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SANY International (631 HK)

Acquisition of oil & gas frac equipment a
positive move

SANYI announced yesterday (12 April) after market close that it plans to acquire
SANY Petroleum Intelligent Equipment (= —% &% 7 $£.4&) from the controlling
shareholder. This marks the expansion into oil & gas fracturing equipment
segment, which we think is positive given the expected increase in oilfield
spending (in particular unconventional field) amid the tight supply of oil and the
consideration of energy security by different countries. The acquisition price of
RMB2.98bn (all cash) implies only 7.7x 2022 P/E, lower than the 12.8x of Yantai
Jereh (002353 CH) and SANY/I’s current valuation (~11x). Assuming 30%
earnings growth of SANY Petroleum this year, the acquisition will boost SANYI’s
2023E earnings by ~20% (annualized). Given SANYI’s net cash position, ROE
will be enhanced as the idle cash will be utilised. We continue to like SANYI’s
strategy to boost earnings growth through acquisitions. We have yet to revise
our earnings forecast as the deal is subject to shareholders’ approval. Reiterate
BUY with TP of HK$13 (18x 2023E P/E).

B Business of SANY Petroleum. SANY Petroleum is principally engaged in
(1) the R&D, production & sale of drilling, workover, automated pipe
handling equipment and spare parts; and (2) the provision of after sales and
oil & gas field technical services. According to SANYI, SANYI Petroleum’s
fracturing truck had a market share of 25.3% in 2022.

M Key financials of SANY Petroleum. Revenue/net profit in 2022 grew
20%/27% to RMB2.1bn/ 386mn. Around 89% of revenue was generated
from equipment sales, while the balance came largely from oilfield services.
Revenue from SOE increased from 17% in 2020 to 29% in 2022, and is
expected to further increase to 30-40% going forward. As at end-2022, the
net assets value amounted to RMB567mn.

B Growth potential of SANY Petroleum. By leveraging strong R&D
capability and smart factories, SANY Petroleum will launch more electric
and intelligent products. Besides, SANY Petroleum plans to expand the
oilfield service business, on the back of SANY brand and solid capability.

M Major risk factors: (1) weakness in mining activities; (2) development of
new products below expectation; and (3) rebound of raw material costs.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 10,195 15,537 18,403 21,739 25,215
YoY growth (%) 38.4 52.4 18.4 18.1 16.0
Adjusted net profit (RMB mn) 1,086.7 1,664.9 1,992.7 2,3255 2,712.8
EPS (Adjusted) (RMB) 0.35 0.53 0.63 0.74 0.86
Consensus EPS (RMB) na na 0.61 0.74 na
P/E (x) 17.7 12.8 10.9 9.4 8.0
P/B (x) 2.6 21 1.9 17 14
Yield (%) 1.7 25 2.8 3.3 3.9
ROE (%) 15.2 17.8 18.5 18.8 19.1
Net gearing / (net cash) (%) (18.3) (11.8) (15.8) (20.3) (26.3)

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data
Mkt Cap (HK$ mn) 25,096.8
Avg 3 mths t/o (HK$ mn) 7.9
52w High/Low (HK$) 8.88/6.44
Total Issued Shares (mn) 3172.8
Source: FactSet
Shareholding Structure
Sany Heavy Equipment 67.7%
Investments Company
Free float 32.3%
Source: HKEX
Share Performance

Absolute Relative
1-mth 7.2% 2.0%
3-mth -1.7% 4.1%
6-mth 12.8% -7.2%

Source: FactSet

12-mth Price Performance
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Source: FactSet

Related reports:

SANYI (631 HK, BUY) —Core net profit in
2022 +53% YoY in line with expectation;
?Il_lalr( in recovery in 4Q — 21 Mar 2023
link

SANYI (631 HK, BUY) — Expansion to
new energy equipment sector with an
ambitious target — 9 Jan 2023 (link)

SANYI (631 HK, BUY) — Key takeaways
from post-results call and NDR — 2 Nov
2022 (link)

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk
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https://www.cmbi.com.hk/article/7713.html?lang=en
https://www.cmbi.com.hk/article/7503.html?lang=en

13 Apr 2023

18 4 B FR

CME INTERNATIONAT

Figure 1: Key financials of SANY Petroleum Intelligent EQuipment

(RMB mn)
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Total assets to liabilities ratio
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2020

895

(638)
257
(48)
(155)
53
4
(14)
71
2
70

1,311
1,004
307

28.7%
5.4%
17.4%
2.5%
7.8%
76.6%

2021

1,740

(1,121)
619
(105)
(186)
329
(6)
(14)
348
(44)
304

1,657
1,046
612

94.6%
517.5%
338.0%

35.6%

6.0%
10.7%
12.6%
17.5%
63.1%
20.5%
66.3%

2022

2,087
1,854
226
7
(1,346)
741
121)
(198)
421
1
(8)
428
(42)
386

2,301
1,735
567

19.9%
28.2%
26.7%

35.5%
5.8%
9.5%
9.8%

18.5%

75.4%

19.5%

65.4%

Source: Company data, CMBIGM
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Figure 2: Group structure upon the completion of acquisition
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Hunan Sany Petroleum Equipment Maxcrane Machinery Co., Ltd.
99% 1%

Sany Petroleum Intelligent
Equipment
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Sany Energy Equipment Co., Ltd.*
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Source: Company data, CMBIGM
Note: The Company refers to SANYI. The Target Company refers to SANY Petroleum Intelligent Equipment

Figure 3: SANY Petroleum’s key products

Product Type Illustrations Key features

Frac spreads == e Industry-exclusive AT automatic

' chassis

® Remote control for easy start/stop,
over 10 times more efficient than
similar products in the industry

e Apply adaptive fuel saving
technology and reduce the use of
fuel by more than 5%

Automated — - e Multi-machine synergy for over
E
. ZERADL - HERNE ) ) -t .
pipe — X &8 30% increase in overall efficiency
handling e Reduction in the number of drillers
system e ' _ , by more than 25%

_ i e Machine vision technology
enhances well site safety
management

High power e All-round six-fold protection with

electric frac
pumper

dual 1P54 design inverter skids for
further protection

e Inverter with IGCT (Insulated Gate
Commutated Thyristor) technology
route with high power capacity

e Intelligent maintenance system,
fault code visualisation analysis

system, real-time online diagnosis
of equipment information

Source: Company data, CMBIGM
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Figure 4: SANY Petroleum’s key products

Ilustrations

Product Type

Distributed ) °
electric frac g; L5
pumper i
°
[ ]
Hybrid °
crawler-
mounted rig
°
°
°
Hybrid °
crawler-
mounted °
pipework
unit
°

Key features

Distributed multi-motor drive, easy
to achieve continuous high load
operation, 36% lower investment
cost, single machine operating cost
savings of at least RMB300,000/
year

Greater reliability with TP68
protection rating, which could far
exceed the conventional rating 1P44
Permanent magnet synchronous
motor with wider speed range and
higher efficiency

Diesel-electric hybrid powered with
more than 15% increase in total
power

Ultra-powerful powerhead with
278kW powerhead

Independently developed automatic
pressure adjustment technology
Multiple interlocking, patented
floating device, safe and convenient

Variable gauge chassis, good load
stability, safe and reliable
360-degree view system for full
vehicle monitoring without blind
spot

Two-stage electric leakage
protection for on-site electrical
safety

Source: Company data, CMBIGM

Figure 5: Global upstream E&P capex
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Source: S&P Global Commodity Insights, COSL, CMBIGM
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Figure 7: Brent crude oil price

Figure 6: China oil and gas FAI growth (YTD)
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Source: Wind, NBS, CMBIGM

Figure 9: SANYI’s P/B band

Figure 8: SANYI’s P/E band
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Financial Summary

INCOME STATEMENT 2022A 2023E

YE 31 Dec (RMB mn)

Revenue 7,364 10,195 15,537 18,403 21,739 25,215
Cost of goods sold (5,403) (7,805) (11,908) (14,048) (16,676) (19,395)
Gross profit 1,961 2,390 3,628 4,355 5,063 5,820
Operating expenses (1,137) (1,620) (2,110) (2,797) (3,283) (3,757)
Selling expense (430) (567) (933) (1,104) (1,304) (1,513)
Admin expense (707) (1,053) 1,177) (1,693) (1,978) (2,244)
Operating profit 463 737 476 902 1,065 1,236
Other income 237 391 447 589 696 807
Other expense (31) 1) (25) (55) (65) (76)
Other gains/(losses) 257 347 54 368 435 504
Share of (losses)/profits of associates/JV 0 0 0 0 0 0
EBITDA 1,535 1,756 2,283 2,814 3,235 3,712
Depreciation 249 249 288 355 390 414
EBIT 1,286 1,507 1,994 2,460 2,846 3,298
Interest income 36 51 59 55 62 72
Interest expense (132) (120) (132) (141) (138) (139)
Net Interest income/(expense) (96) (69) (73) (86) (76) (67)
Pre-tax profit 1,190 1,438 1,921 2,374 2,770 3,231
Income tax (139) (129) (252) (309) (360) (420)
After tax profit 1,052 1,309 1,669 2,065 2,410 2,811
Minority interest (6) (50) (4) (72) (84) (98)
Net profit 1,045 1,259 1,665 1,993 2,325 2,713
Adjusted net profit 1,045 1,087 1,665 1,993 2,325 2,713
Gross dividends 408 385 524 618 721 841
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 12,016 14,217 17,191 18,379 22,817 24,848
Cash & equivalents 941 1,349 2,690 3,331 4,287 5,614
Account receivables 3,288 4,272 6,416 5,583 8,473 7,831
Inventories 1,821 2,529 3,283 4,569 4,752 6,088
Prepayment 359 585 700 700 700 700
ST bank deposits 0 21 50 50 50 50
Financial assets at FVTPL 4,024 3,680 2,088 2,088 2,088 2,088
Other current assets 1,583 1,782 1,964 2,058 2,467 2,477
Non-current assets 5,448 6,568 7,763 7,909 8,019 7,955
PP&E 2,591 3,314 4,066 4,238 4,375 4,338
Deferred income tax 296 287 298 298 298 298
Goodwill 1,130 1,130 1,130 1,130 1,130 1,130
Other non-current assets 1,432 1,838 2,269 2,243 2,216 2,189
Total assets 17,464 20,785 24,953 26,288 30,836 32,803
Current liabilities 7,938 9,170 10,836 10,629 13,384 13,261
Short-term borrowings 2,645 1,687 954 954 1,054 1,054
Account payables 2,893 4,422 6,646 6,439 9,095 8,972
Tax payable 197 185 155 155 155 155
Other current liabilities 2,205 2,875 3,080 3,080 3,080 3,080
Non-current liabilities 1,667 2,832 4,014 4,014 4,014 4,014
Long-term borrowings 493 1,767 2,691 2,691 2,691 2,691
Other non-current liabilities 1,174 1,065 1,323 1,323 1,323 1,323
Total liabilities 9,605 12,002 14,849 14,642 17,398 17,275
Total shareholders equity 7,839 8,701 10,040 11,508 13,216 15,208
Minority interest 20 82 64 136 220 319
Total equity and liabilities 17,464 20,785 24,953 26,287 30,835 32,802

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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CASH FLOW 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 1,190 1,438 1,921 2,374 2,770 3,231
Depreciation & amortization 249 249 288 355 390 414
Tax paid (108) (185) (252) (309) (360) (420)
Change in working capital 105 51 (854) (754) (826) (828)
Others (366) (630) (19) 86 76 67
Net cash from operations 1,070 923 1,084 1,751 2,050 2,465
Investing

Capital expenditure (334) (1,053) (1,013) (500) (500) (350)
Others (313) 757 1,652 55 62 72
Net cash from investing (647) (296) 639 (445) (438) (278)
Financing

Dividend paid (394) (408) (385) (524) (618) (721)
Net borrowings (132) (120) 0 (141) (138) (139)
Proceeds from share issues 30 0 0 0 0 0
Others (105) 301 8 0 100 0
Net cash from financing (602) (227) (377) (665) (656) (860)
Net change in cash

Cash at the beginning of the year 1,103 941 1,349 2,690 3,331 4,287
Exchange difference 17 8 (6) 0 0 0
Cash at the end of the year 941 1,349 2,690 3,331 4,287 5,614
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue 30.2% 38.4% 52.4% 18.4% 18.1% 16.0%
Gross profit 17.5% 21.9% 51.8% 20.0% 16.3% 14.9%
Operating profit 1.0% 59.2% (35.4%) 89.4% 18.1% 16.0%
EBITDA 14.0% 14.4% 30.0% 23.3% 15.0% 14.7%
EBIT 17.3% 17.2% 32.3% 23.3% 15.7% 15.9%
Net profit 13.6% 20.5% 32.2% 19.7% 16.7% 16.7%
Adj. net profit 20.8% 4.0% 53.2% 19.7% 16.7% 16.7%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Gross profit margin 26.6% 23.4% 23.4% 23.7% 23.3% 23.1%
Operating margin 6.3% 7.2% 3.1% 4.9% 4.9% 4.9%
EBITDA margin 20.9% 17.2% 14.7% 15.3% 14.9% 14.7%
Adj. net profit margin 14.2% 10.7% 10.7% 10.8% 10.7% 10.8%
Return on equity (ROE) 14.0% 15.2% 17.8% 18.5% 18.8% 19.1%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Net debt to equity (x) (0.2) (0.2) (0.1) (0.2) (0.2) 0.3)
Current ratio (x) 15 1.6 1.6 1.7 1.7 1.9
Receivable turnover days 146.8 135.3 1255 119.0 118.0 118.0
Inventory turnover days 110.1 101.7 89.1 102.0 102.0 102.0
Payable turnover days 159.6 171.0 169.6 170.0 170.0 170.0
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E 11.3 17.7 12.8 10.9 9.4 8.0
P/B 15 2.6 2.1 1.9 1.7 1.4
Div yield (%) 35 1.7 25 2.8 3.3 3.9

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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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.

CMBIGM 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 CMBIGM

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

CMB International Global Markets Limited (“CMBIGM”) 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. CMBIGM
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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
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 CMBIGM 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.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM 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 CMBIGM 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 CMBIGM 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 CMBIGM.

Additional information on recommended securities is available upon request.
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CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports
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1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to
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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
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