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SANY Heavy Industry — A (600031 CH)

To acquire financing company from parent co.

SANY Heavy announced yesterday that it plans to acquire 91.43% interest in
SANY Capital (“=— %4 g") from SANY Group (parent company of SANY
Heavy) for cash consideration of RMB3.98bn. The implied valuation of 24.4x
2018 P/E and 1.5x P/B (equity as at Oct 2019) does not look attractive, in our
view. Besides, an additional liability of RMB6.8bn will be consolidated in SANY
Heavy’s balance sheet upon completion (attributable liabilities: RMB6.4bn). That
said, we believe the overall impact on SANY Heavy is limited given that the deal
size is not substantial. We estimate the earnings accretive will be <1%. We have
left our forecast unchanged as the deal is subject to shareholders’ approval.

B Details of the acquisition. SANY Capital is one of the 25 auto financing
companies approved by CBIRC in China. SANY Capital is mainly engaged in
machinery financing business. SANY Group, parent company of SANY Heavy,
currently owns 91.43% stake in SANY Capital, while SANY Heavy owns 3%
interest. After the acquisition, SANY Heavy will control 94.43% stake in SANY
Capital. Approval from regulators and shareholders of SANY Heavy is
required before the transaction.

B Reasons for the acquisition. The acquisition can reduce the connected
transaction. Besides, SANY Heavy believes that SANY Capital can help
support the Company’s overseas expansion and better control risk.

B Financial performance of SANY Capital. SANY Capital generated interest
income of RMB235mn in 10M19 and net profit of RMB84mn. The book value
as at end-Oct 2019 was RMB2.9bn while total liabilities reached RMB6.8bn,
implying gearing ratio of 235%. Based on our calculation, the rate of interest
income (net income / loan portfolio) ranged from 2.7% to 3.8% between 2017
and 10M19 (figure 1).

B Not attractive due to high valuation and increased liabilities. We calculate
that the implied P/E (based on earnings in 2018) reached 24.4x. Besides, the
acquisition cost of RMB3.98bn plus the increased attributable liabilities of
RMB6.4bn (RMB6.8bn x 94.43%) from SANY Capital will result in a reduction
of attributable net cash by >RMB10bn, though we think is still manageable
due to the Company’s strong free cash flow.

B Key risks: (1) Cyclical nature; (2) Risk of overseas business; (3) Increase in
raw material cost; (4) Risk of expanding to financing business.

Earnings Summary

(YE 31 Dec)
Revenue (RMB mn)

FY17A FY18A FY19E FY20E FY21E
38,335 55,822 76,999 88,688 95,481

YoY growth (%) 65 46 38 15 8
Net income (RMB mn) 2,092 6,116 11,127 13,352 14,473
EPS (RMB) 0.27 0.79 1.35 1.59 1.72
YoY growth (%) 925.0 189.6 70.3 17.8 8.4
EV / EBITDA (x) 22.6 15.1 8.9 7.7 7.3
P/E (x) 58.9 20.3 11.9 10.1 9.3
P/B (x) 4.8 4.0 3.0 25 2.2
Yield (%) 11 18 3.4 4.9 5.4
ROE (%) 8.7 215 29.3 27.3 25.3
Net gearing (%) 30.4 Netcash Net cash Net cash Net cash

Source: Company data, CMBIS estimates
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Stock Data

Mkt Cap (RMB mn) 135,354
Avg 3 mths t/o (RMB mn) 865
52w High/Low (RMB) 16.35/7.77
Total Issued Shares (mn) 8,375.6
Source: Bloomberg

Shareholding Structure

SANY Group 30.0%
Hong Kong CCASS 8.7%
Liang Wengen 3.4%
Others 57.89%

Source: Shanghai Stock Exchange

Share Performance
Absolute Relative

1-mth +14.1% +16.2%
3-mth +9.6% +11.3%
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Figure 1: Key financials of SANY Capital and valuation of acquisition

Income statement (RMB mn 2016 2017 2018 10M19
Revenue

Net interest income 215 219 250 235
Others 6 15 @) 1)
Total revenue 221 234 249 234
Tax and surcharge (14) 4 (@) 2
Administrative expenses 12) 11) 9) 12)
R&D expense 0 0 2 3
Asset impairment (75) 68 43 (86)
Operating profit 119 287 277 130
Other income / (expense) 10 6) 3) 0)
Pretax profit 130 281 274 130
Income tax (58) (65) (96) (46)
Net profit 72 215 178 84
Adjusted operating profit 195 219 234 216
Adjusted net profit 147 147 135 170
Adjusted operating margin 88% 94% 94% 92%
Adjusted net margin 67% 63% 54% 73%

Note: Asset impairment is excluded in the calculation of adjusted figures

Financial position (RMB mn) 2016 2017 2018

Assets

Loan receivables 7,226 6,523 5,620 9,139

Loan and receivable investment 1,793 886 284 0

Others 607 248 943 610

Total assets 9,627 7,656 6,846 9,750

Total liabilities 7,015 4,901 4,021 6,840

Total equity 2,612 2,755 2,826 2,909

Loan portfolio 9,020 7,409 5,903 9,139

Implied rate of interest income - 2.7% 3.8% 3.7%
Total liabilities / equity 268.6% 177.9% 142.3% 235.1%
ROE - 8.0% 6.4% 3.5%
Adjusted ROE - 5.5% 4.8% 7.1%
Interest to acquire 91.43%
Consideration (RMB mn) 3,980

Consideration assuming 100% interest (RMB mn) 4,353

Implied P/E (x) #2018 24.4
Implied P/B (x) #based on Oct 2019 equity 15

Source: Company data, CMBIS estimates
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Figure 2: SANY excavator market share in China Figure 3: SANY’s market share by size of excavator
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Figure 4: SANY truck crane sales growth vs industry Figure 5: SANY’s sales volume breakdown
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Figure 6: SANY’s revenue breakdown by region Figure 7: SANY’s overseas revenue
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Figure 8: SANY revenue breakdown

Figure 9: SANY gross margin trend
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Figure 10: SANY net profit growth

Source: Company data, CMBIS estimates

Figure 11: SANY ROE
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Figure 12: SANY’s free cash flow

Source: Company data, CMBIS estimates

Figure 13: SANY’s dividend payout ratio
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Figure 14: SANY’s P/E band Figure 15: SANY’s P/B band
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Figure 16: Key operating assumptions

(RMB mn) 2012 2013 2014 2015 2016 2017 2018 2019E 2020E 2021E
Revenue

Concrete machinery 26,509 19,030 16,022 10,474 9,503 12,600 16,964 25,625 30,750 33,825
Excavator 9,499 7,920 6,657 6,118 7,470 13,669 19,247 25,125 28,140 29,547
Crane machinery 5,307 5,036 4,019 3,855 2,710 5,244 9,347 13,914 16,419 18,061
Piling machinery 1,350 2,137 1,251 499 1,187 2,913 4,691 5,876 6,464 6,787
Earth moving machinery 1,543 1,489 1,019 964 875 1,343 2,132 2,673 2,941 3,088
Other machinery 808 729 737 769 1,030 1,887 1,956 2,151 2,259 2,372
Revenue (construction machinery) 45,017 36,340 29,705 22,679 22,773 37,657 54,336 75,365 86,972 93,680
Other business 1,814 987 660 688 507 678 1,485 1,634 1,715 1,801
Total revenue 46,831 37,328 30,365 23,367 23,280 38,335 55,822 76,999 88,688 95,481

Revenue growth

Concrete machinery 1.8% -28.2% -15.8% -34.6% -9.3% 32.6% 34.6% 51.1% 20.0% 10.0%
Excavator -9.3% -16.6% -15.9% -8.1% 22.1% 83.0% 40.8% 30.5% 12.0% 5.0%
Crane machinery -1.7% -5.1% -20.2% -4.1% -29.7% 93.5% 78.3% 48.9% 18.0% 10.0%
Piling machinery -39.7% 58.3% -41.5% -60.1% 137.7% 145.5% 61.0% 25.3% 10.0% 5.0%
Earth moving machinery -7.8% -3.5% -31.6% -5.4% -9.3% 53.6% 58.7% 25.4% 10.0% 5.0%
Other machinery -72.0% -9.8% 1.1% 4.3% 34.0% 83.3% 3.6% 10.0% 5.0% 5.0%
Revenue (construction machinery) -8.3% -19.3% -18.3% -23.7% 0.4% 65.4% 44.3% 38.7% 15.4% 7.7%
Other business 6.1% -45.6% -33.2% 4.3% -26.4% 33.9% 118.9% 10.0% 5.0% 5.0%
Total revenue -7.8% -20.3% -18.7% -23.0% -0.4% 64.7% 45.6% 37.9% 15.2% 7.7%

Gross margin

Concrete machinery 35.7% 22.3% 22.1% 22.8% 21.5% 24.2% 25.2% 31.0% 32.0% 32.0%
Excavator 27.1% 33.6% 32.6% 27.5% 32.4% 40.6% 38.7% 36.8% 36.0% 35.5%
Crane machinery 31.2% 28.0% 27.8% 29.7% 34.0% 23.0% 24.8% 26.5% 27.5% 27.5%
Piling machinery 40.8% 38.6% 41.2% 40.1% 25.2% 30.7% 37.3% 44.5% 44.0% 43.0%
Earth moving machinery 27.2% 29.6% 24.6% 24.5% 17.4% 18.2% 31.3% 36.5% 36.5% 36.5%
Other machinery 9.3% 14.6% 14.3% 7.9% 11.6% 20.9% 22.7% 31.0% 31.0% 31.0%
Gross margin (construction machinery) 32.7% 26.7% 25.9% 25.2% 26.1% 30.1% 31.1% 33.4% 33.5% 33.2%
Other business 7.0% 8.0% 19.0% 10.3% 28.9% 27.7% 12.5% 11.0% 11.0% 11.0%
Blended gross margin 31.7% 26.2% 25.8% 24.8% 26.2% 30.1% 30.6% 32.9% 33.0% 32.7%

Source: Company data, CMBIS
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Total revenue 38,335 55,822 76,999 88,688 95,481 Pretax profit 2,869 7,550 13,737 16,485 17,869
Cost of sales (26,806 (38,728 (51,684 (59,396 (64,222 Finance cost 1,271 388 425 329 320
Gross profit 11,529 17,094 25,314 29,292 31,259 Interest income (72) (344) (687) (1,003) (1,360)
Surcharge (279) (326) (462) (532) (573) Profit or loss of associates (102) (128) (172) (176) (178)
S&D expenses (3,832) (4,447) (5,390) (6,119) (6,493) Fair value change (383) (276) 0 0 0
Administrative expenses (2,533) (3,800) (5,005) (5,676) (6,111) Provision for assets 903 (8) 0 0 0
Fair value change 403  (362) 0 0 0 Depreciation and amortization 1,913 1,932 1,935 1,950 1,962
Asset impairment (1,189) (1,095) (1,155) (1,330) (1,432) Income tax paid (642) (1,247) (2,267) (2,720) (2,948)
EBIT 4,098 7,063 13,303 15,634 16,650 Change in working capital 2,126 1,788 (1,924) (2,190) (325)
Net finance income/(cost)  (1,319) (136) 263 674 1,040 Others 682 870 0 0 0
Finance income 72 344 687 1,003 1,360 Cash flow from operation 8,565 10,527 11,047 12,674 15,339
Finance expenses (1,391) (479) (425) (329) (320) Net capex on PP&E (34) (1,003) (1,400) (1,000) (1,000)
Other gains/(losses) (13) 495 0 0 0 Investment in JV/associates 229 (648) (100) (100) (100)
Profit of JV and associates 102 128 172 176 178 Investment in subsidiaries 2,046 311 0 0 0
Pretax profit 2,869 7,550 13,737 16,485 17,869 Dividend received 19 13 17 18 18
Income tax (642) (1,247) (2,267) (2,720) (2,948) Interest received 72 344 687 1,003 1,360
After tax profit 2,227 6,303 11,471 13,765 14,921 Others (1,115) (9,781) (70) (70) 0)
Ml (135) (187) (344) (413) (448) Cash flow from investing 1,218 (10,765 (865) (149) 278
Net profit 2,092 6,116 11,127 13,352 14,473 Equity financing/(repurchase) 0 0 0 0 0
Recurring net profit 2,092 6,116 11,127 13,352 14,473 Net bank borrowings (12,158 1,584 (1,000) (300) (200)
Dividend paid (229) (1,233) (2,178) (4,451) (6,676)
D&A 1,913 1932 1935 1,950 1,962 Interest paid (1,391) (479) (425) (329) (320)
EBITDA 6,012 8,995 15,238 17,584 18,612 Others 695 955 0 0 0
Cash flow from financing (13,085 827 (3,602) (5,079) (7,195)
Change in cash (3,302) 589 6,579 7,446 8,421
Cash at beginning of the year 7,442 4,104 11,985 18,564 26,010
Exchange and others (36) 7,293 0 0 0
Cash at the end of the year 4,104 11,985 18,564 26,010 34,431
Balance sheet Kev ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 22,030 21,879 21,781 21,176 20,533 Sales mix (%)
PP&E 12,805 11,867 11,717 11,157 10,587 Concrete machinery 33% 30% 33% 35% 35%
JV/associates 1,404 2,328 2,583 2,842 3,102 Excavator 36% 34% 33% 32% 31%
Goodwill 51 51 51 51 51 Crane machinery 14% 17% 18% 19% 19%
LT trade receivables 273 366 478 494 552 Piling machinery 8% 8% 8% 7% 7%
Intangible assets 4,092 3,880 3,564 3,245 2,853 Earth moving machinery 4% 4% 3% 3% 3%
AFS investments 681 1,121 1,121 1,121 1,121 Other machinery 5% 4% 3% 3% 2%
Others 1,272 1,115 1,115 1,115 1,115 Other business 2% 3% 2% 2% 2%
Deferred tax assets 1,452 1,152 1,152 1,152 1,152 Total 100% 100% 100% 100% 100%
Current assets 36,207 51,896 64,704 75,695 86,634 Profit & loss ratio (%)
Inventories 7,642 11,595 13,894 15,397 16,274 Gross margin 301 306 329 330 327
Trade and bills receivables 19,239 20,802 23,499 26,069 26,772 EBIT margin 10.7 127 173 176 174
Other receivables 1,789 1,704 2,937 2,408 3,347 Net profit margin 5.8 11.3 14.9 15.5 15.6
Others 2,696 3,272 3,272 3,272 3,272 Growth (%)
Cash 4,104 11,985 18,564 26,010 34,431 Revenue 64.7 45.6 37.9 15.2 7.7
Gross profit 89.0 483 481 15.7 6.7
Current liabilities 22,983 33,935 38,153 39,524 41,876 EBIT n/a na 883 175 6.5
Trade and bills payables 10,938 17,191 21,608 22,979 25,231 Net profit 9285 192.3 81.9 20.0 8.4
Bank borrowings 5,256 8,336 8,136 8,136 8,236 Balance sheet ratio
Tax payable 533 524 524 524 524 Current ratio (X) 1.6 15 1.7 1.9 2.1
Others 2,446 3,567 3,567 3,567 3,567 Receivable turnover days 182 133 107 104 103
Non-current liabilities 8,882 7,337 2,504 2,204 1,904 Inventory turnover days 94 91 90 90 90
Bank borrowings 7,577 5974 1,141 841 541 Payable turnover days 126 133 137 137 137
Deferred tax liabilities 646 650 650 650 650 Net debt / total equity (%) 30.4 Netcash Netcash Netcash Netcash
Others 406 471 471 471 471 Profitability (%)
Equity 26,373 32,502 45,829 55,143 63,387 ROA 3.5 9.3 13.9 14.6 14.2
Shareholders' equity 25,498 31,485 44,467 53,369 61,166 ROE 87 215 293 273 253
Ml 876 1,017 1,361 1,774 2,222 Per share data
EPS (RMB) 0.27 0.79 1.35 1.59 1.72
BVPS (RMB) 3.33 4.04 5.28 6.34 7.27
DPS (RMB) 0.18 028 054 079 0.86
Source: Company data, CMBIS estimates
ANT DISCLOSURES ON LAST PAGE 6
Atk

e


http://www.hibor.com.cn

WL EFRF

CMB INTERNATIONAL

12 Dec 2019

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited
Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in
the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or
its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange
Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this research
report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as
defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced
by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers
Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined
in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the
extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

ANT DISCLOSURES ON LAST PAGE 7

e



http://www.hibor.com.cn

