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Company Report: China Resources Cement
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Optimistic on Southern China Cement Momentum,
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o CR Cement's FY13 revenue rose 15.8% YoY to HK$29,341 million. GP/t
reached HK$93, up by HK$19. Net profit arrived at HK$3,338 million, up
43.6% YoY, in line with expectation.

® We expect ASP/t to increase and unit cost to largel  y stay flatin FY14. We
believe limited new clinker capacity and modest cement demand in Southern
China could lift up ASP. We also expect unit cost to largely stay flat. As such,
GP/t is expected to further improve in FY14-16F. However, higher SG&A
expenses and tax rate might erode earnings, therefore we leave our

FY14-15F EPS largely unchanged.

° We are optimistic on demand and supply balance in S outhern China. We
believe factors such as 1) industry consolidation v ia M&A, 2) further
pollutant emission standards and 3) P.C. 32.5 grade ~ cement cancellation
could increase ASP and limit cement supply. More importantly, the sizable
cement producers like CR Cement should be the winners during the process.
Share price is expect to be weak in 1Q14 following the weak cement price
trend in off season, but we believe share price is likely pick up, once the
downstream demand gradually improves in April. We maintain our investment
rating of “Accumulate” with TP of HK$6.70, implying FY14-16F PER of 10.4x,

8.8x and 7.6x, respectively.

° 43K 2013 MHAEW A\ R K 15.8%, = 29,341 BA#TT. GP/t ik 93 #7T, #Min
HK$19 #7c. #FiHZE 3,338 B M, FIMK 43.6%, FEHH.

° BABT 2014 £ ASP/t g H BT EFRBRLLRAKBURIFAZE . TATHIE A IR 2ok}
FiE AN o Rl 7 3t XU A 7K U8 5 SR 7T LASR TH ASP . BRATIE TR B A R B HEF
Uk, GPIt TIHE FY14-16F #t— 48Tt ST, Heise s s AABL R T Re 2 M 5585,
L, FAILERFRATH FY14-15F EPS il KB,
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2) #E— B MEAHS RAHEAR AR 3) P.C. 32.5 Z/KREUH, TTLMRF ASP FIBREIK R
B, EEIMGE, KREGKIREF R, WK e R AR P RO R R R . IR TE
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“Accumulate”

Rating: Accumulate
Maintained
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6-18m TP Hizth: HK$6.70
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Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
gk N JB R 3R g3 2k S| 5ok R Qi FERFTE = HER HREE  REE S/ G e
12/31 (HK$ m) (HK$ m) (HK$) (A%) x) (HK$) x) (HK$) (%) (%)
2012A 25,345 2,324 0.357 (44.4) 15.5 3.279 1.7 0.070 1.3 1.4
2013A 29,341 3,338 0.512 43.6 10.8 3.805 15 0.105 19 14.5
2014F 33,038 4,216 0.645 26.1 8.6 4.306 1.3 0.139 25 15.9
2015F 37,600 4,951 0.758 17.4 7.3 4.897 1.1 0.167 3.0 16.5
2016F 43,582 5,771 0.883 16.6 6.3 5.575 1.0 0.205 3.7 16.9

Shares in issue (m) A% (m)

6,532.9 Major shareholder K4

CR Limited 73.3%

Market cap. (HK$ m) 1ifi (HK$ m) 36,127.1 Free float (%) HHHLEILE (%) 26.7
3 month average vol. 3 4~ H P4 As £ (- <000) 11,336.5 FY14 Net gearing (%) FY14 1§ fifi/fl R % 4 (%) 66.6
52 Weeks high/low (HK$) 52 & /it 5.970/3.555 FY14 Est. NAV (HK$) FY14 & A5 (o) 7.1
Source: the Company, Guotai Junan International.
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Net profit surged 43.6% YoY in FY13, in line with expe ctation. CR Cement revenue rose 15.8% YoY to HK$29,341million,
thanks to the stable sales volume growth of cement and concrete. Sales volume of cement and concrete rose 20.1% and
13.4% YoY respectively. Blended ASP was largely flat, while blended unit cost decreased 5.6% YoY, thanks to the low coal
price in FY13 and effective cost reduction; GP/t reached HK$93, up by HK$19 YoY. Selling expenses and administrative
expenses surged 33.5% YoY, mainly due to higher transportation costs as more cement and clinker being delivered from
Guangxi to Guangdong in FY13. During the year, the Company decided to shut down operations of two inefficient 1200 tons
per day clinker production lines, thus incurred impairment loss of HK$353.3 million, which was one of the reasons that
administrative expenses surged 50.9% YoY. Effective tax rate was 24.0%, up from 18.4% in FY12, as tax holidays ended for
some of its subsidiaries. Net profit arrived at HK$3,338 million, up 43.6% YaY, largely in line with our earnings forecast (our
FY13F net profit was HK$3,307 million).

Table-1: FY13 Results

HK$ mn FY12 FY13 YoY % Comment

Revenue 25,345 29,341 15.8% Led by cement and concrete strong sales growth

Cost of Sales (19,246) (20,981) 9.0%

Gross profit 6,100 8,360 37.1% ASP was largely flat, while unit cost reduced on effective costs control

Higher transportation costs due to more cement clinker being delivered
from Guangxi to Guangdong
One-off impairment loss of two inefficient clinker production and extra

Selling expenses (1,223) (1,633) 33.5%

Administrative expenses (1,808) (2,727) 50.9%
bonus payments
Other income 414 812 96.3% Exchange gain on RMB borrowing
Operation profit 3,482 4,811 38.2%
Chang_e in fair value / non 8 10 25.0%
recurring
Finance costs (835) (704) -15.7%
Share of results of joint ventures 82 100 21.7%
Share of results of associates 137 98 -28.0%
Profit before tax 2,873 4,314 50.1%
Tax (528) (1,036) 96.1% Tax holidays for some subsidiaries ceased in FY13
Profit after tax 2,345 3,279 39.8%
Minority interests (21) 60 n.a
Net profit 2,324 3,338 43.6%
EPS 0.36 0.51 43.6%
Per Ton (HK$)
ASP 325 326 0.3%
Unit cost 247 233 -5.6%
GP 78 93 18.7%
Gross Margin 24.1% 28.5% 4.4 ppt
Operation Margin 13.7% 16.4% 2.7 ppt
Net profit Margin 9.2% 11.4% 2.2 ppt
Source: the Company
Management believes supply and demand balance will be improved in 2014. CR Cement’'s management believes that

national cement demand to increase 6-8% in 2014, with Southern China cement demand up 8% in 2014. Management also
states that cement demand from property to remain solid on the back of strong property sales in 2013, while the social
housing target in 2014 could also support cement demand. Moreover, management indicated that 1Q14 sales volume largely
flat YoY and inventory level was around 70%. On the supply side, CR Cement’s management sees that cement supply to be
improved by 1) limited new supply, 2) P.C. 32.5 cement cancellation and 3) possible more capacity closure.

Cement price drop is narrowing, while demand recove ry is ongoing. On 7™ March 14, national cement price was
RMB341/t, down 0.29% WoW. Most of the regions’ cement price remained stable, except Hunan, Zhejiang and Taizhou, and
cement price was down ~RMB20/t in these regions, while Sichuan and Chongging increased cement price by RMB10/t. In
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early March, Southern China’s cement demand affected by rainfall, cement demand was slightly below market expectations.
In Northern China, downstream demand has stated to picked up significantly in Beijing and Tianjin, most of the producers’
shipment reached ~50%. In Guangdong, Guangxi and Pearl River delta, cement price largely flat with producers more
discipline on pricing stability. Despite, recent cement price drop in some of the regions, we still remain optimistic on cement
price outlook, construction activities are expected to be more active in April, with better weather condition and traditional kick
off season.

13 March 2014

Southern China’s cement price momentum could outperf orm national cement price in 2014.  After CNY holiday, only
Southern China (Guangdong and Guangxi) attended to increase cement price by the way of collective price mechanism, even
downstream demand has not yet pick up. We believe most of the producers in these regions are disciplined on pricing.
Moreover, most of the new clinker capacity will be located in Southwest and Northwest China, and only 3 clinker lines will be
added in Southern China (in Guangdong and Guangxi and no new clinker capacity in Hainan and Fujian) in 2014. In addition,
the P.C.32.5 cement cancellation could further improve cement supply condition and increase clinker demand, we expect
more detail to be released in the mid 2014. With limited new supply and stable demand outlook, we believe CR Cement to
benefit from improving supply and demand balance in Southern China in 2014.

We expect ASP/t to increase and unit cost to largely stay flat in FY14. We slightly trim down FY14F revenue by 2.1% to
reflect modest sales volume growth. We believe limited new clinker capacity and modest cement demand in Southern China
could lift up ASP, ASP is expect to reach HK$335/t, HK$341/t and HK$348/t in FY14-16F compared to HK$314/t in FY12. We
also expect unit cost to largely stay flat, as coal price is likely to remain weak and CR Cement will continue focus on cost
reduction. As such, GP/t is expected to reach HK$110/t, HK$115/t and HK$118/t in FY14-16F, respectively. However, higher
SG&A expenses and tax rate might erode earnings, therefore we leave our FY14-15F EPS largely unchanged.

Table-2: Earnings Revision

Source: the Company, Guotai Junan International.

HK$ Mn New old Change

2014F 2015F 2016F 2014F 2015F 2016F 2014F 2015F 2016F %

Revenue 33,038 37,600 43,582 33,737 36,706 N.A -2.1% 2.4% N.A ®
Gross profit 10,258 11,909 13,878 9,187 10,407 N.A 11.7% 14.4% N.A g
Gross margin (%) 31.0% 31.7% 31.8% 27.2% 28.4% N.A 3.8 p.p. 3.3 p.p. N.A =
Net profit 4,216 4,951 5771 4,185 4,931 N.A 0.7% 0.4% N.A z
EPS (HK$) 0.645 0.758 0.883 0.641 0.755 N.A 0.7% 0.4% N.A o
Cement & Clinker Per ton (HK$) 3
ASP 335 341 348 320 326 N.A 4.7% 4.7% N.A §
Unit cost 225 227 230 232 233 N.A -3.2% -2.8% N.A g
GP 110 115 118 88 93 N.A 25.5% 23.5% N.A 3
2

g

&

Maintain investment rating of “Accumulate” with TP o f HK$6.70. We are optimistic on demand and supply balance in
Southern China. We believe catalysts, such as 1) industry consolidation via M&A, 2) further reinforce on pollutant emission
standard and limit the consumption of energy and resources and 3) P.C. 32.5 grade cement cancellation could supply ASP
and limit cement supply. More importantly, the sizable cement producers like CR Cement should be the winner during the
process. Share price is expect to be weak in 1Q14 following the weak cement price trend in off season, but we believe share
price is likely pick up, once the downstream demand gradually improve in April. We maintain our investment rating of
“Accumulate” with TP of HK$6.70, implying FY14-16F PER of 10.4x, 8.8x and 7.6x, respectively.
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Figure-1: China Cement Price Figure-2:  Cement Price Trend in China
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Figure - 3:Cement Price Trend in Southern China
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Figure-4: CR Cement's Revenue

FY12-16F

Breakdown

in

Figure-5: CR Cement’s Revenue Breakdown by Region
in FY13
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Source: the Company, Guotai Junan International.
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) o Figure-7: CR Cement's Cement & Clinker GP/t in
Figure-6: CR Cement’s Margins in FY12-16F
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Financial statements & ratios

Income Statement Balance Sheet
Year end Dec (HK$ m) 2012A  2013A  2014F  2015F  2016F Year end Dec (HK$ m) 2012A 2013A 2014F 2015F 2016F
<t
—
Turnover 25345 29,341 33,038 37,600 43,582 Fixed assets 31,553 32,527 36,034 39,149 41,573 S
Cost of sales (19,246) (20,981) (22,779) (25,691) (29,703) Goodwill & intangibles 1,965 2,200 2,310 2,426 2,547 e
Lease prepayments 2,510 2,752 2,890 3,034 3,186 <
Gross profit 6,100 8,360 10,258 11,909 13,878 Interestin assoc/Jce 3,667 4120 4,412 4,728 5,069 z
Selling expenses (1,223)  (1,633) (1,839) (2,143) (2,506) Others 1,758 2,483 2,638 2,804 2,982 —
Administrative expenses (1,808) (2,727) (2,709) (3,083) (3,617) Non-current assets 41,454 44,082 48,284 52,141 55,357
Operating profit 3069 3999 5710 6,682 7,755  Inventories 2,322 2,132 2,434 2,815 3,337
Other income 414 812 315 329 334 Trade and other receivables 4,099 4,747 5,463 6,217 7,207
Assoc/Jce/others 226 208 208 219 231 Cash and bank balances 3,562 2,822 2,505 3,310 4,187
Financial cost (835) (704) (712) (747) (763) Others 723 397 436 480 527
Current assets 10,705 10,098 10,838 12,823 15,257
Profit before tax 2,873 4314 5521 6,483 7,557
Taxation (528) (1,036) (1,380) (1,621) (1,889) Total Assets 52,159 54,180 59,122 64,964 70,614
Minority interest (21) 60 75 89 103
Bank loans 7,607 6,171 5,863 5,570 5,291
Net profit 2,324 3338 4216 4,951 5,771 Trade and other payables 7,598 7,612 8,463 9,545 10,954
Others 1,573 615 648 684 721
EPS (HK$) 0357 0512 0645 0.758 0.883  Current liabilities 16,778 14,398 14,975 15,799 16,967
DPS (HK$) 0070 0105 0.139  0.167 0.205
Bank loans & bonds 13,270 14,272 15,388 16,617 16,752
Key assumption Others 152 148 163 179 197
Cement & Clinker (HKS) 2012A  2013F  2014F  2015F  2016F Non-current liabilities 13,423 14,420 15,552 16,797 16,950
ASPH 315 314 335 341 348
Unit cost/t 241 221 225 227 230 Total Liabilities 30,201 28,818 30,526 32,595 33,917
GP/t 74 93 110 115 118
Shareholders' equity 21,958 25,362 28,596 32,369 36,698
Total Liabilities and Equity 52,159 54,180 59,122 64,964 70,614 o
Cash flow Statement T
Year end Dec (HK$ m) 2012A  2013F  2014F  2015F  2016F BPS (HKS) 3.2719 3.805 4.306 4.897 5.575 E
g
Profit before tax 2,873 4,314 5,521 6,483 7,557 Financial Ratios e
Depreciation & amortisation 1,684 1,760 2,028 2,305 2,576 Year end Dec (HK$ m) 2012A 2013A 2014F 2015F 2016F <
Net finance cost 776 639 642 665 678 j:
Other items @3  (85) 0 0 0 Growth (%): =
Working capital change 472 (171) (264) (162) (220) Revenue 9.1 15.8 126 13.8 15.9 GE_J
Interest & Tax paid (1,457) (1,338) (2,060) (2,334) (2,616) Gross profit (15.6) 371 227 16.1 16.5 3
Cash flow from operation 4,305 5,121 5,866 6,957 7,975 Operating profit (34.3) 30.3 4238 17.0 16.1 IS
Net profit (44.4) 43.6 26.3 174 16.6 g
CAPEX (3,216)  (3,317)  (6,023) (5,942) (5,556) 3
Others (1,284) 0 (68) (62) (67)  Profitability (%): %
Cash flow from investing (4,500) (3,317) (6,091) (6,004) (5,623) Gross margin 241 285 31.0 317 31.8 £
Operating margin 121 13.6 17.3 17.8 17.8 ©
Increase in bank loans (2,264)  (1,766) 814 942 (137) Net margin 9.2 114 12.8 13.2 13.2
Dividends paid (391) (685) (906) (1,089) (1,339) ROA 45 6.2 741 7.6 8.2
Issuance of unsecured bonds 3,016 0 0 0 0 ROE 114 145 15.9 16.5 16.9
Others (341) (192) 0 0 0
Cash flow from financing 20 (2,643) (93) (148)  (1,476) Liquidity & Solvency
Current Ratio (x) 0.6 0.7 0.7 0.8 0.9
Cash balance change (175) (838) (317) 805 877 Quick Ratio (x) 0.2 0.2 0.2 0.2 0.2
Cash balances at year begin 3,738 3,562 2,822 2,505 3,310 Net gearing (%) 87.2 71.0 66.6 59.0 49.0
Effect of FX changes (1) 98 0 0 0 Interest coverage (x) 5.2 8.5 10.5 116 9.7
Cash balances at year end 3562 2,822 2,505 3,310 4,187 Dividend payout ratio (x) 19.6% 20.5% 21.5% 22.0% 23.2%

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

<
Rating Definition §
Buy Relative Performance >15%; =
or the fundamental outlook of the company or sector is favorable. 3
Accumulate Relative Performance is 5% to 15%; OE,)
or the fundamental outlook of the company or sector is favorable. —
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.
Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months
Rating Definition
Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.
DISCLOSURE OF INTERESTS %
o™
(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report. §
(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report. e
(3) Except for Shandong Chenming Paper Holdings Limited-H shares (01812), China All Access (Holdings) Limited (00633) and China B

U-Ton Holdings Limited (08232), Guotai Junan and its group companies do not hold equal to or more than 1% of the market
capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).
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Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

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 Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2014 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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