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Maanshan Iron & Steel Co Ltd ------------------------------------------- Maintain OUTPERFORM 
FY14 results: Improved margin in 2H14 EPS: ▼ TP: ◄► 
Trina Chen / Research Analyst / 852 2101 7031 / trina.chen@credit-suisse.com 
Owen Liang, CFA / Research Analyst / 852 2101 6093 / owen.liang@credit-suisse.com 

● Maanshan FY14 NP was Rmb221 mn, or EPS at Rmb0.029/sh.  
Excluding one-offs such as Rmb700 mn in inventory writedown, 
Rmb306 mn in government land compensation, recurring NP was 
Rmb385 mn, up 34% YoY. 

● Sales volume was 18.3 mnt, up 2% YoY. Unit EBITDA was 
US$51/t, flat YoY. Specifically, we estimate 4Q14A unit EBITDA 
was US$62/t. Reported ASP of train-wheel was Rmb7,410/t, with a 
gross profit of Rmb1,271/t, up 9% YoY. 

● Our recent visit to China suggests heightened risk of potential 
capacity exiting the industry, due to poor profitability, tightened 
credit from banks and environment enforcement. While we see 
earnings remaining depressed in 1H15E, we expect sequential 
margin improvement in the coming 12-18 months for the sector. 

● We revise down earnings by 20% for 2015E to reflect the near-
term earnings downside risk. However, we expect 141% earnings 
growth in 2016E, as unit EBITDA improves from US$54/t  in 
2015E, to US$56 in 2016E. Maintain OUTPERFORM with target 
price of HK$2.6/sh. 

Click here for detailed financials  

Our target price of HK$2.6 is based on 0.6x P/B on 2015E. 

Figure 1: Quarterly unit EBITDA—Maanshan  
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Source: Company data, Credit Suisse estimates 

Figure 2: FY14 results summary—Maanshan 

  2014A 2013A YoY 2014E A of E 

Net revenue Rmb mn 59,586  73,622  -19% 58,166  2% 

COGS Rmb mn (55,840) (70,394) -21% (54,865) 2% 

Gross profit Rmb mn 3,745  3,228  16% 3,301  13% 

SG&A Rmb mn (1,823) (1,757) 4% (1,664) 10% 

EBIT Rmb mn 1,756  1,476  19% 1,526  15% 

Financing expenses Rmb mn (1,244) (1,154) 8% (1,249) 0% 

Net profit Rmb mn 221  157  40% 14  15x 

Net profit-recurring Rmb mn 385  288  34% 267  44% 

EPS Rmb/sh 0.029  0.020  40% 0.002  15x 

EPS - recurring Rmb/sh 0.050  0.037  34% 0.035  44% 

Sales volume mnt 18.3  18.0  2% 18.1  1% 

HRC spot US$/t 465  524  -11% 465  0% 

Rebar spot US$/t 424  488  -13% 423  0% 

ASP Rmb/t 2,879  3,355  -14% 2,834  2% 

Unit gross profit Rmb/t 158  108  46% 127  25% 

ASP-trainwheel Rmb/t 7,410  7,682  -4% 7,667  -3% 

Unit GP-trainwheel Rmb/t 1,271  1,168  9% 1,664  -24% 

Unit EBITDA US$/t 51  50  1% 47  9% 

AR days days 52  43  21% 54  -4% 

Inv days days 57  52  9% 55  3% 

Net debt Rmb mn 18,307  19,786  -7% 18,384  0% 

Net gearing % 71% 77% -8% 71% -1% 

OCF Rmb mn 2,913  5,091  -43% 4,470  -35% 

FCF Rmb mn 4,239  549  673% 1,402  202% 

Source: Company data, Credit Suisse estimates 

Figure 3: Quarterly results summary—Maanshan 

  4Q13A 1Q14A 2Q14A 3Q14A 4Q14A 

Net revenue Rmb mn 17,421  13,599  15,173  15,496  15,318  

Gross profit Rmb mn 725  442  507  1,340  1,457  

Net profit Rmb mn 487  (446) (284) 404  547  

NP-recurring Rmb mn 293  (300) (162) 580  505  

Volume mnt 4.68  4.01  4.65  4.88  4.76  

Unit EBITDA US$/t 50  42  38  58  62  

BV Rmb/sh 3.00  2.95  2.91  2.96  3.03  

AR days days 49  64  56  50  55  

AP days days 66  86  85  76  76  

Inv days days 55  79  65  65  57  

Source: Company data, Credit Suisse estimates 

Figure 4: Key assumptions and financials—Maanshan  

2013A 2014A 2015E 2016E 2017E

HRC-spot US$/t 525      465      413      415      430      

CRC-spot US$/t 643      563      503      502      518      

Wire rod-spot US$/t 488      423      359      358      374      

Iron ore China CIF US$/t 136      97        73        73        76        

Hard coking coal US$/t 159      126      123      130      130      

Sales volume mn tonnes 18.0     18.3     18.9     19.1     19.1     

ASP Rmb/t 3,355   2,879   2,601   2,625   2,718   

Unit EBITDA US$/t 50.0     50.5     53.7     55.6     64.1     

Unit financial cost Rmb/t 64.0     68.0     54.7     44.3     32.1     

Net profit - recurring Rmb mn 157      385      858      1,371   2,454   

BV Rmb/sh 3.34     3.36     3.47     3.74     4.06     

Free cash flow Rmb mn 549      4,239   2,737   4,153   4,841   

Net debt Rmb mn 19,786 18,307 15,570 11,417 6,576   

Net debt/equity % 77% 71% 58% 40% 21%  
Source: Company data, Credit Suisse estimates 

Bbg/RIC 323 HK / 0323.HK 
Rating (prev. rating) O (O) 
Shares outstanding (mn) 7,700.68 
Daily trad vol - 6m avg (mn) 26.1 
Daily trad val - 6m avg (US$ mn) 7.2 
Free float (%) 50.5 
Major shareholders Magang Group 50% 
 

Price (25 Mar 15, HK$) 2.12 
TP (prev. TP HK$) 2.60 (2.60)  
Est. pot. % chg. to TP 23 
52-wk range (HK$) 2.55 - 1.54 
Mkt cap (HK$/US$ mn) 37,435.4/ 4,827.7 
 

Performance  1M 3M 12M 

Absolute (%) 2.9 (7.4) 34.2 
Relative (%) 2.6 (15.0) 14.0 
 

Year 12/13A 12/14A 12/15E 12/16E 12/17E 

Revenue (Rmb mn) 73,622 59,586 55,283 56,618 58,626 
EBITDA (Rmb mn) 5,158 5,276 6,150 7,389 7,473 
Net profit (Rmb mn) 157 221 858 2,069 2,454 
EPS (Rmb) 0.02 0.03 0.11 0.27 0.32 
- Change from prev. EPS (%) n.a. n.a. (20) (8)  
- Consensus EPS (Rmb) n.a. n.a. 0.09 0.13 0.04 
EPS growth (%) n.m. 40.3 289.0 141.1 18.6 
P/E (x) 83.1 59.3 15.2 6.3 5.3 
Dividend yield (%) 0 0 0 0 0 
EV/EBITDA (x) 11.1 10.3 8.4 6.3 5.6 
P/B (x) 0.6 0.6 0.5 0.5 0.5 
ROE (%) 0.7 1.0 3.6 8.2 8.9 
Net debt (cash)/equity (%) 105.3 93.9 80.2 58.6 38.2 
 

Note 1: ORD/ADR=100.00. Note 2: Maanshan Iron & Steel Co Ltd is principally engaged in the 
manufacture and distribution of iron and steel products. The company provides sheets, including 
hot-rolled sheets, cold-rolled sheets, galvanised sheets, colour-painting sheets and other products. 
 

 

https://rave.credit-suisse.com/research/company/financials?ric=0323.HK
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Maanshan Iron & Steel Co Ltd (0323.HK, HK$2.12, OUTPERFORM, TP HK$2.6) 
 

Disclosure Appendix 

Important Global Disclosures  

Trina Chen and Owen Liang, CFA, each certify, with respect to the companies or securities that the individual analyzes, that (1) the views expressed in 
this report accurately reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation was, 
is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

3-Year Price and Rating History for Maanshan Iron & Steel Co Ltd (0323.HK) 

 
0323.HK Closing Price Target Price    

Date (HK$) (HK$) Rating   

18-Apr-12 2.42 3.70 O   

14-Jun-12 1.80 2.70    

23-Aug-12 1.73 1.00 U   

06-Dec-12 2.08 1.30    

09-Apr-13 1.96 1.60    

11-Dec-13 2.04 1.70    

29-Mar-14 1.72 2.20 O   

19-Aug-14 1.86 2.15    

20-Oct-14 1.69 2.15 *   

08-Dec-14 2.25 2.60    

* Asterisk signifies initiation or assumption of coverage.  
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The analyst(s) responsible for preparing this research report received Compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities 

As of December 10, 2012 Analysts’ stock rating are defined as follows: 

Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark*over the next 12 months. 

Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months. 

Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months. 

 *Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the  analyst's coverage universe which 
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractive, Neutrals the less attractive, and 
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ra tings are based on a stock’s total return 
relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Ou tperforms representing the most 
attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportu nities. For Latin American and non-Japan Asia stocks, ratings are based 
on a stock’s total return relative to the average total return of the relevant country or regional benchmark; prior to 2nd Oc tober 2012 U.S. and Canadian ratings were 
based on (1) a stock’s absolute total return potential to its current share price and (2) the relative attractiveness of a stock’s total retur n potential within an analyst’s 
coverage universe. For Australian and New Zealand stocks, 12-month rolling yield is incorporated in the absolute total return calculation and a 15% and a 7.5% threshold 
replace the 10-15% level in the Outperform and Underperform stock rating definitions, respectively. The 15% and 7.5% thresholds replace the +10-15% and -10-15% 
levels in the Neutral stock rating definition, respectively. Prior to 10th December 2012, Japanese ratings were based on a stock’s total return relativ e to the average total 
return of the relevant country or regional benchmark.  

Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 

Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 

Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or valuation of 
the sector* relative to the group’s historic fundamentals and/or valuation: 

Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months. 

Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months. 

Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months. 

 *An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cov er multiple sectors. 
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Credit Suisse's distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 

Rating Versus universe (%) Of which banking clients (%) 

Outperform/Buy* 44% (53% banking clients) 

Neutral/Hold* 38% (50% banking clients) 

Underperform/Sell* 15% (44% banking clients) 

Restricted 3%  

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underpe rform most closely correspond 
to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings ar e determined on a relative basis. (Please refer to definitions above.) 
An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other indivi dual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the market 
that may have a material impact on the research views or opinions stated herein.  

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer to 
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: http://www.csfb.com/research-and-
analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be 
used, by any taxpayer for the purposes of avoiding any penalties. 

Price Target: (12 months) for Maanshan Iron & Steel Co Ltd (0323.HK) 

Method:  Our target of HK$2.60 for Maanshan Iron and Steel and is based on 0.6x P/B (price-to-book) at the low end of its historical trading range. 

Risk:  Potential risks to achievement of our HK$2.60 target price for Maanshan Iron & Steel are: (1) industry supply and demand balance in both 
China and the global market would affect steel prices; (2) changes to government policies, in particular export-related taxes, would have an 
impact on Chinese steel prices and Maanshan's earnings; and (3) the Chinese government's execution of its railway expansion plan will affect 
the currently tight rail wheel market and also Maanshan's earnings. 

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures for the definitions of abbreviations typically used in the target 
price method and risk sections.  

See the Companies Mentioned section for full company names  

Important Regional Disclosures  

Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report. 

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (0323.HK) within the past 12 
months 

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; SVS-
-Subordinate Voting Shares. 

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 

For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 

Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that. 

To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important disclosures 
regarding any non-U.S. analyst contributors: The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with 
FINRA. The non-U.S. research analysts listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 
and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst 
account. 

Credit Suisse (Hong Kong) Limited .......................................................................................................................... Trina Chen ; Owen Liang, CFA 

For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at https://rave.credit-
suisse.com/disclosures or call +1 (877) 291-2683.  
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