at a 
competitive price. 

Threat of substitutes - High 

The primary benefit pneumatics offers over other mechanical 
automation systems would be its lower upfront costs. However, 
pneumatic systems incur significantly higher usage costs as 
compared to electrical systems primarily due to frequent 
leakages of compressed air in pneumatic systems as well as 
regenerative braking capabilities built into electrical systems 
which allows for lower energy consumption in electrical 
systems.  

With recent advancements in electrical systems, linear motor 
solutions have become increasingly capable of performing the 
same tasks that were once exclusively performed by pneumatic 
systems. Thus, electrical systems serve as a strong substitute for 
pneumatic systems. 

Bargaining power of customers - Moderate 

Customers incur high switching costs due to the components 
being assembled into complex and integrated pneumatic 
systems. 

However, it must be acknowledged that certain parts such as 
valves,  actuators and external attachments are interchangeable 
across different manufacturers. 

Bargaining power of suppliers - Moderate 

Suppliers of raw materials have low pricing power due to the 
homogeneous nature of raw material inputs such as copper and 
aluminium. However, commodity prices tend to be highly 
volatile in nature (especially so in the current climate) and 
additional costs incurred by these suppliers are often passed on 
to its customers such as AirTAC. 
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Figure 9: China’s Purchasing Managers Index 

(PMI) over last 12 months 

 

Source: National Bureau of Statistics of China 

Figure 10: Comparable revenue dependence on 

China 

 

Source: AirTAC company profile 2020, SMC 

Sustainability Report 2021, Festo Sustainability 

Report 2020  

Investment Thesis 

Thesis 1: Unwarranted optimism in AirTAC despite its 
limited growth prospects 

Strong macroeconomic headwinds in the near-term 

China, AirTAC’s primary region of sales and operations, is 
currently plagued with unfavourable domestic policies which 
pose as strong challenges to industrial manufacturers within the 
region. 

Firstly, China’s shift towards decarbonisation has created an 
energy crisis within the region. Its stricter regulations for 
Chinese coal miners to obtain licenses as well as the unofficial 
import ban on Australian coal for state-owned power plants 
have significantly increased the price of coal and led to the 
shutdown of multiple coal-fired power plants in the region. This 
created an energy shortage that forced local governments to 
implement rolling blackouts for energy-intensive industries 
which have caused many Chinese manufacturers to halt 
production entirely. 

Secondly, China’s Zero-Covid policy has led to lockdowns in 
multiple provinces as infection cases rise due to the spread of 
new Covid variants. This has led to production facilities of 
companies such as Volkswagen, Tesla and Apple, situated in 
affected regions coming to a complete halt, further exacerbating 
the challenges to production faced by manufacturers. 

The cumulative effect of these headwinds has significantly 
reduced business confidence and will likely result in reduced 
spending on CAPEX as manufacturers are unable to accurately 
estimate the potential Returns on Investment of manufacturing 
equipment due to an added degree of uncertainty caused by the 
shutdowns. 

In Oct 2021, China’s Manufacturing Purchasing Managers Index 
hit a new low of 49.2%, the lowest it has been since the lows of 
the pandemic in Feb 2020. The decline in PMI over the last 12 
months (Fig 9) signalled a continued decline in manufacturing 
business confidence and the economic health of the sector 
during the global recovery from the pandemic across the rest of 
the world and thus causing pneumatic component sales growth 
in China to underperform the rest of the world. 

These headwinds will have a disproportionately large effect on 
AirTAC as the company is overreliant on China for its revenues, 
with 94% of sales coming from Mainland China alone, 
significantly higher than its primary foreign competitors (Fig 
10). Additionally, AirTAC will be adversely impacted by the 
manufacturing halts experienced in China as 42 of its 49 
production facilities are situated in China. 

AirTAC’s historical market share growth within China likely to 
come to an end 

Undercutting product prices has been key in AirTAC’s historical 
success in gaining market share within China. AirTAC’s products 
are priced 50% lower than its foreign competitors and 20-30% 
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Figure 11: Chinese pneumatic component 

market share breakdown in 2011 

 

Source: AirTAC Company Profile 2011 

Figure 12: AirTAC has a relatively limited 

product range 

 

Source: Company website 

 

 

 

 

 

 

 

 

 

 

 

 

 

higher than local competitors whilst its products are of a 
significantly higher quality as compared to local brands.  

Moving forward, we believe AirTAC’s product prices are likely 
to remain low as management has displayed reluctance to 
increase its prices as they declared in 2021 that its linear guide 
prices will remain unchanged at 20-25% below its Taiwanese 
peers in order to gain market shares despite increasing raw 
material prices, highlighting management’s pressure to keep 
product prices low.  

While this strategy has been effective between 2011 and 2020, 
when AirTAC increased its market share from 11% to 23%, we 
do not believe AirTAC will experience the same degree of 
success it once did with this strategy. AirTAC’s historical gain in 
market share has mainly come at the expense of smaller 
domestic competitors which have seen their combined market 
share decline from 26% to 11% during the same period. (Fig 1, 
Fig 11). Yet, during this period, AirTAC has been unsuccessful in 
gaining market share from its foreign competitors. This suggests 
that whilst AirTAC’s products provide a better value proposition 
relative to domestic competitors, customers of SMC and Festo 
remain willing to pay a premium for higher quality components 
and are unlikely to be susceptible to AirTAC’s pricing strategy 
for the foreseeable future. 

Additionally, AirTAC is likely to remain an inferior option to SMC 
and Festo due to its inability to provide a one-stop-shop 
experience as a result of its limited product offerings. A primary 
reason why AirTAC has been able to keep its prices lower than 
its foreign competitors has been its focus on higher-margin 
components such as valves and actuators. Whilst this strategy 
has been successful in keeping prices low, it has also resulted in 
AirTAC’s product offerings being highly limited relative to its 
foreign competitors like SMC and Festo (Fig 12).  

The company currently has a limited offering when it comes to 
Air Preparation Equipment as they do not offer Air Dryers which 
are essential in preventing rusting of the pneumatic system. 
Additionally, the company does not offer lubrication 
components, exhaust attachments such as silencers which are 
necessary to reduce the noise produced by pneumatic systems, 
as well as the equipment necessary for maintenance of the 
pneumatic system. 

Such a limited product portfolio is highly likely to result in a loss 
of sales as customers are unable to create a complete pneumatic 
system solely using AirTAC components and would likely serve 
as a retention factor for customers of SMC and Festo who are 
able to provide support for the entire pneumatic system through 
their wider product portfolio. 

With local competitors now only accounting for 11% of market 
share in China, a far cry from the 26% it used to occupy in 2011, 
it appears that AirTAC’s market share growth will likely falter 
sooner rather than later. 
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Figure 13: AirTAC’s share price has 

outperformed its peers since the pandemic 

lows in March 2020 

Source: Yahoo! Finance 

 

Figure 14: SMC overshadows AirTAC in range 

of product offerings 

 
Source: AirTAC Annual Report, SMC Annual Report 

Figure 15: Japanese manufacturers supporting 

local vs global suppliers 

 
Source: Thomasnet 

Figure 16: Smart pneumatics market size, 2020 

– 2026 (US$bn) 

 

Source: Statista 

Limited growth prospects have not been reflected in the share 
price 

Despite the slowing growth of the Chinese pneumatic market 
and the inevitable limit to its market share, investors remain 
unjustifiably optimistic about the company’s shares. AirTAC’s 
share price has heavily outperformed its peers since the 
pandemic lows (Fig 13). Even more shocking, AirTAC’s 
irrational share price hike was despite it achieving revenue 
growth that is barely in line with its peers at 33% whilst 
simultaneously underperforming in terms of net income growth 
with 33% net income growth compared to the peer average of 
58%. 

Thesis 2: Fundamental inability to expand into key overseas 
markets will threaten AirTAC’s growth opportunity 

In the past 10 years, AirTAC has been declaring its intent to 
expand into US and Japan, but no results remain to be seen. For 
the second thesis, we will establish why we believe AirTAC is 
unable to expand into key overseas markets, which will threaten 
its growth opportunities. 

SMC’s sheer dominance in the Japanese pneumatic market 

AirTAC is unable to penetrate into the Japanese pneumatic 
market due to SMC’s overdominance in the country. SMC 
currently provides a whole suite of production components, 
expanding their offerings to even hydraulic and electrical 
components, with a whopping 900,000 Stock Keeping Units 
(“SKUs”), the largest in the industry (Fig 14). Manufacturers 
would thus prefer to purchase components from SMC, which 
brands itself as a one-stop-shop. 

Additionally, Japanese clients would prefer to source from local 
component suppliers. This could be due to the benefits of having 
more flexible business partnerships, greater control over the 
details of orders and faster shipment from local plants. Based on 
a report, it can be seen that Japanese manufacturers “Always or 
generally” prefer to source locally 72.0% of the time (Fig 15). 
Additionally, the report mentioned that manufacturers prefer to 
source globally only 10.8% of the time, instead of relying on local 
options. Thus, we believe AirTAC will not be able to expand into 
the Japanese pneumatic market with the current competition 
from SMC. 

AirTAC will face headwinds in expanding into US in light of 
security concerns brought about by smart pneumatics 

Another key overseas market that AirTAC has encountered 
headwinds in expanding into is the US, where there has been 
rising interests in smart pneumatics. Underpinned by the rise of 
Industrial Internet of Things (“IIoT”), the smart pneumatics 
market is expected to grow at a CAGR of 6.70% till 2026 (Fig 16). 
The benefits of smart pneumatics include: (1) shortened 
troubleshooting and production downtime, (2) improved 
energy efficiency and (3) increased Overall Equipment 
Effectiveness (“OEE”). 

In the future, we believe more manufacturers will begin to adopt 
smart pneumatic systems, and we expect pneumatic players 
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Figure 17: Value of US imports of trade goods 

from China, 2017 – 2020 (US$bn) 

 

Source: Globalnewsire 

 

 

Figure 18: Market share of SMC and Festo 

remains unthreatened despite AirTAC’s growth 

 

Source: AirTAC Company Profile 2011 – 2020 

Figure 19: Monthly prices of metal prices, 2016 

– 2022, rebased to 100 

 

Source: IndexMundi 

(including AirTAC) to consequently provide more smart 
pneumatic products. However, this shift in product offerings will 
hinder AirTAC’s expansion into US due to data and security 
concerns between US and China. Since 2018, the value of US 
imports of trade goods from China has fallen drastically (Fig 17). 
This clearly emphasises the worsening relationship between 
China and the US in relation to trade. Moreover, more 
specifically to smart pneumatics, we expect US manufacturers to 
have the following concerns when procuring components made 
in China: 1) Data theft of information on components required 
and 2) Data leak of the various manufacturing processes. Given 
AirTAC’s China-focused operations, we believe AirTAC will face 
challenges in expanding into the US market, particularly when 
smart pneumatics transitions to be the mainstay. 

While we do acknowledge the presence of a similar case: US 
companies being heavily reliant on Foxconn for electronics 
despite Foxconn’s concentrated operations in China, it is crucial 
to point out this is not entirely applicable to the pneumatic 
components industry. Comparing the market share of Foxconn 
in the electronics industry, Foxconn garners a dominant global 
market share of 40%. Only due to its sheer size, can Foxconn 
maintain continuous sales from US companies despite its 
operations being primarily based in China, because these 
companies have no suitable or comparable alternatives to turn 
to. Contextualising to the pneumatic component market, AirTAC 
holds a meagre 6.3% global market share, while heavy-weight 
SMC controls 38%. Thus, Foxconn’s success in the US market 
despite its China-focused operations should not be reasonably 
applied to the situation that AirTAC is currently in. 

In conclusion, due to the reasons expounded above, we believe 
AirTAC will not be successful in expanding into key overseas 
pneumatics market (Japan and US). 

Thesis 3: Harsh cost conditions will derail AirTAC’s 
competitive edge 

AirTAC has been historically reliant on low product prices to 
remain competitive 

As addressed above, AirTAC historically relied on low product 
prices as its competitive edge to gain market share from smaller 
pneumatic component players. However, it is vital to re-
emphasise that during AirTAC’s gain in market share from 2011 
to 2020, the share of key market players such as SMC and Festo 
remains unthreatened (Fig 18). In view of the adverse cost 
conditions (raw materials and labour costs hike), we believe 
AirTAC is positioned unfavourably relative to peers due to its 
undercutting price strategy. 

Key raw material costs for AirTAC are on the rise 

Referencing AirTAC’s Annual Report, the three main raw 
materials used in its pneumatic products are: (1) aluminium, (2) 
steel, (3) brass (alloy consisting of copper and zinc). Since 2016, 
metal prices such as aluminium, steel, copper and zinc have all 
gained above 110% (Fig 19). According to Trafigura, global 
inventories for aluminium will be exhausted by early 2024. 
While more smelters will be expected to be built, supply 
shortages will unlikely be solved in the short run. Goldman 
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Figure 20: Strong correlation between proxy 

material index (y-axis) & material costs as a % 

of revenue (x-axis), 2011 – 2020 

 

Source: NUS Investment Society Estimates, AirTAC 

Annual Report 2011 - 2020 

 

Figure 21: Decreasing EBITDA margins 

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

 

 

echoed similar sentiments, calling a 10-year commodity 
supercycle—a rare phenomenon where commodities trade 
above long-term price trends. 

In a best attempt to discern the impact of the four metal prices 
on AirTAC’s cost of production, we extracted the historical price 
data set of the respective raw materials and compared it against 
AirTAC’s proxy material costs, where Proxy Material Costs = 
CoGS - Employee Wages - D&A (refer to Appendix: Material costs 
projections for detailed computation). To find the weightage 
split of raw materials that produces the strongest correlation 
between raw material prices and proxy material costs as a % of 
revenues, we used Excel Solver (with reasonable constraints) to 
derive an optimal weightage distribution of aluminium – 45%, 
Copper – 20%, Zinc – 20% and Steel – 15%. For the period 2011-
2020, the correlation between changes in metal-mix prices and 
proxy material costs as a % of revenue is 0.741 (Fig. 20). While 
peers may face similar circumstances, AirTAC will 
disproportionately bear the burden of spiked metal prices, given 
that it will be pressured to keep product prices low to remain 
competitive, as mentioned in Thesis 1. 

Manufacturing wage hike in China will pose as additional 
headwinds for AirTAC’s China-focused operations 

China’s manufacturing wages are expected to grow the fastest, 
at a CAGR of 4.7% till 2023, relative to Japan at a CAGR of 1.1% 
(SMC’s main location) and Germany at a CAGR of 2.1% (Festo’s 
main location). China’s highest manufacturing wage growth rate 
is largely driven by its accelerating ageing population, which will 
bring about a shrinking pool of labourers. Amongst the three key 
pneumatic component players (AirTAC, SMC and Festo), 
AirTAC’s China-focused operations (elaborated in Thesis 1) will 
experience the most significant labour cost increases. 
Considering that wages expenses account for 23.3% of AirTAC’s 
FY20 revenues, AirTAC will consequently experience squeezed 
margins. 

Based on our projections, rising metal prices and manufacturing 
wage hike is expected to decrease AirTAC’s EBITDA margins 
from 42.7% in FY20 to 26.2% in FY23 (Fig 21). 

Catalysts 

Prolonged Ukraine war will accelerate commodity price 
hike 

Most saliently for AirTAC, the prolonged Ukraine war would 
cause a further rise in metal prices and thus extend the time 
needed for AirTAC’s material costs to revert to pre-pandemic 
levels. Additionally, increasing oil prices resulting from the war 
may also lead manufacturers to favour more energy-efficient 
alternatives to pneumatics such as hydraulic and electrical 
systems, which will be elaborated on in the second catalyst. As 
such, rising metal prices will catalyse Thesis 3 and increasing 
energy costs will shift preference away from pneumatic systems, 
compressing margins and dampening top-line growth for 
AirTAC respectively. 

 

y = 2.2733x + 0.1438
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Figure 21: Electrical systems pay for 

themselves after a usage period of 5 months 

Source: LinMot 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Rising energy prices could shift manufacturers away from 
pneumatics into more energy-efficient systems 

With the recent rise in the cost of electricity production in China 
due to the decarbonisation policies, the ceiling for energy price 
increases for market-based electricity transactions was raised 
from 10% to 20%. From the statistics of the U.S. Department of 
Energy’s Office of Energy Efficiency and Renewable Energy, air 
compressors consume as much as 20% of all electricity usage in 
industrial plants. Additionally, British Fluid Power Association 
reported that only 23-30% energy efficiency is achieved for 
pneumatic systems, against 80% for electrical systems and 40% 
for hydraulic systems.  

Presently, the lower usage costs of electrical systems are 
estimated to outweigh their higher upfront costs over a usage 
period of 5 months (Fig 21). This minimum usage period is likely 
to shorten as energy prices continue to rise, thus potentially 
shifting preferences away from pneumatic automation systems 
towards more energy-efficient systems such as electrical 
systems despite the higher upfront costs of the latter option. 

Easing of industrial subsidies in China will decrease the 
AirTAC’s profitability 

Easing of industrial subsidies in China could serve as a potential 
headwind for AirTAC. Historically, industrial subsidies have 
been a key factor in enabling Chinese manufacturers to offer 
competitive prices in the global market. However, in Nov 2021, 
President Xi Jinping mentioned that China is willing to rethink 
its subsidies. This move was a strong signal that China is open to 
collaborating with the US in the World Trade Organisation. In 
FY20, AirTAC received NT$186m worth of government grants 
from mainland China alone, contributing to 4% of the company’s 
net income.  

Additionally, most manufacturing companies currently rely on 
subsidies for their exports to price their products competitively. 
If China eventually decides to decrease industrial subsidies, this 
will not only directly impact AirTAC’s bottom line, but exports 
of Chinese manufacturers will also be less competitive, 
dampening growth for AirTAC’s China-centric revenues as 
manufacturers experience a hit to their bottom line and become 
less willing and able to invest in manufacturing equipment. If the 
easing of industrial subsidies is successfully passed in China, 
negative market sentiment for Chinese manufacturing 
companies including AirTAC will culminate, leading to a fall in 
AirTAC’s share price. 

Financial Analysis 
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Figure 22: Decreasing revenue growth 

 

Source: NUS Investment Society Estimates 

 

Figure 23: Decreasing net income, EBTIDA and 

EBIT margins 

 

Source: NUS Investment Society Estimates 

 

 

 

Figure 24: Blended target price computation 

 

Source: NUS Investment Society Estimates 

Overview 

The table above highlights the financial impact of our 
investment theses in the next five years.  

Slowing revenue growth 

As explained in Thesis 1 and 2, we believe AirTAC will have 
limited growth headroom in China (current market) and will fail 
to expand into critical overseas markets such as US and Japan 
due to its lack of value proposition relative to competitors such 
as SMC and Festo. Thus, we expect revenue growth to taper 
down from 20.2% in FY20 to 10.4% in FY25 (Fig 22). It is 
important to emphasise that our team has factored in continued 
China market share gain for AirTAC in our best attempt to 
remain liberal despite our pessimism about the company. A 
detailed run-through of our revenue model can be found under 
the Valuation segment of the report. 

Margin compression 

We expect rising raw material costs and China manufacturing 
wages to decrease AirTAC’s margins, as presented in Thesis 3. 
More specifically, we expect net income, EBITDA and EBIT 
margins to fall to 18.4%, 34.2% and 26.3% by FY25 (Fig 23). Due 
to our base case material costs projections returning to pre-
pandemic levels by FY25 and that time t’s material costs impact 
time t+1’s financials, AirTAC will experience the lowest margins 
in FY23. While we acknowledge margin compressions will likely 
be faced by competitors of AirTAC, we are positing that lower 
margins will unfairly affect AirTAC, given that it relies on low 
product prices to remain competitive in the pneumatics 
component market. 

Delevering and increasing liquidity 

Adverse cost conditions (raw material and wages), which is 
likely to be prolonged and worsened by the ongoing Ukraine 
war, coupled with the ongoing pandemic, prompted us to expect 
AirTAC to be conservative in the next five years. Thus, we 
projected a decrease in leverage (Debt / Equity) from 0.84x in 
FY20 to 0.63x in FY25. In a similar vein, we expect AirTAC to 
experience an increase in liquidity, with current ratio increasing 
from 1.13x in FY20 to 1.43x in FY25.  

Valuation 

12M Price Target: NT$538.05 

The target price was calculated using a blended average of 3 
derived valuations: (1) Discounted cash flow (DCF) valuation 
using the Exit Multiple approach, (2) +1FY EV/EBITDA relative 
valuation and (3) +1FY P/E relative valuation. Assigning equal 
weightage to both intrinsic and relative valuation, a blended 
target price of NT$538.05 was derived, presenting a -40.5% 
downside (Fig 24). Our pessimism against the streets can also be 
seen in the football field chart (Fig 25). 
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Figure 25: Football field chart 

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 26: WACC build 

 

Source: NUS Investment Society Estimates, CapIQ, 

Damodaran, Trading Economics 

Intrinsic Valuation 

A 3-statement model, projected over the next 5 years, was used 
to derive the intrinsic value of AirTAC via DCF. The DCF 
valuation is most sensitive to the factors discussed below. 

Revenue Model 

AirTAC’s revenues can be split geographically into (1) China, (2) 
Taiwan and (3) Others. 

For China revenues projection, we used the tops-down 
approach. Despite our gloomy outlook on AirTAC’s ability to 
capture further shares in China (Thesis 1), we liberally projected 
AirTAC’s market share in China to increase at 1.1% per annum, 
to reach 28.6% by FY25. 1.1% is 75% of AirTAC’s historical gain 
in market share from FY16 to FY20—a lower than historical 
average market share gain is factored in to reflect AirTAC’s 
consequent slowing growth as the total market share that 
AirTAC can capture (from smaller pneumatic component 
players in China) reduces. According to Bloomberg, China’s 
pneumatic components market is projected to grow at a CAGR 
of 6.3%, reaching NT$106.0bn by FY25. 

For Taiwan and Others revenues projections, we used AirTAC’s 
pre-pandemic average growth rate. 

Cost Build 

For raw material costs as a % of revenues, we used the derived 
optimal split of materials and proxied it using prices of the 
respective metals. In the base case, we project metal prices to 
step down from its current highs to FY19 levels by FY25 (refer 
to Appendix: Material costs projections for detailed 
computation). 

Wages expenses as a % of revenues, were projected to increase 
in line with China’s expected manufacturing wage growth of 
4.7%. 

In terms of CAPEX, we projected it to decrease from 15.7% to 
13.2% as a % of revenues, to reflect our expectation that AirTAC 
will not expand its operations significantly in the foreseeable 
future. Depreciation expense is subsequently derived by taking 
the historical average depreciation expense as a % of total PPE 
value of 5.1%. 

Weighted Average Cost of Capital (WACC) 

CAPM was used to estimate AirTAC’s cost of equity. Unlevered 
beta was obtained from our trading comparables set and 
relevered with AirTAC’s capital structure to obtain a levered 
beta of 0.81x. Equity risk premium of 5.63% was computed, 
taking into account the geographical revenue split (China and 
Taiwan) of AirTAC; the respective inputs were obtained from 
Professor Damodaran. The risk-free rate used was 2.80% (China 
10Y bond). Resultantly, the cost of equity computed was 7.37%. 

Pre-tax cost of debt was taken to be 1.80% (the interest rate of 
the only outstanding long-term debt on AirTAC’s balance sheet). 
With a tax rate of 27%, the post-tax cost of debt was 1.32%. 

0 500 1000 1500

+1FY EV/EBITDA

+1FY P/E

DCF (Exit Multiple)

Analyst Estimates

52-Week Range TP: 
NT$538.01

Current Price: 
NT$909.00
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Figure 27: DCF Valuation 

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

Figure 28: Sensitivity table 

 

Source: NUS Investment Society Estimates 

Figure 29: Scenario analysis (bull-bear-base) 

 

Source: NUS Investment Society Estimates 

 

 

 

With the computed cost of equity, post-tax cost of debt and 
AirTAC’s capital structure, a WACC of 6.90% was derived (Fig 
26).  

Terminal Value 

The Gordon Growth method was intentionally excluded 
considering that AirTAC’s revenues will still be growing at a 
relatively high rate of 10.4% at the end of the projection period 
(FY25).  

The 75th percentile +1FY EV/EBITDA multiple (from comps) 
was generously selected as the Exit Multiple. Despite this, our 
DCF model still produced a target price of NT$540.61, 
representing a sizeable -40.3% downside, highlighting the sheer 
irrationality in AirTAC’s current price (Fig 27). 

Relative Valuation 

Trading comparable analysis was used to determine the relative 
valuation of AirTAC. Pneumatic components and system 
providers were included in the comparables set. Geographical 
location of comparables was not limited to China or APAC due to 
a lack of meaningful comparables in the said region. The 75th 
percentile multiples (+1FY EV/EBITDA and +1FY P/E) were 
again used to assign ALK’s relative valuation despite the team’s 
scepticism on AirTAC. Relative valuations computed were 
NT$532.43 and NT$538.55 for +1FY EV/EBITDA and +1FY P/E 
respectively. 

Sensitivity Analysis 

As seen in the sensitivity table (Fig 28), for our DCF valuation, a 
recommendation change would require a +7.0x increase (to 
21.1x) in EV/EBITDA multiple and 2.0% decrease in WACC. It is 
important to note that a 21.1x EV/EBITDA is close to AirTAC’s 
5Y high, which is highly unconservative, especially since we 
expect AirTAC’s growth to be limited in the future years. 

Scenario Analysis 

In order to stress-test our key assumptions in the model, we 
decided to run bull-bear-base case scenarios. In our bull case, 
even if we were to irrationally optimistic and expect AirTAC’s 
China market share to increase by 4.0% per year to reach 43.0% 
by FY25, the time taken for raw materials to normalise to FY19 
levels by FY23, and wages expense to decrease to 12.8% of 
revenues, the target price only returned a meagre upside of 
+5.9%. In our bear case, we projected AirTAC’s China market 
share to decrease to 23.0%, the time taken for raw materials to 
normalise to FY19 levels by FY23, and wages expense to 
decrease to 17.8% of revenues, the potential downside was a 
staggering -63.8%. Thus, an apparent risk/reward asymmetry is 
presented, favouring a short position on AirTAC (Fig 29). 
 

 

 

 

PV of FCFF 6,967

PV of TV 111,802

Implied EV 118,769

94.1%

Less: Debt (15,007)

Plus: Cash 4,360

Less: Minority Interest -

Less: Preferred Shares -

Implied Equity Value 108,122

Implied Share Price 540.61

% Upside/Downside -40.3%

DCF (Exit Multiple)
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Figure 30: Risk matrix 

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Investment Risks 

B1 - Business Risk: AirTAC’s successful expansion into US 
and Japan 

As mentioned above, in the past 10 years, AirTAC has declared 
intentions to expand into other larger markets such as US and 
Japan, but no tangible results remain to be seen. While the 
upside potential of AirTAC successfully expanding to these 
markets will be high, we believe the likelihood of this occurring 
to be low, given AirTAC’s lack of value proposition in the 
respective markets as indicated in Thesis 2. 

M1 - Market Risk: Hastened shift towards industrial 
automation due to China’s labour shortage  

By 2025, the Chinese Ministry of Education estimates that there 
will be a shortage of nearly 30 million workers in China’s 
manufacturing sector. This could drive manufacturers towards 
automation systems, which would increase the demands for the 
pneumatic components AirTAC provides. However, the impact 
of this risk can be mitigated by the fact that AirTAC is only poised 
to capitalise on the pneumatics market growth rather than 
automation in general due to its limited product offerings. 

M2 - Market Risk: Earlier recovery of manufacturing 
activities in China 

A reversal of China’s strict domestic policies could accelerate the 
recovery of manufacturing activities in China. This would 
improve business confidence in China as well as boost the 
profitability of manufacturers. As a result, capital investment 
spending would increase, benefitting AirTAC’s pneumatic 
components product portfolio. However the likelihood of this 
occurring in the near future is expected to be low, given the 
potential for new Covid variants and the CCP’s current 
unrelenting stance on its Zero-Covid policy. 
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Disclaimer 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report 
is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given 
and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the 
securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a 
commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an advertisement and 
is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No representation or warranty, 
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein. The 
research material should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
research material are subject to change without notice. 
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