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West China Cement 1H18 NP was Rmb647mn or EPS of Rmb0.119,
up 197% YoY. Excluding one-off items including FX loss, recurring
net profit was Rmb679mn, or EPS-recurring of Rmb0.125, up 259%
YoY, above GS estimates and in line with 50% of the FY Bloomberg
consensus, driven by strong unit profit improvement, higher VAT
rebate and income from loans receivable (20% of the earnings in
our estimates). WCC declared Rmb0.012/sh interim dividend, which
implies a 10% payout ratio (versus nil in 1H17).

WCC reported sales volume of cement and clinker of 8.2mnt forn

1H18, down 6.5% YoY, behind our expectation. Sales volume in
Shaanxi, accounting for 83% of the total sales, dropped 7.7%
YoY to 6.8mnt. The company’s cement capacity reached
29.2mnt as of end of 1H18, yet with low capacity utilization in
Shaanxi (71%), Guanzhong (49%), Xinjiang (36%) and Guizhou
(65%). Unit gross profit for cement and clinker reached
Rmb113/t (Rmb51/t for 1H17), up 120% YoY, as strong ASP
(Rmb313/t up 31% YoY) more than offset the higher unit cost.
We estimated the implied unit GP for 2Q18 reached Rmb123/t.
Unit COGS was Rmb200/t, up 6% YoY, mainly driven by higher
coal price, combined with lower energy efficiency (unit clinker
coal consumption increased by 8% YoY, likely due to lower
capacity utilization). Unit SG&A increased 16% YoY to Rmb20/t
in 1H18, 10% above our expectation.

Non-core income has increased by nearly Rmb90mn YoY,n

including higher VAT rebate and interests from loans receivable
in our estimates. We estimate the unit VAT rebate on low-grade
cement has risen from Rmb21/t in 1H17 to Rmb32/t in 1H18.
We estimate that loans receivable (loans provided by WCC to its
upstream suppliers or downstream customers) reached
Rmb1.2bn as of mid of 2018, and contributed to Rmb50-60mn

West China Cement (2233.HK)
Earnings Review: 1H18 above expectations; deteriorating regional S/D
imposes risk on price protection
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interest income or 6% of EBIT in 1H18. Aggregate business failed to jump start in
1H18, due to environmental approvals. Management expects one of the three lines
of a total of 15mnt to gradually ramp up in late 2018, and contribute 1.5mnt in output
in 2018E and 8.0mnt in 2019E, much behind the prior schedule. 

Working capital has improved on lower A/R days. The A/R days was 44 days (62 daysn

in 1H17), down 29%. As of end of 1H18, net gearing was at 29%, 8% lower versus
end of 2017.

We expect margin correction to start in 2H18E and continue in 2019E, in the context of
continued weakening construction demand, combined with deteriorating utilization
(55-60% in our estimates in the region). We expect WCC unit gross profit to average
Rmb101/t in 2H18E, versus Rmb113/t in 1H18, and current margin of Rmb110-120/t, and
further soften to Rmb75/t in 2019E. 

Estimates revised upwards and target unchanged: We revise up net profit estimates
by 58% for 2018E, and 8% for 2019E (and core earnings up by 51% for 2018E but down
5% for 2019E), to reflect higher unit gross profit in 2018E and 2019E than prior
assumptions, the higher VAT rebate and interest income, and partly offset by lower
aggregate profit. We expect the unit gross profit of WCC to reach Rmb75/t in 2019E,
nearly 30% lower YoY versus an average Rmb107/t for 2018E. Our 12-month target price
remains unchanged at HK$1.60, based on a weighted average target price calculation
which includes 1) an 85% weighting to a fundamental value of HK$1.6, derived from
2019E P/B of 0.90x with a unit GP assumption of Rmb75/t; 2) a 15% weighting to an
M&A value of HK$1.7, based on a 2019E P/B of 0.96x and unit GP assumption of
Rmb80/t. The higher unit GP under the M&A scenario is in line with the high end of the
range for cement in a good cycle and also reflects the potential for higher pricing power.
Our target price implies 8.0x PE for 2019E.

Key risks: 1) better-/worse-than-expected cement prices driven by industry
supply-demand balance that could swing on demand uncertainty, government supply
policies; 2) greater-/weaker-than-expected cost pressure from coal, power and other raw
materials; and 3) slower-/faster-than-expected execution on PC32.5 elimination.
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Exhibit 1: 1H18 results summary - WCC

1H18A 1H17A YoY 1H18E AvE
Total revenue Rmb mn 2,602             2,112             23% 2,188             19%
COGS Rmb mn (1,635)            (1,645)            -1% (1,599)            2%
Gross Profit Rmb mn 966                467                107% 589                64%
Other revenue/gains Rmb mn 143                63                  128% 89                  61%
Sales & dist Rmb mn (26)                 (24)                 11% (25)                 3%
Admin Rmb mn (137)               (127)               8% (136)               1%
Other op expenses Rmb mn (43)                 39                  n.a.
Share of associate Rmb mn 12                  7                    63% 12                  2%
Operating Profit Rmb mn 915                426                115% 528                73%
Finance costs Rmb mn (42)                 (120)               -65% (80)                 -48%
Income taxes Rmb mn (217)               (81)                 169% (114)               90%
Minorities Rmb mn (10)                 (7)                   35% (4)                   127%
Net profit Rmb mn 647                218                197% 330                96%
One-off Rmb mn (43)                 39                  n.a.
NP-recurring Rmb mn 679                189                259% 330                106%
NP-core Rmb mn 534                121                342% 266                101%
EPS Rmb/sh 0.119             0.040             196% 0.061             96%
EPS-recurring Rmb/sh 0.125             0.035             259% 0.061             106%
Sales volume mnt 8.2                 8.8                 -7% 8.884             -8%
ASP Rmb/t 313                239                31% 246                27%
COGS/t Rmb/t 200                188                6% 180                11%
GP/t Rmb/t 113                51                  120% 66                  71%
Unit SG&A Rmb/t 20                  17                  16% 18                  10%
EBIT/t Rmb/t 93                  34                  172% 59                  57%
EBITDA/t Rmb/t 127                71                  80% 93                  37%
AR days days 44                  62                  -29%
AP days days 75                  80                  -7%
Inv days days 57                  58                  -2%
Net debt Rmb mn 2,064             2,265             -9%
Net gearing % 29% 37% -8%

Source: Company data, Goldman Sachs Global Investment Research
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Exhibit 2: Key assumptions and financials - WCC

Key assumptions and financials - WCC
WEST CHINA CEMENT 2015A 2016A 2017A 2018E 2019E 2020E
Eq cement capacity-total mnt 29.4           29.4           29.4           29.4           29.4           29.4           
Eq cement capacity-attri mnt 28.6           28.6           28.6           28.6           28.6           28.6           
Sales volume mnt 17.1           17.8           19.1           18.0           17.1           17.1           
yoy % -3% 4% 7% -6% -5% 0%
ASP Rmb/t 199            206            247            305            271            267            
Unit COGS Rmb/t 172            169            185            198            196            192            

Coal price Rmb/t 311            326            491            494            484            454            
Unit SG&A Rmb/t 18              16              17              19              20              20              
Unit gross profit Rmb/t 27              37              62              107            75              75              
Unit EBIT Rmb/t 9                21              45              88              55              55              
Unit EBITDA Rmb/t 42              57              79              122            90              89              

US$/t 6.6             8.6             11.4           18.6           13.2           13.1           
Net financing cost Rmb/t 12.7           14.0           11.3           10.4           8.7             2.1             
Unit NP Rmb/t (9.9)           5.2             25.0           62.9           41.0           45.6           
EBIT-recurring Rmb mn 255            627            1,104         2,006         1,338         1,324         
EBITDA-recurring Rmb mn 814            1,275         1,872         2,746         2,047         2,033         
Net profit Rmb mn (310)          10              711            1,409         950            962            
Net profit-recurring Rmb mn (90)            205            647            1,441         950            962            
Net profit-core Rmb mn (170)          92              478            1,134         702            782            
EPS Rmb/sh (0.062)       0.002         0.131         0.260         0.175         0.177         
EPS-recurring Rmb/sh (0.018)       0.038         0.119         0.266         0.175         0.177         
EPS-core Rmb/sh (0.034)       0.017         0.088         0.209         0.129         0.144         

Net debt Rmb mn 3,122         2,667         2,288         1,173         177            (2,420)       
Operating cash flow Rmb mn 474            1,313         1,772         1,755         1,616         3,075         
Investing cash flow Rmb mn (772)          (170)          (1,256)       (500)          (200)          (100)          
Free cash flow Rmb mn (298)          1,144         516            1,255         1,416         2,975         

BV Rmb/sh 1.18           1.08           1.21           1.45           1.54           1.65           
ROE % -5.7% 0.2% 11.4% 19.5% 11.7% 11.1%
ROE-recurring % -1.5% 3.5% 9.8% 18.4% 11.3% 10.7%
ROIC % -0.5% 0.5% 8.7% 13.8% 9.0% 9.4%
Net debt/equity % 53.3% 45.5% 34.8% 15.0% 2.1% -27.0%

Source: Company data, Goldman Sachs Global Investment Research

Exhibit 3: Earnings and valuation sensitivity - WCC

Unit GP NP EPS ROE Implied Implied PE
2019E recurring recurring Valuation @current price
Rmb/t Rmb mn Rmb/sh % HK$.sh x
40 470 0.087 6.0% 0.88 13.7
60 744 0.137 9.1% 1.32 8.7
80 1019 0.188 12.1% 1.72 6.3
100 1293 0.238 14.8% 2.09 5.0
120 1560 0.287 17.4% 2.43 4.1

Source: Company data, Goldman Sachs Global Investment Research

14 August 2018 5

Goldman Sachs West China Cement (2233.HK)

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f W

AN
G.

XI
AO

LI
NG

@
IC

BC
CS

.C
OM

.C
N



Disclosure Appendix

Reg AC
We, Trina Chen, Joy Zhang and Yijian Zhang, hereby certify that all of the views expressed in this report accurately reflect our personal views about the
subject company or companies and its or their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly,
related to the specific recommendations or views expressed in this report.

Unless otherwise stated, the individuals listed on the cover page of this report are analysts in Goldman Sachs’ Global Investment Research division.

GS Factor Profile
The Goldman Sachs Factor Profile provides investment context for a stock by comparing key attributes to the market (i.e. our coverage universe) and its
sector peers. The four key attributes depicted are: Growth, Financial Returns, Multiple (e.g. valuation) and Integrated (a composite of Growth, Financial
Returns and Multiple). Growth, Financial Returns and Multiple are calculated by using normalized ranks for specific metrics for each stock. The
normalized ranks for the metrics are then averaged and converted into percentiles for the relevant attribute. The precise calculation of each metric may
vary depending on the fiscal year, industry and region, but the standard approach is as follows:

Growth is based on a stock’s forward-looking sales growth, EBITDA growth and EPS growth (for financial stocks, only EPS and sales growth), with a
higher percentile indicating a higher growth company. Financial Returns is based on a stock’s forward-looking ROE, ROCE and CROCI (for financial
stocks, only ROE), with a higher percentile indicating a company with higher financial returns. Multiple is based on a stock’s forward-looking P/E, P/B,
price/dividend (P/D), EV/EBITDA, EV/FCF and EV/Debt Adjusted Cash Flow (DACF) (for financial stocks, only P/E, P/B and P/D), with a higher percentile
indicating a stock trading at a higher multiple. The Integrated percentile is calculated as the average of the Growth percentile, Financial Returns
percentile and (100% - Multiple percentile).

Financial Returns and Multiple use the Goldman Sachs analyst forecasts at the fiscal year-end at least three quarters in the future. Growth uses inputs
for the fiscal year at least seven quarters in the future compared with the year at least three quarters in the future (on a per-share basis for all metrics).

For a more detailed description of how we calculate the GS Factor Profile, please contact your GS representative. 

M&A Rank
Across our global coverage, we examine stocks using an M&A framework, considering both qualitative factors and quantitative factors (which may vary
across sectors and regions) to incorporate the potential that certain companies could be acquired. We then assign a M&A rank as a means of scoring
companies under our rated coverage from 1 to 3, with 1 representing high (30%-50%) probability of the company becoming an acquisition target, 2
representing medium (15%-30%) probability and 3 representing low (0%-15%) probability. For companies ranked 1 or 2, in line with our standard
departmental guidelines we incorporate an M&A component into our target price. M&A rank of 3 is considered immaterial and therefore does not
factor into our price target, and may or may not be discussed in research.

Quantum
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

GS SUSTAIN
GS SUSTAIN is a global investment strategy focused on the generation of long-term alpha through identifying high quality industry leaders. The GS
SUSTAIN 50 list includes leaders we believe to be well positioned to deliver long-term outperformance through superior returns on capital, sustainable
competitive advantage and effective management of ESG risks vs. global industry peers. Candidates are selected largely on a combination of
quantifiable analysis of these three aspects of corporate performance.

Disclosures
Coverage group(s) of stocks by primary analyst(s)
Trina Chen: A-share Basic Materials, China Basic Materials. Joy Zhang: A-share Basic Materials, China Basic Materials.

A-share Basic Materials: Aluminum Corp. of China (A), Angang Steel (A), Anhui Conch Cement (A), Baoshan Iron & Steel, BBMG Corp. (A), China Coal
Energy (A), China Molybdenum Co. (A), Jiangxi Copper (A), Maanshan Iron & Steel (A), Yanzhou Coal Mining (A), Zijin Mining (A). 

China Basic Materials: Aluminum Corp. of China (H), Angang Steel (H), Anhui Conch Cement (H), BBMG Corp. (H), China Coal Energy (H), China
Hongqiao Group, China Molybdenum Co. (H), China National Building Material, China Resources Cement Holdings, Jiangxi Copper (H), Lee & Man
Paper Manufacturing Ltd., Maanshan Iron & Steel (H), MMG Ltd, Nine Dragons Paper Holdings, West China Cement, Yanzhou Coal Mining (H), Zhaojin
Mining Industry, Zijin Mining (H). 

Company-specific regulatory disclosures
The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, “Goldman Sachs”) and companies covered
by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs beneficially owned 1% or more of common equity (excluding positions managed by affiliates and business units not required to be
aggregated under US securities law) as of the month end preceding this report: West China Cement (HK$1.39)

Goldman Sachs had a non-securities services client relationship during the past 12 months with: West China Cement (HK$1.39)

Distribution of ratings/investment banking relationships
Goldman Sachs Investment Research global Equity coverage universe

Rating Distribution Investment Banking Relationships

Buy Hold Sell Buy Hold Sell

Global 35% 53% 12% 63% 56% 51%
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As of July 1, 2018, Goldman Sachs Global Investment Research had investment ratings on 2,851 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes of the above disclosure required by the FINRA Rules. See ‘Ratings, Coverage groups and views and related definitions’ below. The
Investment Banking Relationships chart reflects the percentage of subject companies within each rating category for whom Goldman Sachs has
provided investment banking services within the previous twelve months.

Price target and rating history chart(s)

Regulatory disclosures
Disclosures required by United States laws and regulations
See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or
co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed
public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs trades or may trade as a
principal in debt securities (or in related derivatives) of issuers discussed in this report. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst’s area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as officer or director: Goldman Sachs policy generally prohibits its analysts, persons reporting to analysts or members of their households from
serving as an officer, director or advisor of any company in the analyst’s area of coverage.  Non-U.S. Analysts: Non-U.S. analysts may not be
associated persons of Goldman Sachs & Co. LLC and therefore may not be subject to FINRA Rule 2241 or FINRA Rule 2242 restrictions on
communications with subject company, public appearances and trading securities held by the analysts. 

Distribution of ratings: See the distribution of ratings disclosure above.  Price chart: See the price chart, with changes of ratings and price targets in
prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs
website at http://www.gs.com/research/hedge.html.  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States
The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and
regulations. Australia: Goldman Sachs Australia Pty Ltd and its affiliates are not authorised deposit-taking institutions (as that term is defined in the
Banking Act 1959 (Cth)) in Australia and do not provide banking services, nor carry on a banking business, in Australia. This research, and any access to
it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman Sachs. In
producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other
meetings hosted by the companies and other entities which are the subject of its research reports. In some instances the costs of such site visits or
meetings may be met in part or in whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific
circumstances relating to the site visit or meeting. To the extent that the contents of this document contains any financial product advice, it is general
advice only and has been prepared by Goldman Sachs without taking into account a client’s objectives, financial situation or needs. A client should,
before acting on any such advice, consider the appropriateness of the advice having regard to the client’s own objectives, financial situation and needs.
Brazil: Disclosure information in relation to CVM Instruction 483 is available at http://www.gs.com/worldwide/brazil/area/gir/index.html. Where
applicable, the Brazil-registered analyst primarily responsible for the content of this research report, as defined in Article 16 of CVM Instruction 483, is
the first author named at the beginning of this report, unless indicated otherwise at the end of the text.  Canada: Goldman Sachs Canada Inc. is an
affiliate of The Goldman Sachs Group Inc. and therefore is included in the company specific disclosures relating to Goldman Sachs (as defined above).
Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research report in Canada if and to the extent that Goldman
Sachs Canada Inc. disseminates this research report to its clients.  Hong Kong: Further information on the securities of covered companies referred to
in this research may be obtained on request from Goldman Sachs (Asia) L.L.C.  India: Further information on the subject company or companies
referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited, Research Analyst - SEBI Registration Number
INH000001493, 951-A, Rational House, Appasaheb Marathe Marg, Prabhadevi, Mumbai 400 025, India, Corporate Identity Number
U74140MH2006FTC160634, Phone +91 22 6616 9000, Fax +91 22 6616 9001. Goldman Sachs may beneficially own 1% or more of the securities (as
such term is defined in clause 2 (h) the Indian Securities Contracts (Regulation) Act, 1956) of the subject company or companies referred to in this
research report.  Japan: See below.  Korea: Further information on the subject company or companies referred to in this research may be obtained
from Goldman Sachs (Asia) L.L.C., Seoul Branch.  New Zealand: Goldman Sachs New Zealand Limited and its affiliates are neither “registered banks”
nor “deposit takers” (as defined in the Reserve Bank of New Zealand Act 1989) in New Zealand. This research, and any access to it, is intended for
“wholesale clients” (as defined in the Financial Advisers Act 2008) unless otherwise agreed by Goldman Sachs.  Russia: Research reports distributed
in the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not having product promotion as
their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity.  Singapore: Further information on
the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 198602165W).  Taiwan:
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This material is for reference only and must not be reprinted without permission. Investors should carefully consider their own investment risk.
Investment results are the responsibility of the individual investor.  United Kingdom: Persons who would be categorized as retail clients in the United
Kingdom, as such term is defined in the rules of the Financial Conduct Authority, should read this research in conjunction with prior Goldman Sachs
research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them by Goldman Sachs
International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs
International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/125/EC is available
at http://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of Interest in Connection with
Investment Research.  

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho
69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type II Financial Instruments Firms Association.
Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific 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 total return potential relative to its coverage. Any stock not assigned as a Buy or a Sell on an
Investment List with an active rating (i.e., a  stock that is not Rating Suspended, Not Rated, Coverage Suspended or Not Covered), 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 analyst’s coverage group may vary as determined by the
regional Investment Review Committee. Additionally, each Investment Review Committee manages Regional Conviction lists, which represent
investment recommendations focused on the size of the total return potential and/or the likelihood of the realization of the return across their
respective areas of coverage.  The addition or removal of stocks from such Conviction lists do not represent a change in the analysts’ investment rating
for such stocks.   

Total return potential represents the upside or downside differential between the current share price and the price target, including all paid or
anticipated dividends, expected during the time horizon associated with the price target. Price targets are required for all covered stocks. The total
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.  
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