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Solid sales in a traditionally weak season of June (1313 HK)

e China Resources Cement (CRC)’s daily sales growth slowed in Jun-18, though B
it still exceeded our expectation due to the historically low month. UY

e From a longer-term perspective, we believe CRC will continue to benefit (from Hold)
from the deepening supply-side reform and long term business transition. In "
anticipation of increasing visibility on the Greater Bay Area development, Price Target HK$11'0
we believe market will regain interest in CRC. (Revision) (N/A)

o After the recent pullback, CRC is trading at 8.6/9.1x FY18E/FY19E diluted PER (upside) (42.0%)
and 4.8% FY18E yield, which are very attractive from a historical perspective

. . . EPS 2018E 2019E
and should have reflected the negatives stemming from its unexpected share revision (+14.6%) (+14.7%)
placement and the weak seasonality, in our view. After revising upwards our
FY18E/19E earnings estimates by 14.6%/14.7% respectively, we raised our Close price HKD7.73
DCF-based PT to HKD11.0 (from HKD10.0) Upgrade to BUY from Hold. Market cap. HKD51,320 mn

Share placement to boost market free-float and longer sustainable growth. CRC Free float 31.3%
has issued 450mn shares at the price of HKD9.29 apiece, raising net proceeds of 52-week range HKD3.90 — 10.38
HKD4.18bn which will be used for prefabricated construction and aggregate

3-mth ave. T/O HKD352.5 mn

business development as well as debts repayment and general working capital.
Subsequent to the share issuance, the market free-float of CRC’s shares has Price as of 9 July 2018
increased to 31.28% from 26.55%. We believe the share placement will strengthen
the company’s financial position, which will be beneficial for its drive towards
sustainable development and self-sufficiency improvement of its concrete
operations. As the expansion of cement capacity will be strictly off-limits in China in
2018 and CRC has only one 2mtpa cement capacity project under construction in
Guizhou that is scheduled to commence commercial operation in 2Q19, we believe

new business developments would have meaningful contribution by 2020.
Stock rel HSI performance (%)

Positive interim results alerted. The company expects unaudited profit 175%
attributable to the owners for the six months ended-Jun to have increased igg:ﬁ:
significantly as compared to the same period a year ago, on the back of the 100%
33.4% hike in its product prices. In anticipation of the traditional weak demand ;3;;
season for the South China market during the 3Q, we expect cement sales to 2322
slow before picking up again in the high demand season from late-August. Based 25% 1
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on our latest update, daily cement delivery during majority of June has come
down by 10-15% versus May, though it has still exceeded our expectation, with
the average selling prices largely remaining stable. Meanwhile, average coal
procurement costs have continued to slip, driving margin enhancement.

Policy-driven catalyst intact — a long-term beneficiary of Greater Bay Area and
“Hainan free port” development. The HKSAR government has commenced to
conduct preparation work for the mega region development plan in the Greater
Bay Area. CRC believes more details of the development plan would be
announced by the year-end. As the Chinese government has planned to develop
Hainan as an International Tourism Island and a free-trade port, forging closer
cooperation within the Greater Bay Area, we believe such strategic policies would
bring positive impact on cement consumption, in anticipation of acceleration in
infra project investments and the future real estate development needs. Both
Guangdong Province and the Guangxi region have planned to boost infra-related
investment during the 13t Five-Year plan period. Cement consumption of the
two provinces had seen positive growth year to-date.

Correction makes valuation more attractive. CRC is currently trading at merely
8.6x/9.1x FY18E/FY19E PER respectively, at the lower-end of its historical forward
PER range with a dividend yield of 4.8%, and thus we deem its valuation
attractive. Accordingly, we have raised our PT to HKD11.0, representing 42.0% (CE No.: ALH659)

upside potential, and hence we upgrade our rating to BUY from Hold. duncanchan@csci.hk +852 3465 5654

Duncan Chan

Please read the disclaimer on the last page.
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Income statement (HKD mn) Cash flow statement (HKD mn)
Year end: Dec 2015 2016 2017 2018E 2019E  Year end: Dec 2015 2016 2017E 2018E 2019E
Revenue 26,779 25,647 29,958 38,506 38,691 EBIT 1,628 2,915 5,547 8,874 8,921
COGS (20,361) (18,622) (20,728) (24,418) (24,531)  Depreciation & amortisation 1,967 1,902 1,936 2,004 2,004
Gross profit 6,417 7,025 9,230 14,088 14,161 Net interest 566 692 638 747 787
Selling expenses (1,757) (1,676) (1,784) (2.192) (2,203) Taxes paid (48) (897) (1,291) (2,022) (2,023)
General and administrative (2,440) (2,302) (2,676) (3,339) (3,355)  Changes in working capital 1,008 (862) 212 (349) 12
Other opex (427) (148) 652 150 151 Others (287) 176 (136) (1,534) (1.614)
Operating profit 1,794 2,900 5,423 8,706 8,753 Cash flow from operations 4,834 3,927 6,905 7,720 8,086
Interest expense (566) (692) (638) (747) (787)
JVs and associates (244) (50) 99 127 128 Capex (2,586) (1,830) (1,179) (2,500) (2,000)
Pretax profit 984 2,158 4,884 8,087 8,094  Acquisitions (2,680) (14) (199) - -
Taxation (48) (897) (1,291) (2,022) (2,023)  Disposals 39 41 22 - -
Minority interests 78 64 24 41 41 Others 586 131 (532) - -
Net profit 1,015 1,326 3,617 6,106 6,111 Cash flow from investing (4,642) (1,671) (1,888) (2,500) (2,000)
Net profit (adjusted) 1,015 1,326 3,617 6,106 6,111
Dividends (1,045) (229) (1,241) (2,748) (2,750)
EBIT 1,628 2,915 5,547 8,874 8,921 Issue of shares - - - - -
Depreciation & Amortization (1,967) (1,902) (1,936) (2,004) (2,004)  Change in debt (1,200) (640) 1,683 (2,000) -
EBITDA 3,595 4,817 7,483 10,878 10,925  Others - (166) (3,233) 4,181 -
Cash flow from financing (2,245) (1,035) (2,792) (567) (2,750)
Basic EPS (HKD) 0.16 0.20 0.55 0.90 0.85
Diluted EPS (HKD) 0.16 0.20 0.55 0.90 0.85 Change in cash (2,053) 1,221 2,225 4,653 3,336
DPS (HKD) 0.16 0.04 0.19 0.41 0.38 Free cash flow 2,247 2,097 5,726 5,220 6,086
Balance sheet (HKD mn) Key ratios
Year end: Dec 2015 2016 2017 2018E 2019E  Year end: Dec 2015 2016 2017 2018E 2019E
Cash 1,938 3,159 5,384 10,037 13,374 Operating ratios
Short term investments - - - - - Gross margin 24.0 27.4 30.8 36.6 36.6
Accounts receivables 2,194 2,434 2,594 3,231 3,247 EBITDA margin (%) 13.4 18.8 25.0 28.3 28.2
Inventory 1,565 1,943 1,717 2,156 2,166 Effective tax rate (%) 4.8 41.6 26.4 25.0 25.0
Other current assets 1,675 1,538 2,200 2,516 2,522 Revenue growth (%) - (4.2) 16.8 28.5 0.5
Total current assets 7,372 9,074 11,895 17,941 21,308  Net income growth (%) - 30.6 172.8 68.8 01
PP&E 31,596 29,784 30,903 31,398 31,395 EPS growth adj (%) - 30.6 172.8 63.2 (6.2)
Intangible Assets 2,395 2,264 2,335 2,335 2,335  DPS growth (%) - (78.1) 442.9 114.0 6.2)
Total investments 7,163 6,697 6,961 6,961 6,961
Other long term assets 5,691 4,338 4,433 4,433 4,433 Efficency ratios
Total long term assets 46,845 43,083 44,632 45,127 45,123 ROE (%) 3.8 5.1 11.9 16.1 14.8
TOTAL ASSETS 54,217 52,157 56,527 63,068 66,432 ROCE (%) 4.4 7.8 13.2 18.3 17.2
Asset turnover (x) 0.5 0.5 0.5 0.6 0.6
Short term debt 5,227 6,891 6,572 5,603 5,603 Op cash / EBIT (x) 2.7 1.4 13 0.9 0.9
Accounts pay ables 3,090 3,146 3,375 3,841 3,858 Depreciation / CAPEX (x) 0.8 1.0 1.6 0.8 1.0
Other current liabilities 5,086 4,780 5,410 5,988 6,014  Accounts receivable days 52.0 48.4 41.7 37.2 41.6
Total current liabilities 13,402 14,817 15,357 15,432 15,475 Accounts pay able days 138.2 152.3 140.3 132.5 140.0
Long term debt 10,598 7,616 6,990 5,960 5,960
Deferred tax 131 118 108 108 108 Leverage ratios
Bonds pay able 3,100 3,354 3,589 3,589 3,589 Net gearing (%) 64.0 56.5 38.8 13.5 4.3
Other long term liabilities - - - - - Net debt / EBITDA (x) 4.7 3.1 1.6 0.5 0.2
Total long term liabilities 13,829 11,088 10,687 9,656 9,656 Interest cover (x) 3.2 4.2 8.5 11.7 11.1
TOTAL LIABILITIES 27,231 25,905 26,044 25,088 25,131 Current ratio (x) 0.6 0.6 0.8 1.2 1.4
Shareholders’ funds 26,557 26,007 30,309 37,848 41,209 Valuation
Minority Interests 429 245 173 133 92 PER (x) 49.8 38.1 14.0 8.6 9.1
TOTAL LIAB AND EQUITY 54,217 52,157 56,527 63,068 66,432 EV/EBITDA (x) 19.2 12.2 7.9 4.8 4.5
PBR (x) 1.9 1.9 1.7 1.4 1.4
Net cash / (debt) (16,987) (14,702) (11,767) (5,114) (1,778)  Dividend yield (%) 2.1 0.5 25 5.3 4.9

Source: Company data, Bloomberg, CSCI Research estimates
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Company Rating Definition

The Benchmark: Hong Kong Hang Seng Index; Time Horizon: 12 months

Buy 12-month absolute total return: >=10%
Hold 12-month absolute total return: >-10% but <10%
Sell 12-month absolute total return: <=-10%

Disclosure of Interests
As of the date of this report,

1. The research analysts primarily responsible for the preparation of all or part of this report hereby certify that:
(i) the views expressed in this research report accurately reflect the personal views of each such analyst about the subject securities
and issuers; and
(ii) no part of the analyst’s compensation was, is, or will be directly or indirectly, related to the specific recommendations or views
expressed in this research report.
2. The research analysts primarily responsible for the preparation of all or part of this report, or his/her associate(s), do not have any interest

(including any direct or indirect ownership of securities, arrangement for financial accommodation or serving as an officer) in any company
mentioned in this report,

3. This report has been produced in its entirety by China Securities (International) Brokerage Company Limited (“China Securities
(International)”) (CE Number: BAU373, regulated by the Securities and Futures Commission in Hong Kong)
4, China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary

trading or agency broking in relation to securities have no financial interest, in aggregate, equal to or more than 1% of the market
capitalization in the stocks reviewed in this report.

5. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary
trading or agency broking in relation to securities may receive compensation from or mandates for investment banking services in the past 12
months from listed corporations whose stocks are being reviewed by China Securities (International) in this report.

6. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary
trading or agency broking in relation to securities do not have any individual employed by or associated with them serving as an officer of a
listed corporation whose stocks are being reviewed by China Securities (International) in this report.

7. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary
trading or agency broking in relation to securities may act as the market makers in the stocks reviewed by China Securities (International) in
this report.

Disclaimer

This report is for information purposes only and should not be construed as an offer to sell or to solicitation of an offer to buy or sell any securities in
any jurisdiction. The securities referred to in this research report may not be eligible for sale in some jurisdictions. This information contained in
this report has been compiled by China Securities (International) from sources that it believes to be reliable and the opinions, analysis, forecasts,
projections and expectations contained in this report are based on such information and are expressions of belief only and no representation,
warranty or guarantee is made or given by China Securities (International) or any person for its accuracy or completeness. All opinions and
estimates expressed in this report are (unless otherwise indicated) entirely those of China Securities (International) as of the date of this report only
and are subject to change without notice. Such opinions and estimates may be different from or contrary to the opinions presented by the other
business departments, units or affiliates of China Securities (International), as different assumptions and standards, different views and analytical
methods may be adopted in the preparation of such other materials, and China Securities (International) is under no obligation to bring such other
materials to the attention of any recipient of this report. Neither China Securities (International) nor its holding companies and affiliates accept
any liability whatsoever for any direct or consequential loss arising from any use of material contained in this report or otherwise arising in
connection therewith.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investors. The value of or income
from any investment referred to herein may fluctuate and be affected by changes in exchange rates. Past performance is not indicative of future
results. This report does not take into account the investment objectives, financial situation or particular needs of any particular person.
Investors are expected to make their own investment decision without relying on this publication. Before entering into any transactions in any
securities referred to in this research report investor should consider their own individual investment objectives and financial situation and seek
professional financial, tax and legal advice, as necessary.

This report is strictly confidential to the recipient. It is being supplied to you solely for your information and may not be reproduced, redistributed
or passed on, directly or indirectly, to any other person or published, in whole or in part, for any purpose. The distribution of this report in other
jurisdictions may be restricted by law, and persons into whose possession this report comes should inform themselves about, and observe, any such
restrictions. By accepting this report you agree to be bound by the foregoing instructions.

China Securities (International) Research

18/F, Two Exchange Square, Central, Hong Kong
Tel: (852) 34655600 Fax: (852)21809495
Bloomberg: CSCR <Go>

Please read the disclaimer on the last page. 4 10 July 2018




