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Buy Equity Research

Stake in WCC likely to cement leadership in Northwest China 

What's changed 

Anhui Conch Cement announced that its wholly-owned subsidiary Conch 

International will acquire 16.7% of the enlarged equity of West China 

Cement (2233 HK, Not Covered) for a consideration of HK$1,527mn. The 

implied EV/t is Rmb355/t, compared with Conch’s 2015E EV/t of Rmb492/t. 

Implications 

We see strategic merit for both West China Cement and Anhui Conch. 

West China Cement is Shaanxi’s biggest cement producer, with dominant 

market position in South Shaanxi (75% market share), while Conch is its 

major competitor in Central Shaanxi. After the acquisition, Conch and 

West China Cement could control 46% of Central and South Shaanxi 

capacity, and we note that better market cooperation should enhance 

profitability in the region. 

Ytd Shaanxi cement price is down 5% due to weak demand. We think any 

potential improvement in the market structure post the proposed deal could 

help stabilize pricing in the region, and note that WCC and Conch’s Shaanxi 

plants are well positioned to benefit from any demand uptick. We do not 

incorporate the impact of this stake into our estimates, pending approval of 

the Stock Exchange.  

Valuation 

Our 12-m target prices for Anhui Conch H/A are unchanged at 

HK$35.8/Rmb28, and we maintain Buy on both stocks. Our target price for 

H implies 1.8x FY16E P/B, lower than the 2.0x cycle average while the 

company’s FY16E ROE of 17% is in line with the cycle average (2000-2014). 

We believe its solid balance sheet will enable it to continue to gain market 

share in a lackluster market. 

Key risks 

1) Higher-than-expected raw material/coal cost or tariff; (2) Lower-than-

expected cement price/volume. 
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Anhui Conch Cement (H) (0914.HK)

Asia Pacific Metals & Mining Peer Group Average

Key data Current

Price (HK$) 29.10

12 month price target (HK$) 35.80

600585.SS Price (Rmb) 24.88

600585.SS 12 month price target (Rmb) 28.00

Market cap (HK$ mn / US$ mn) 154,209.7 / 19,891.4

Foreign ownership (%) --

12/14 12/15E 12/16E 12/17E

EPS (Rmb) 2.07 2.11 2.44 2.54

EPS growth (%) 17.0 1.9 15.8 4.0

EPS (diluted) (Rmb) 2.07 2.11 2.44 2.54

EPS (basic pre-ex) (Rmb) 2.07 2.11 2.44 2.54

P/E (X) 10.8 11.0 9.5 9.2

P/B (X) 1.8 1.7 1.5 1.3

EV/EBITDA (X) 7.0 7.1 6.0 5.5

Dividend yield (%) 2.9 2.8 3.3 3.4

ROE (%) 18.1 16.0 16.5 15.4

CROCI (%) 14.6 15.7 17.1 15.5
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Share price performance (%) 3 month 6 month 12 month
Absolute 5.4 9.6 7.6

Rel. to MSCI China (4.2) (8.2) (12.7)

Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 6/18/2015 close.
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Anhui Conch Cement (H): Summary Financials 
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Profit model (Rmb mn) 12/14 12/15E 12/16E 12/17E Balance sheet (Rmb mn) 12/14 12/15E 12/16E 12/17E

Total revenue 60,758.5 63,754.5 70,102.6 71,504.7 Cash & equivalents 12,512.1 10,997.1 10,244.4 10,159.6

Cost of goods sold (40,560.1) (42,858.0) (46,600.2) (47,540.6) Accounts receivable 4,218.8 6,375.4 4,907.2 7,150.5

SG&A (5,623.7) (6,336.1) (6,856.0) (6,922.7) Inventory 4,376.0 5,143.0 5,126.0 4,754.1

R&D -- -- -- -- Other current assets 4,163.6 4,368.9 4,803.9 4,900.0

Other operating profit/(expense) 0.0 0.0 0.0 0.0 Total current assets 25,270.5 26,884.4 25,081.5 26,964.1

EBITDA 18,401.4 18,836.8 21,348.3 22,146.2 Net PP&E 62,501.2 67,482.4 73,038.1 76,190.9

Depreciation & amortization (3,826.7) (4,276.5) (4,701.9) (5,104.9) Net intangibles 6,848.9 6,591.3 6,333.7 6,076.1

EBIT 14,574.7 14,560.3 16,646.5 17,041.4 Total investments 6,579.5 6,575.1 6,570.2 6,565.2

Interest income 420.0 518.8 468.8 450.3 Other long-term assets 1,052.9 1,591.1 1,224.7 1,784.6

Interest expense (1,038.9) (949.4) (691.7) (382.4) Total assets 102,253.1 109,124.3 112,248.2 117,580.8

Income/(loss) from uncons. subs. (55.2) 0.0 0.0 0.0

Others 1,026.5 1,077.1 1,184.3 1,208.0 Accounts payable 4,014.9 5,143.0 4,660.0 4,754.1

Pretax profits 14,927.0 15,206.8 17,607.9 18,317.3 Short-term debt 2,331.1 2,114.8 1,239.8 819.7

Income tax (3,360.2) (3,423.2) (3,963.6) (4,123.3) Other current liabilities 8,051.0 8,692.7 9,408.3 9,814.4

Minorities (585.9) (596.9) (691.2) (719.0) Total current liabilities 14,397.0 15,950.4 15,308.1 15,388.2

Long-term debt 17,587.1 14,803.4 8,678.4 4,098.5

Net income pre-preferred dividends 10,980.9 11,186.7 12,953.1 13,475.0 Other long-term liabilities 1,041.9 1,143.0 1,244.1 1,345.2

Preferred dividends 0.0 0.0 0.0 0.0 Total long-term liabilities 18,629.0 15,946.4 9,922.5 5,443.7

Net income (pre-exceptionals) 10,980.9 11,186.7 12,953.1 13,475.0 Total liabilities 33,026.0 31,896.8 25,230.6 20,831.9

Post-tax exceptionals 0.0 0.0 0.0 0.0

Net income 10,980.9 11,186.7 12,953.1 13,475.0 Preferred shares 0.0 0.0 0.0 0.0

Total common equity 65,850.0 73,592.1 83,036.1 92,447.9

EPS (basic, pre-except) (Rmb) 2.07 2.11 2.44 2.54 Minority interest 3,377.1 3,635.3 3,981.5 4,301.0

EPS (basic, post-except) (Rmb) 2.07 2.11 2.44 2.54

EPS (diluted, post-except) (Rmb) 2.07 2.11 2.44 2.54 Total liabilities & equity 102,253.1 109,124.3 112,248.2 117,580.8

DPS (Rmb) 0.65 0.66 0.77 0.80

Dividend payout ratio (%) 31.4 31.4 31.4 31.4 BVPS (Rmb) 12.43 13.89 15.67 17.45

Free cash flow yield (%) 5.5 4.3 8.3 7.4

Growth & margins (%) 12/14 12/15E 12/16E 12/17E Ratios 12/14 12/15E 12/16E 12/17E

Sales growth 9.9 4.9 10.0 2.0 CROCI (%) 14.6 15.7 17.1 15.5

EBITDA growth 12.8 2.4 13.3 3.7 ROE (%) 18.1 16.0 16.5 15.4

EBIT growth 14.4 (0.1) 14.3 2.4 ROA (%) 11.2 10.6 11.7 11.7

Net income growth 17.0 1.9 15.8 4.0 ROACE (%) 16.0 15.2 16.3 15.9

EPS growth 17.0 1.9 15.8 4.0 Inventory days 36.3 40.5 40.2 37.9

Gross margin 33.2 32.8 33.5 33.5 Receivables days 35.3 30.3 29.4 30.8

EBITDA margin 30.3 29.5 30.5 31.0 Payable days 35.1 39.0 38.4 36.1

EBIT margin 24.0 22.8 23.7 23.8 Net debt/equity (%) 10.7 7.7 (0.4) (5.4)

Interest cover - EBIT (X) 23.5 33.8 74.7 NM

Cash flow statement (Rmb mn) 12/14 12/15E 12/16E 12/17E Valuation 12/14 12/15E 12/16E 12/17E

Net income pre-preferred dividends 10,980.9 11,186.7 12,953.1 13,475.0

D&A add-back 3,826.7 4,276.5 4,701.9 5,104.9 P/E (analyst) (X) 10.8 11.0 9.5 9.2

Minorities interests add-back 585.9 596.9 691.2 719.0 P/B (X) 1.8 1.7 1.5 1.3

Net (inc)/dec working capital 2,847.1 (1,795.5) 1,002.3 (1,777.3) EV/EBITDA (X) 7.0 7.1 6.0 5.5

Other operating cash flow (1,715.8) 208.9 1,188.1 (47.7) EV/GCI (X) 1.3 1.2 1.1 1.0

Cash flow from operations 16,524.8 14,473.5 20,536.5 17,473.9 Dividend yield (%) 2.9 2.8 3.3 3.4

Capital expenditures (9,789.8) (9,000.0) (10,000.0) (8,000.0)

Acquisitions (707.3) 0.0 0.0 0.0

Divestitures 0.0 0.0 0.0 0.0

Others 5,646.0 (205.3) (435.0) (96.1)

Cash flow from investments (4,851.1) (9,205.3) (10,435.0) (8,096.1)

Dividends paid (common & pref) (1,854.8) (3,444.5) (3,509.1) (4,063.2)

Inc/(dec) in debt (3,013.2) (3,000.0) (7,000.0) (5,000.0)

Common stock issuance (repurchase) 0.0 0.0 0.0 0.0

Other financing cash flows (788.0) (338.7) (345.0) (399.5)

Cash flow from financing (5,656.0) (6,783.2) (10,854.1) (9,462.7)

Total cash flow 6,017.7 (1,515.0) (752.7) (84.9) Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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Exhibit 1: Shaanxi cement prices and inventory 

 

Exhibit 2: West China Cement capacity by region 

As of end 1Q15 

 

 

Source: Digital Cement. 
 

Source: West China Cement 2014 Annual Results Presentation. 

 

Exhibit 3: Anhui Conch’s quarterly results 

 

Source: Company data 
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Shaanxi

Cement price (LHS) Inventory (RHS)

Rmb/t

Region
Capacity 
(mtpa)

Shaanxi 21.1
South 9.7

Central 11.4

Xinjiang 4.1
Gansu 1.8
Total 27

Anhui Conch

Rmb mn 1Q12 2Q12 3Q12 4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15

Revenue 8,859    11,700  11,688  13,519  9,906    13,681  13,421  18,254  12,630  16,155  14,890  17,084  11,229  

Gross profit 2,358    3,175    2,690    4,481  2,478  4,185  4,451  7,130  4,498  5,814    4,447    5,735  3,289  

Gross margin 26.6% 27.1% 23.0% 33.1% 25.0% 30.6% 33.2% 39.1% 35.6% 36.0% 29.9% 33.6% 29.3%

Net profit 1,249  1,668  1,018  2,373 972   2,088 2,324 3,996 2,473 3,348  2,352  2,820 1,714

Cement and clinker ASP (Rmb/t) 268       241       214      251     214     235     227     266     250      241       219      238     216     

Gross profit per tonne (Rmb/t) 71         66         50        84     52       74       76       107     90        89         66        83       63       

Sales volume (mt) 33         48         53        53       46       57       59       66       48        66         66        70       51       

Unit cost (Rmb/t) 197       175       164      167     162     161     151     159     160      153       153      155     153     

Net profit (Rmb/t) 38         35         19        45       21       37       40       60       52        51         36        40       34       

http://www.hibor.com.cn/
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disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese 

Securities Finance Company.   

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a 

global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.    

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each 

report adding or reiterating an Investment List membership.   

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation.  Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation.  Neutral (N). The investment outlook over the 

following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation.  Cautious (C). The investment outlook over 

the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.   

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an 

advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances.  Rating Suspended (RS). Goldman 

Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for 

determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and 

price target, if any, are no longer in effect for this stock and should not be relied upon.  Coverage Suspended (CS). Goldman Sachs has suspended 

coverage of this company.  Not Covered (NC). Goldman Sachs does not cover this company.  Not Available or Not Applicable (NA). The 

information is not available for display or is not applicable.  Not Meaningful (NM). The information is not meaningful and is therefore excluded.   

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global 

basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on 

macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd 

(ABN 21 006 797 897); in Brazil by Goldman Sachs do Brasil Corretora de Títulos e Valores Mobiliários S.A.; in Canada by either Goldman Sachs 

Canada Inc. or Goldman, Sachs & Co.; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in 

Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs 

New Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in 

the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in 

the United Kingdom and European Union.  

European Union: Goldman Sachs International authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority 

and the Prudential Regulation Authority, has approved this research in connection with its distribution in the European Union and United Kingdom; 

Goldman Sachs AG and Goldman Sachs International Zweigniederlassung Frankfurt, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also distribute research in Germany.  

General disclosures 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may 

discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity 

securities discussed in this report, which impact may be directionally counter to the analyst's published price target expectations for such stocks. Any 

such trading strategies are distinct from and do not affect the analyst's fundamental equity rating for such stocks, which rating reflects a stock's 

return potential relative to its coverage group as described herein. 

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, 

act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do 

not necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in 

the products mentioned that are inconsistent with the views expressed by analysts named in this report. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 

appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 

may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 

Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  

http://www.hibor.com.cn/


June 19, 2015  Anhui Conch Cement (H) (0914.HK) 
 

Goldman Sachs Global Investment Research 7 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 

Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at 

http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase 

and sales of options such as spreads. Supporting documentation will be supplied upon request.  

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 

research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 

research by third party aggregators. For research, models or other data available on a particular security, please contact your sales representative or 

go to http://360.gs.com. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 

10282. 

© 2015 Goldman Sachs.  

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior 
written consent of The Goldman Sachs Group, Inc.   
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