B 3= B %= = PR

GUOTAI JUNAN INTERNATIONAL

Company Report: China Resources Cement (01313 HK) Angus Chan [ FX

AR AT (01313 HK) 852 2509 2665
angus.chan@gtjas.com.hk

24 March 2015

Major Player In Robust South China, Maintain “ Accumulate”
Rl EE TGN EES S, MR <R

° CR cement posted slightly lower than expected 2014 results. Revenue rose Rating: AccuMml_'lla_ted
4.5% YoY to HKD34,140 million, with sales volume of cement & clinker up snene
4.0% YoY to 77.9 mt and concrete up 4.7% YoY to 15.9 mm3. ASP/t was P g
down 0.8% YoY to HKD330, slightly below our expectation. GP/t was down
8.3% YoY to HKD101 as unit costs rose 3.0% YoY. Net profit arrived at 6-18m TP HirM: HK$5.50
HKD4,169 million, down 0.9% YoY, 8% lower than mark et expectation. HK$6.70

®  We slightly increase FY15-16F revenue by 3.0% and 5.8% to reflect modest Share price JiE{f: HK$4.380

sales volume growth. We believe new clinker capacity might put downward

pressure on ASP in Southern China. We also expect unit cost to slightly Stock performance
increase on material costs increase. We revise down FY15-16F earnings by Wt B
11.6% and 11.0%, respectively.
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o In 2015, there are 6 new lines coming into operation in Guangdong and
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Guangxi which might put downward pressure on cement ASP. Despite the 100
new cement supply in 2015, we expect the Company’s operating efficiency to 50 M
continue in the next three years. We maintain our investment rating of (:’;
“Accumulate” on undemanding valuation, but cut our TP from HK$6.70 (w09
to HK$5.50 on earnings revision, implying FY15-17F PER of 8.6x, 8.2x (150
. (200)
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Source: Bloomberg, Guotai Junan International.
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®  {E2015 4, f5 6 MHIMEFALRMNKELE) AR B H X 85 7T Rt AT B AT
TATES . REGHRIKIMER, BATHFA A A E BRIERRZFE N T Re4ERE . BT
FRRAOBH PR WL BEERT, ETHBARNM 6.70 BTZE 5.50 HExEEF
W TR, &wk#E 8.6 1%, 8.2f5M 7.9% FY15-17F HAXK.

Year End Turnover Net Profit EBS EBS PER BPS PBR DPS Yield ROE
gk LON [l RET BB F AR RS Qi RAFH = AR HREE  IREE R s
12/31 (HKSm)  (HK$ m) (HKS) (L%) ®) (HKS) ® (HKS) (%) (%)
2013A 29,341 3,338 0.512 43.6 8.6 3.805 12 0.105 2.4 14.5
2014A 32,669 4,206 0.644 25.8 6.8 4.314 1.0 0.170 3.9 15.9
2015F 34,140 4,169 0.638 (0.9) 6.9 4.779 0.9 0.173 3.9 14.0
2016F 36,875 4,368 0.669 4.8 6.6 5.263 0.8 0.184 4.2 13.3
2017F 39,511 4,520 0.692 8.4 6.3 5.758 0.8 0.197 4.5 12.6
Shares in issue (m) &% (m) 6,532.9 Major shareholder K4 CR Limited 73.3%
Market cap. (HK$ m) 1ifi (HK$ m) 28,614.3 Free float (%) HHHLEILE (%) 26.7
3 month average vol. 3 4> A P4 A ¥ (‘000) 10,113.8 FY15 Net gearing (%) FY15 /i fii/lk 4 i & (%) 48.6
52 Weeks high/low (HK$) 52 & /it 6.210/ 4.200 FY15 Est. NAV (HK$) FY15 &AM (o) 6.1

Source: the Company, Guotai Junan International.
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FY14 results slightly below market expectation duet o lower GP per ton. CR cement posted slightly lower than expected
results, revenue rose 4.5% YoY to HKD34,140 million, with sales volume of cement & clinker was up 4.0% YoY to 77.9 mt and
concrete rose 4.7% YoY to 15.9 mm3, respectively. ASP/t was down 0.8% YoY to HKD330, slightly below our expectation
mainly due to weak cement demand and cement price in 4Q14. GP/t was down 8.3% YoY to HKD101, as unit costs rose 3.0%
YoY. Selling expenses largely stayed flat, while admin expenses edged up 5.3% YoY to HKD2,731 million. Net profit arrived
at HKD4,169 million, down 0.9% YoY ,8% lower than market expectation.

Table-1: FY14 Results

HKD mn FY13 FY14 YoY %
Revenue 32,669 34,140 4.5%
Cost of Sales (22,444) (23,960) 6.8%
Gross profit 10,225 10,180 -0.4%
Selling expenses (1,899) (1,912) 0.7%
Administrative expenses (2,594) (2,731) 5.3%
Other income 547 634 15.9%
Operation profit 6,279 6,171 1.7%
Change in fair value / non recurring 14 0 n.a
Finance costs (655) (597) -8.7%
Share of results of joint ventures 97 117 20.0%
Share of results of associates 19 21 10.0%
Profit before tax 5,754 5,711 -0.8%
Tax (1,631) (1,616) -0.9%
Profit after tax 4,123 4,095 0.7%
Minority interests 83 75 -10.2%
Net profit 4,206 4,169 -0.9%
EPS 0.64 0.64 -0.9%

Per Ton (HKD) (Cement & Clinker)

ASP 333 330 -0.8%
Unit cost 222 229 3.0%
GP 110 101 -8.3%
Gross Margin 31.3% 29.8% -1.5%
Operation Margin 19.2% 18.1% -1.1%
Net profit Margin 12.9% 12.2% -0.7%

Source: the Company, Guotai Junan International.

Management expects cement demand outlook to remain stable. CR Cement’'s management believes cement demand is
likely pick up in 2H15, driven by property and infrastructure demand. The Company expects 6 new lines coming in operation in
Guangdong and Guangxi region in 2H15, representing an around 7% YoY capacity growth rate. We see negative impact on
cement ASP in 2H15, as cement demand is likely to remain low growth while cement supply is likely to outpace cement
demand in South China in 2015.

Low capex guidance and we expect organic sales grow  th. Capex guidance is HKD4,512 million and HKD 2,183 million in
FY15F and FY16F. In 2014, we witnessed more consolidation in cement sector within large size players in 2014, either by
acquisition or increase stake. While CR Cement is lagging behind on M & A activity compared to other large players.
Management stated that the Company will continue to focuses on M & A. Moreover, the Company is already studying
overseas market opportunities.

Cement price edged down 1% WoW last week. Domestic cement price declined slightly, by 0.98% WoW. Since the cement
price decreased a lot last year, it did not decrease dramatically at the beginning of 2015. Cement prices decrease mainly in
Zhejiang, Fujian, Hunan, Yunnan and Gansu, down by RMB10-50/t WoW. Despite the downstream market has entering into
normal season, the demand is weaker than expected mainly due to sluggish property construction activities. Among the
different regions, Haikou's shipment level was around 80% while other regions were only around 30-60%. As it is traditional
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slack season from January to February for cement market, many of the cement producers stopped production and began
recondition instead. Especially in February, due to the Spring Festival vacation, cement production and sales both halted. The
cement demand is likely to pick up in April. Even the coal price remained weak in early 2015; the decreased cost in production
material is not enough to offset the decrease in cement price, and the gross profit for cement production companies might
shrink after all.

We slightly revise down FY15-16F earnings by 11.6% a nd 11.0%, respectively. We slightly increase FY15-16F revenue
by 3.0% and 5.8% to reflect modest sales volume growth. We believe new clinker capacity might post downward pressure on
ASP in Southern China, ASP is expect to reach HK$330/t, HK$329/t and HK$327/t in FY15-17F. We also expect unit cost to
slightly increase on material costs increase. As such, GP/t is expected to reach HK$101/t, HK$96/t and HK$93/t in FY15-17F,
respectively. We revise down FY15-16F earnings by 11.6% and 11.0%.

Table-2: Earnings Revision

HK$ Mn New Old Change
2015F 2016F 2017F 2015F 2016F 2017F 2015F 2016F 2017F

Revenue 34,140 36,875 39,511 33,140 34,847 n.a 3.0% 5.8% n.a
Gross profit 10,180 10,691 11,284 10,475 10,532 n.a -2.8% 1.5% n.a
Gross margin (%) 29.8% 29.0% 28.6% 31.6% 30.2% na -1.8p.p. -1.2 p.p. n.a
Net profit 4,169 4,368 4,520 4,388 4,343 n.a -5.0% 0.6% n.a
EPS (HK$) 0.638 0.669 0.692 0.672 0.665 n.a -5.0% 0.6% n.a
Cement & Clinker Per ton (HK$)

ASP 330 329 327 339 336 n.a -2.6% -2.3% n.a
Unit cost 229 233 234 225 229 n.a 2.0% 1.9% n.a
GP 101 96 93 114 108 n.a -11.6% -11.0% n.a

Source: the Company, Guotai Junan International.

Maintain investment rating of “Accumulate” and cut TP from HK$6.70 to HK$5.50. CR Cement is one of the major
cement producers in Guangzhou and Guangxi, the cement prices of these regions were benefit from limited new supply and
solid demand from downstream in 2014. In 2015, there are 6 new lines coming in operation in Guangdong and Guangxi region
which might post downward pressure on cement ASP. Despite the new cement supply in 2015, we expect the Company’s
operating efficiency to continue in the next three years. We maintain our investment rating of “Accumulate” on undemanding
valuation, but cut our TP from HK$6.70 to HK$5.50 on earnings revision, implying FY15-17F PER of 8.6x, 8.2x and 7.9x,
respectively.

Figure-1: China Cement Price Figure-2:  Cement Price Trend in China
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Figure - 3:Cement Price Trend in Southern China
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Source: Dcement, Guotai Junan International.

Figure-4: CR Cement's Revenue Breakdown in Figure-5: CR Cement’'s Revenue Breakdown by Region
FY13-17F in FY14
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

. L Figure-7: CR Cement's Cement & Clinker GP/t in
Figure-6: CR Cement’s Margins in FY13-17F
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Financial statements & ratios

Income Statement Balance Sheet
Year end Dec (HKD m) 2013A  2014A 2015F  2016F  2017F Year end Dec (HKD m) 2013A 2014A 2015F 2016F 2017F
Turnover 29,341 32,669 34,140 36,875 39,511 Fixed assets 32,527 33,272 34,096 33,949 33,505 g
Cost of sales (20,981) (22,444) (23,960) (26,184) (28,227) Goodwill & intangibles 2,200 2,272 2,386 2,505 2,631 o
Lease prepayments 2,752 2,787 2,927 3,073 3,226 %
Gross profit 8,360 10,225 10,180 10,691 11,284 Interestin assoc/Jce 4,120 4,879 5,202 5,550 5,924 =
Selling expenses (1,633) (1,899) (1,912) (2,065) (2,252) Others 2,483 2,400 2,551 2,713 2,886 N
Administrative expenses (2,727)  (2,594) (2,731) (2,950) (3,161) Non-current assets 44,082 45,610 47,163 47,790 48,172
Operating profit 3999 5732 5537 5676 5871 Inventories 2,132 2,162 2,626 2,941 3,248
Other income 812 547 634 650 644 Trade and other receivables 4,747 4,226 5,645 6,098 6,642
Assoc/Jce/others 208 130 137 163 193 Cash and bank balances 2,822 4,148 4,871 7,089 9,617
Financial cost (704) (655) (597) (5086) (499) Others 397 1,391 1,467 1,551 1,643
Current assets 10,098 11,927 14,609 17,679 21,150
Profit before tax 4314 5754 5711 5983 6,209
Taxation (1,036) (1,631) (1,616) (1,693) (1,769) Total Assets 54,180 57,537 61,771 65,470 69,322
Minority interest 60 83 75 78 81
Bank loans 6,171 4,729 4,492 4,268 4,054
Net profit 3338 4206 4169 4368 4,520 Trade and other payables 7,612 7471 8,902 9,656 10,487
Others 615 931 980 1,032 1,087
EPS (HKD) 0512 0644 0638 0.669  0.692 Current liabilities 14,398 13,130 14,374 14,956 15,629
DPS (HKD) 0105 0170 0173  0.184  0.197
Bank loans & bonds 14,272 15,555 15,567 15,580 15,592
Key assumption Others 148 136 150 165 182
Cement & Clinker (HKD) 2013F  2014F  2015F  2016F  2017F Non-current liabilities 14,420 15,691 15,718 15,745 15,774
ASPH 314 333 330 329 327
Unit cost/t 221 222 229 233 234 Total Liabilities 28,818 28,822 30,092 30,701 31,403
GP/t 93 110 101 96 93
Shareholders' equity 25,362 28,715 31,680 34,768 37,919
Total Liabilities and Equity 54,180 57,537 61,771 65,470 69,322 <
Cash flow Statement i
Year end Dec (HKD m) 2013F  2014A  2015F  2016F  2017F BPS (HKD) 3.805 4.314 4.779 5.263 5.758 §
o
Profit before tax 4314 5754 5711 5,983 6,209 Financial Ratios *ﬁ
Depreciation & amortisation 1816 1,918 2275 2430 2,544 Yearend Dec (HKD m) 2013A 2014A 2015F 2016F 2017F =
Net finance cost 639 596 515 421 413 &
Other items 7 201 0 0 0 Growth (%): g
Working capital change (346) 376 (583) (157) (179) Revenue 15.8 11.3 45 8.0 71 g
Interest & Tax paid (1,374) (1,986) (2,168) (2,151) (2,218) Gross profit 371 22.3 (0.4) 5.0 55 o
Cash flow from operation 5,121 6,859 5,750 6,526 6,769 Operating profit 30.3 433 (3.4) 25 34 g
Net profit 436 26.0 (0.9) 48 35 g
CAPEX (2,949) (4,520) (3,520) (2,737) (2,591) 3
Others (368) (38) (158) (162) (169)  Profitability (%): %
Cash flow from investing (3,317)  (4,557) (3,679) (2,900) (2,760) Gross margin 285 31.3 29.8 29.0 28.6 £
Operating margin 13.6 175 16.2 15.4 14.9 ©
Increase in bank loans (2,018) (142) (218) (206) (194) Net margin 114 12.9 122 11.8 114
Dividends paid (617) (915)  (1,130) (1,201) (1,288) ROA 6.2 73 6.7 6.7 6.5
Issuance of unsecured bonds 0 92 0 0 0 ROE 145 15.9 14.0 13.3 12.6
Others 7 7) 0 0 0
Cash flow from financing (2,643) (972) (1,348)  (1,407) (1,482) Liquidity & Solvency
Current Ratio (x) 0.7 0.9 1.0 12 14
Cash balance change (838) 1,330 723 2219 2,527 Quick Ratio (x) 0.2 0.3 03 05 0.6
Cash balances at year begin 3562 2,822 4,148 4,871 7,089 Net gearing (%) 71.0 57.3 48.6 371 26.7
Effect of FX changes 98 (4) 0 0 0 Interest coverage (x) 8.5 11.5 13.3 11.8 124
Cash balances at year end 2,822 4148 4871 7,089 9,617 Dividend payout ratio (x) 20.5% 26.4% 27.1% 27.5% 28.5%

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition )
o
Buy Relative Performance >15%; o
or the fundamental outlook of the company or sector is favorable. e
Accumulate Relative Performance is 5% to 15%; f
or the fundamental outlook of the company or sector is favorable. N
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.
Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months
Rating Definition
Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.
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(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report. 2
(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report. o
(3) Except for Shandong Chenming Paper Holdings Limited-H shares (01812), China All Access (Holdings) Limited (00633)), Guangshen z
Railway Company Limited-H shares (00525), Guotai Junan International Holdings Limited (01788) and Binhai Investment Company =
Limited (02886), Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the issuer =
mentioned in this Research Report. g
(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report £
within the preceding 12 months. )
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This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2015 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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