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Hilong Holding [1623.HK]

2014 results above estimates but a low quality beat; Rising
receivables a concern

Hilong’s 2014 net profit came in at RMB398m. Excluding an one-off tax refund of
RMB38.4m in 1H14 and adding back non-cash expenses on CB, options and swap
for both 2013 and 2014, recurring net profit in 2014 was RMB375m (-12% YoY), or
13% above our estimates as Hilong capitalized RMB24m of interest expenses (21%
of total). The results imply a recurring net profit decline of 6% YoY in 2H14, versus a
drop of 21% in 1H14. Hilong declared dividend of HK$0.05 per share, implying pay-
out ratio of ~17% (down from 29-30% over the past three years). We are concerned
about the 31% increase in the trade receivables (versus a 5% revenue growth), with
past due jumped 43% YoY. On the positive side, we are encouraged by the strong
sales in overseas market and resilient oilfield services segment. Our earnings esti-
mates, TP and rating are under review.

e Solid oil equipment manufacturing and services segment helped by higher
drill pipe sales in overseas. Drill pipe sales volume in 2014 reached 39,498t
(+14% YoY), beating our estimate by 3.5%. Sales volume in 2H14 increased by
28% YoY to 21,377t (above company target of 20,000t), mainly driven by the
strong growth of international sales (mainly in American market) in 2H14 (+113%
YoY), more than offset a 17% decline in domestic market. ASP slightly dropped
1.4% YoY (-3.4% HoH) in 2H14 with full year ASP stayed flat YoY. OCTG coating
services revenue moderately increased by 8.6% YoY in 2H14, due to the weak-
ness in domestic market that dragged its growth. EBIT of the segment as a whole
dropped 10% YoY in 2H14 due to margin pressure.

o Oilfield services segment still on a good growth trajectory. This is the best
performing segment with revenue increased by 23% YoY in 2H14, accelerated
from 13% in 1H14. Segment EBIT increased by 17% YoY in 2H14. Growth was
driven by new drill rigs commencement with high day rates and the increase in
revenue from OCTG trading business.

e Rising receivable days a concern. Trade receivables increased by 31% YoY to
RMB1,535m as of end-2014, implying 192 days of receivables versus 165 days
as of end-2013. Most importantly, RMB522m (34% of the trade receivables) were
past due but not impaired. In particular, 39% of the RMB522m have not paid for
more than one year. We are increasingly concerned about this issue.

e Analyst meeting at 10:00 a.m. (HK time) today. Venue: Ballroom C, Level 5,
Island Shangri-La Hotel, Pacific Place, Supreme Court Road, Hong Kong.

o Upside risks: (1) Oil price recovery; (2) Drilling demand recovery; (3) More
new order intakes. Downside risks: (1) Further capex cut by oil companies;
(2) Potential suspension on drill rigs operation by customers; (3) Margin
squeeze; (4) Rising receivables.
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Figure 1: Hilong results highlights
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Total
Revenue
Costofsales
Gross profit

Gross margin
Operating expenses
EBIT

D&A

EBITDA
Finance income
Finance costs
Profit/(loss) of associates/\JCE
Pretax profit
Income taxexpenses
After tax profit
Minority interests
Net profit
Recurring net profit

1H13

173
(131)

24.1%
(24)
14.1%

10.0%

417
(253)
164
39.3%
(50)
12.0%
114
27.3%

177

1H14 Chg (YoY)

189
(10)
179
141

2%
17%
-13%

-38%

69%

-31%
-42%
4%

-14%

29%

13%
21%
1%

5%

-1%

1%
7%
-7%

-26%
22%
32%
24%

n/a
49%

19%
-95%
60%
-32%
73%
-21%

2H13

192
(135)

29.9%
(17)
8.7%

21.2%

456
(301)
155
33.9%
(47)
10.4%
107
23.6%

2H14 Chg (YoY)

681
(345)

49.3%
(191)
28.1%

21.2%

20.2%

560
(368)
191
34.2%
(62)
11.2%
126
22.5%

1,394
(822)

41.1%
(272)

234

7%
0%
14%

42%

-10%

-21%
-20%
-23%

-18%

-25%

23%
22%
24%

32%

17%

n/a

8%
5%
13%

37%
-4%
1%
-1%
218%
6%
-89%
-4%
56%
-11%
-33%
-9%
-6%

2013 2014 Chg (YoY) Comments
1,214 1,270 5% Drill pipe revenue +4.6% YoY.
(644) (696) 8% OCTG coating services revenue +4.8% YoY.
570 575 1%
47.0% 45.3% Gross margin improved in 2H14.
(345) (321) -7%
28.4% 25.3%
225 254 13%
18.5% 20.0%
365 272 -26% Revenue decline was due to weakness line pipe
(266) (184) -31% coating segment despite strong growth of CRAlined
99 88 -12% pipe sales (accounted for 27% of the segment
27.1% 32.3% revenue).
(41) (35) -15%
11.3% 12.8%
58 53 -9%
15.9% 19.5%
873 1,032 18%
(554) (675) 22%
318 357 12%
36.5% 34.6%
97) (115) 18%
11.2% 11.2%
221 239 8%
25.3% 23.1%
0 2 n/a Contribution of pipe laying vessel will start contribution
0 (1) n/a in 2015.
0 1 n/a
0.0% 70.6%
0 (11) n/a
0.0% 635.8%
0 (10) n/a

0.0% -565.3%

2,452 2,576
(1,464) (1,555)
988 1,021
40.3% 39.6%
(484) (482)
504 536
136 164
640 700

8 13
(71) (90)

1 3

442 462
(72) (47)
371 415
(26) (17)
345 398
425 375

5%
6%
3%

6%
21%
9%
54%
26%
287%
4%
-35%
12%
-32%
15%
-12%

Gross margin rebounded in 2H14.

RMB24m of interest payment was capitalized in 2014.

Income taxdecline was due to one-off tax refund of
RMB38m in 1H14.

Recurring net profitis adjusted for the one-off tax effect.

Sources: Company, CGIHK Research estimates
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Figure 2: Hilong drill pipe segment higlights

Revenue (RMB m) 2007 2008 2009 2010 2011 2012 2013 2014
Drill pipes and related products
Drill pipes
Breakdown by region
China
Sales volume (t) 15,839 21,900 11,314 14,469 14,549 22,194 20,997 15,397
Change YoY - 38.3% -48.3% 27.9% 0.6% 52.5% -5.4% -26.7%
ASP (RMBI/t) 30,941 25,493 26,357 24,961 28,357 24,954 23,280 22,427
Change YoY - -17.6% 3.4% -5.3% 13.6% -12.0% -6.7% -3.7%
Revenue (RMB m) 490 558 298 361 413 554 489 345
Change YoY - 13.9% -46.6% 21.1% 14.2% 34.2% -11.7% -29.4%
Overseas
Sales volume (t) 4,419 17,120 3,961 10,550 13,059 15,213 13,665 24,101
Change YoY - 287.4% -76.9% 166.3% 23.8% 16.5% -10.2% 76.4%
ASP (RMBI/t) 35,931 37,830 29,395 25,842 25,267 24,541 23,401 23,745
Change YoY - 5.3% -22.3% -12.1% -2.2% -2.9% -4.6% 1.5%
Revenue (RMB m) 159 648 116 273 330 373 320 572
Change YoY - 307.9% -82.0% 134.2% 21.0% 13.1% -14.3% 79.0%
Drill pipe total
Sales volume (t) 20,258 39,020 15,275 25,019 27,608 37,407 34,662 39,498
Change YoY - 92.6% -60.9% 63.8% 10.3% 35.5% -7.3% 14.0%
ASP (RMBI/t) 32,030 30,906 27,145 25,333 26,895 24,786 23,328 23,231
Change YoY - -3.5% -12.2% -6.7% 6.2% -7.8% -5.9% -0.4%
Drill pipe revenue (RMB m) 649 1,206 415 634 743 927 809 918
Change YoY - 85.9% -65.6% 52.9% 17.2% 24.9% -12.8% 13.5%
Drill pipe components 0 0 0 21 94 27 83 30
Hardbanding 0 14 14 25 16 12 13 16
Equipment 13 18 34 1 11 16 1 0
Others 8 24 56 32 41 29 45 30
Total 670 1,261 519 713 904 1,011 951 994
Change YoY - 88.2% -58.9% 37.5% 26.7% 11.9% -6.0% 4.6%

Sources: Company, CGIHK Research
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Figure 3. Hilong revenue breakdown by regions
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Disclaimer

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 China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by China Galaxy International Securities (Hong Kong) Co., Limited, one of the subsidiaries of
the China Galaxy International Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no repre-
sentation or warranty (expressly or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : noclear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
Room 3501-3507, 35/F, Cosco Tower, Grand Millennium Plaza, 183 Queen’s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




