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China Construction Machinery and HDT Sector

Lift forecast on excavator on strong demand; BUY SANY & Hengli

We believe Chinese government’s strong determination to boost infrastructure
spending will further extend the upcycle of the construction machinery sector.
Speedy issuance of special bond issuance in 1Q, significant improvement in
contractors’ cash flow and fast recovery of machinery utilization hours are all
favourable factors to boost upcoming machinery demand. We expect strong
demand in 2Q, evidenced by strong hydraulic component demand and ASP
hike on excavator and concrete machinery. We continue to prefer names with
high exposure to domestic infrastructure. We lifted earnings forecast and TP for
SANY Heavy (600031 CH, BUY, TP: RMB23.5, Top pick) and Jiangsu Hengli
(601100 CH, BUY, TP: RMB85), due to higher assumptions on excavator demand.
We also like laggard plays such as Sinotruk (3808 HK, BUY, TP: HK$20.5) and
Zoomlion (1157 HK, BUY, TP: HK$6.90; 000157 CH, TP: RMB6.85).

B Special bond issuance +54% YoY in 1Q20. According to MoF, a total of
RMB1.1trn was raised from special bond issuance in 1Q, with average
duration reaching 14.5 years, much higher than the average of nine years in
2019. From the viewpoint of infrastructure investment, the increase in
duration can better match the long payback period of infrastructure and
municipal projects. We expect the full year net issuance to exceed RMB3tn,
up from RMB2.05tn in 2019.

B Significant improvement in contractors’ cash flow bodes well for
upcoming investment on the back of strong backlog. CRCC (1186 HK,
NR) and CRG (390 HK, NR) reported operating cash inflow of RMB40bn
and RMB22bn, respectively, surging 6.3x and 86% YoY, in 2019. Such
significant improvement, together with their accelerated order intake growth
since 2Q19, will likely drive strong project execution this year.

B Lifted forecast on excavator demand in 2020E-21E. According to CCMA,
the sales volume of excavator by 25 major producers in Mar surged 4.3x MoM
(or 12% YoY) to 49,408 units. We raise our 2020E/21E excavator sales
growth forecast from 10%/0% to 12%/5%. We believe our full year growth
forecast for this year is achievable as the implied growth of 25% between Apr
and Dec will be well-supported by infrastructure spending. We estimate every
1% increase in China infrastructure FAI will boost excavator demand by
6.5k units, or ~2.5% incremental growth to our estimate in 2020E.

B SANY Heavy — ASP hike suggests strong pricing power. SANY raised
ASP of concrete pump trucks by 5-10% last week, due to strong
downstream demand and tight supply of imported chassis. Over the
weekend, SANY raised ASP of excavator as well (5%/10% for large to
medium-size / small-size excavator). This suggests strong pricing power to
protect the Company’s gross margin. We raise SANY Heavy's 2020E/21E
earnings forecast by 3%/6% after incorporating our new forecast on
excavator into our model.

B Jiangsu Hengli — Strong order intakes. We understand that Hengli’s order
intake for cylinders (for Apr and May) is expected to surge 50% YoY, while
that for pump & valves growth will likely exceed 50% YoY, suggesting robust
demand in 2Q20E. We raise our earnings forecast in 2020E/21E by 6%/8%,
after revising up our projection on both hydraulic cylinders, pump & valves.
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Excavator to benefit most from infrastructure spending growth

Robust demand for excavator in Mar. According to CCMA, the sales volume of
excavator by 25 major producers in Mar surged 4.3x MoM (or 12% YoY) to 49,408 units,
a record high. Sales volume in China grew 11% YoY to 46,610 units while export volume
increased by 18% YoY to 2,798 units. The good set of figures suggested robust demand
despite the impact of COVID-19 and reaffirmed our positive stance on the sector.

Small-size excavator outperformed. Large and medium-size excavator sales were
largely stable in Mar, while small-size excavator grew 18% YoY. We believe the better
sales of small-size excavator was due to the recovery of small-scale municipal projects,
rural area construction, replacement of labour and substitution of wheel loaders. With the
launch of more large-scale infrastructure projects and potential recovery of property
construction activities, we expect the demand for large and medium-size excavator to
pick up further, which will offer upside potential in 2Q.

Lift forecast on excavator demand in 2020E/21E. We raise our 2020E/21E excavator
sales growth forecast from 10%/0% to 12%/5%. We believe our full year forecast of 270k
units for this year is achievable as the implied growth of 25% between Apr and Dec will
be well-supported by infrastructure spending. We estimate every 1% increase in China
infrastructure FAI will boost excavator demand by 6.5k units, or ~2.5% incremental
growth to our estimate in 2020E.

Figure 1. China monthly excavator sales Figure 2: CMBI excavator sales projection
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Figure 3: Excavator utilisation hours (China) Figure 4: Excavator utilisation hours (Shandong)
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Figure 5: Excavator utilisation hours (Guangdong)

Figure 6: Excavator utilisation hours (Guangxi)
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Figure 7. Excavator utilisation hours (Henan)

Source: CCMA, CMBIS

Figure 8: Excavator utilisation hours (Hubei)
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Figure 9: China monthly wheel loader sales

Source: CCMA, CMBIS

Figure 10: CMBIS wheel loader projection
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Figure 11: China monthly truck crane sales

Figure 12: CMBIS truck crane sales projection
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Figure 13: China monthly HDT sales
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Figure 14: CMBIS HDT sales projection
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Figure 15: Local gov’t special bond issue amount

Source: Cvworld, Wind, CMBIS estimates

Figure 16: Local gov’t bond average duration (YTD)
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Figure 17: Breakdown of infrastructure FAI Figure 18: Construction related FAI versus
excavator fleet size
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Figure 19: CRCC (1186 HK) value of new contracts

Source: CCMA, Wind, NBS, CMBIS estimates

Figure 20: CRG (390 HK) value of new contracts
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Figure 21: CCCC (1800 HK) value of new contracts
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Figure 22: CRCC and CRG reported significant
improvement in operating cash flow in 2019

Operating cash flow 2018 2019 Change (YoY)
(RMB mn)

CRCC 5,448 40,006 634%
CRG 11,962 22,198 86%
CCcC 9,098 5,931 -35%
Total 26,508 68,135 157%

Source: Wind, NBS, CMBIS

Figure 23: Timetable for the implementation of NES

Source: Company data, CMBIS
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SANY Heavy (600031 CH, BUY, TP: RMB23.5, Upside 23%)

ASP hike suggests strong demand and solid bargaining power. SANY announced
last week that it raised ASP of concrete pump trucks by 5-10%, due to strong
downstream demand and tight supply of imported chassis. Over the weekend, the
Company raised ASP of excavator as well (5% /10% for large to medium-size / small-size
excavator, respectively). This suggests strong pricing power to protect the Company’s
gross margin.

Change in earnings forecast: We raise SANY Heavy’'s 2020E/21E earnings forecast by
3%/6% after incorporating our new forecast on excavator into our model. We continue to
expect SANY to deliver above industry growth.

New TP of RMB23.5. SANY traded at an average of >70x forward P/E over the past
decade. The key reason for the high earnings multiple was due to the low earnings base
during the trough cycle (2014-16), and thus market shifted to asset base valuation
(bottomed out at 1.5x PB three times over the past decade). SANY’s earnings and
valuation bottomed out in 2016 and has entered an upcycle. Since 2017, the forward P/E
averaged at 11x, which we believe is more relevant to set a base for our target valuation.
Our new TP is set at RMB23.5 (from RMB19.0), based on 14.3x 2020E target P/E (up
from 11x), 30% premium to the average P/E since 2017 to reflect the earnings upcycle.

Figure 24: Earnings summary
(YE 31 Dec) FY17A  FY18A FY19E FY20E FY21E

Revenue (RMB mn) 38,335 55,822 76,999 89,944 97,763
YoY growth (%) 65 46 38 17 9
Net income (RMB mn) 2,092 6,116 11,127 13,701 15,385
EPS (RMB) 0.27 0.79 1.35 1.63 1.83
YoY growth (%) 925.0 189.6 70.3 20.9 12.3
Consensus EPS (RMB) - 1.327 1.569 1.749
EV / EBITDA (x) 26.8 17.9 10.6 8.9 8.2
P/E (x) 69.8 24.1 14.2 11.7 10.4
P/B (x) 5.7 4.7 3.6 3.0 2.6
Yield (%) 0.9 15 2.8 4.3 4.8
ROE (%) 8.7 21.5 29.3 27.9 26.5
Net gearing (%) 30.4 Netcash Net cash Net cash Net cash

Source: Company data, CMBIS estimates
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Figure 25: Change in key assumptions

Old New Change
(RMB mn) 2020E 2021E 2020E 2021E 2020E 2021E
Revenue
Concrete machinery 30,750 33,825 30,750 33,825 0.0% 0.0%
Excavator 28,140 29,547 29,396 31,641 4.5% 7.1%
Crane machinery 16,419 18,061 16,419 18,061 0.0% 0.0%
Piling machinery 6,464 6,787 6,464 6,917 0.0% 1.9%
Earth moving machinery 2,941 3,088 2,941 3,147 0.0% 1.9%
Other machinery 2,259 2,372 2,259 2,372 0.0% 0.0%
Revenue (construction machinery) 86,972 93,680 88,229 95,962 1.4% 2.4%
Other business 1,715 1,801 1,715 1,801 0.0% 0.0%
Total revenue 88,688 95,481 89,944 97,763 1.4% 2.4%
Revenue growth ppt
Concrete machinery 20.0% 10.0% 20.0% 10.0% 0.0 0.0
Excavator 12.0% 5.0% 17.0% 7.6% 5.0 2.6
Crane machinery 18.0% 10.0% 18.0% 10.0% 0.0 0.0
Piling machinery 10.0% 5.0% 10.0% 7.0% 0.0 2.0
Earth moving machinery 10.0% 5.0% 10.0% 7.0% 0.0 2.0
Other machinery 5.0% 5.0% 5.0% 5.0% 0.0 0.0
Revenue (construction machinery) 15.4% 7.7% 17.1% 8.8% 1.7 1.1
Other business 5.0% 5.0% 5.0% 5.0% 0.0 0.0
Total revenue 15.2% 7.7%| 16.8% 8.7% 1.6 1.0
Gross margin ppt
Concrete machinery 32.0% 32.0% 32.0% 32.0% 0.0 0.0
Excavator 36.0% 35.5% 36.3% 36.4% 0.3 0.9
Crane machinery 27.5% 27.5% 27.5% 27.5% 0.0 0.0
Piling machinery 44.0% 43.0% 44.0% 44.0% 0.0 1.0
Earth moving machinery 36.5% 36.5% 36.5% 36.5% 0.0 0.0
Other machinery 31.0% 31.0% 31.0% 31.0% 0.0 0.0
Gross margin (construction machinery) 33.5% 33.2%) 33.6% 33.6%) 0.1 0.4
Other business 11.0% 11.0% 11.0% 11.0% 0.0 0.0
Blended gross margin 33.0% 32.7% 33.2% 33.2%) 0.1 0.4
Net profit 13,352 14,473 13,701 15,385 2.6% 6.3%

Source: Company data, CMBIS estimates
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SANY Heavy 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 89,944 97,763 Pretax profit 2,869 7,550 13,737 16,916 18,995
Cost of sales (26,806 (38,728 (51,684 (60,111 (65,330 Finance cost 1,271 388 425 329 320
Gross profit 11,529 17,094 25,314 29,833 32,433 Interest income (72) (344) (8687) (997) (1,368)
Surcharge (279) (326) (462) (540) (587) Profit or loss of associates (102) (128) (172) (176) (178)
S&D expenses (3,832) (4,447) (5,390) (6,206) (6,648) Fair value change (383) (276) 0 0 0
Administrative expenses (2,533) (3,800) (5,005) (5,666) (5,964) 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) (1,349) (1,466) Income tax paid (642) (1,247) (2,267) (2,791) (3,134)
EBIT 4,098 7,063 13,303 16,071 17,769 Change in working capital 2,126 1,788 (1,924) (2,797) (251)
Net finance income/(cost)  (1,319) (136) 263 669 1,048 Others 682 870 0 0 0
Finance income 72 344 687 997 1,368 Cash flow from operation 8,565 10,527 11,047 12,433 16,346
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 16,916 18,995 Dividend received 19 13 17 18 18
Income tax (642) (1,247) (2,267) (2,791) (3,134) Interest received 72 344 687 997 1,368
After tax profit 2,227 6,303 11,471 14,125 15,861 Others (1,115) (9,781)  (70)  (70) 0
Ml (135) (187) (344) (424) (476) Cash flow from investing 1,218 (10,765 (865) (155) 286
Net profit 2,092 6,116 11,127 13,701 15,385 Equity financing/(repurchase) 0 0 0 0 0
Recurring net profit 2,092 6,116 11,127 13,701 15,385 Net bank borrowings (12,158 1,584 (1,000) (300) (200)
Dividend paid (229) (1,233) (2,178) (4,451) (6,851)
D&A 1,913 1,932 1935 1,950 1,962 Interest paid (1,391) (479) (425) (329) (320)
EBITDA 6,012 8,995 15,238 18,021 19,731 Others 695 955 0 0 0
Cash flow from financing (13,085 827 (3,602) (5,079) (7,370)
Change in cash (3,302) 589 6,579 7,199 9,261
Cash at beginning of the year 7,442 4,104 11,985 18,564 25,763
Exchange and others (36) 7,293 0 0 0
Cash at the end of the year 4,104 11,985 18,564 25,763 35,024
Balance sheet Key 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 21,189 20,544 Sales mix (%)
PP&E 12,805 11,867 11,717 11,157 10,587 Concrete machinery 33% 30% 33% 34% 35%
JV/associates 1,404 2,328 2,583 2,842 3,102 Excavator 36% 34% 33% 33% 32%
Goodwill 51 51 51 51 51 Crane machinery 14% 17% 18% 18% 18%
LT trade receivables 273 366 478 508 564 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 76,579 88,043 Profit & loss ratio (%)
Inventories 7,642 11,595 13,894 15,750 16,467 Gross margin 30.1 306 329 332 332
Trade and bills receivables 19,239 20,802 23,499 26,771 27,333 EBIT margin 10.7 127 173 179 182
Other receivables 1,789 1,704 2,937 2,484 3,409 Net profit margin 5.8 11.3 14.9 15.7 16.2
Others 2,696 3,272 3,272 3,272 3,272 Growth (%)
Cash 4,104 11,985 18,564 25,763 35,024 Revenue 64.7 45.6 37.9 16.8 8.7
Gross profit 89.0 48.3 481 17.8 8.7
Current liabilities 22,983 33,935 38,153 40,061 42,170 EBIT n/a na 883 208 10.6
Trade and bills payables 10,938 17,191 21,608 23,517 25,525 Net profit 9285 192.3 819 23.1 12.3
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 55,503 64,513 ROA 35 9.3 13.9 14.9 14.9
Shareholders' equity 25,498 31,485 44,467 53,718 62,253 ROE 87 215 293 279 265
Ml 876 1,017 1,361 1,785 2,261 Per share data
EPS (RMB) 027 079 135 163 183
BVPS (RMB) 333 404 528 6.38 740
DPS (RMB) 018 028 054 081 0091
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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Jiangsu Hengli (601100 CH, BUY, TP: RMB85, Upside: 28%)

Robust order intake in Apr and May. We understand that Hengli’s order intake for
cylinders (for Apr and May) is expected to surge 50% YoY, while that for pump & valves
growth will likely exceed 50% YaY, suggesting robust demand in 2Q20E. We raise our
earnings forecast in 2020E/21E by 6%/8%, after revising up our projection on hydraulic
cylinders, pump & valves.

New TP of RMB85.0. We lift our TP to RMB85 from RMB54, as we revise up our target
P/E from 30x to 45x (2020E), equivalent to the history average. Our higher multiple is
justified by the strong infrastructure spending upcycle, on-track market share gain and
continuous launch of new products to achieve import substitution.

Figure 26: Earnings summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (RMB mn) 2,795 4,211 5,547 7,029 8,415
YoY growth (%) 104.0 50.6 31.7 26.7 19.7
Net income (RMB mn) 382 837 1,270 1,670 2,027
EPS (RMB) 0.43 0.95 1.44 1.89 2.30
YoY growth (%) 442.9 119.1 51.8 315 21.4
Consensus EPS (RMB) - - 1.327 1.569 1.749
EV / EBITDA (x) 89.0 53.0 35.7 27.9 23.6
P/E (x) 153.5 70.1 46.1 35.1 28.9
P/B (x) 15.2 12.9 10.6 8.6 7.1
Yield (%) 0.2 0.5 0.7 0.9 1.1
ROE (%) 10.4 19.9 25.2 27.0 26.8
Net gearing (%) 5.0 Netcash Net cash Net cash Net cash

Source: Company data, CMBIS estimates

Figure 27: Change in key assumptions

Old New Change
(RMB mn) 2020E 2021E 2020E 2021E 2020E 2021E
Revenue
Hydraulic cyclinder for excavator 2,478 2,602 2,703 2,973 9.1% 14.3%
Specialised hydraulic cyclinder for heavy equpment 1,673 1,924 1,743 2,004 4.2% 4.2%
Hydraulic pump and valve 1,508 2,111 1,558 2,259 3.3% 7.0%
Completed set of equipment 339 424 339 424 0.0% 0.0%
Component 627 677 639 702 1.9% 3.7%
Revenue (hydraulic business) 6,625 7,738 6,981 8,363 5.4% 8.1%
Other business 47 52 47 52 0.0% 0.0%
Total revenue 6,672 7,790 7,029 8,415 5.3% 8.0%
Revenue growth
Hydraulic cyclinder for excavator 10.0% 5.0% 20.0% 10.0% 10.0 5.0
Specialised hydraulic cyclinder for heavy equpment 20.0% 15.0% 25.0% 15.0% 5.0 0.0
Hydraulic pump and valve 50.0% 40.0% 55.0% 45.0% 5.0 5.0
Completed set of equipment 25.0% 25.0% 25.0% 25.0% 0.0 0.0
Component 8.0% 8.0% 10.0% 10.0% 2.0 2.0
Revenue (hydraulic business) 20.4% 16.8% 26.9% 19.8% 6.5 3.0
Other business 10.0% 10.0% 10.0% 10.0% 0.0 0.0
Total revenue 20.3% 16.8% 26.7% 19.7% 6.4 3.0
Gross margin
Hydraulic cyclinder for excavator 40.0% 40.0% 40.0% 40.0% 0.0 0.0
Specialised hydraulic cyclinder for heavy equpment 40.0% 40.0% 40.0% 40.0% 0.0 0.0
Hydraulic pump and valve 35.0% 37.0% 36.0% 37.0% 1.0 0.0
Completed set of equipment 21.0% 21.0% 21.0% 21.0% 0.0 0.0
Component 35.0% 35.0% 35.0% 35.0% 0.0 0.0
Gross margin (hydraulic business) 37.4% 37.7% 37.7% 37.8% 0.3 0.1
Other business 50.0% 50.0% 50.0% 50.0% 0.0 0.0
Average gross margin 37.5% 37.8% 37.8% 37.9% 0.3 0.1
Net profit 1,572 1,877 1,670 2,027 6.2% 8.0%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 9
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Jiangsu Hengli 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 2,795 4,211 5547 7,029 8,415 Pretax profit 447 963 1,475 1,940 2,355
Cost of sales -1,878 -2,671 -3,471 -4,371 -5,227 Finance cost 78 -32 58 51 44
Gross profit 917 1,540 2,076 2,658 3,188 Profit or loss of associates 0 0 0 0 0
Surcharge -36 -43 -55 -70 -84 Loss/(gain) on disposal -0 3 0 0 0
S&D expenses -96 -115 -139 -169 -202 Depreciation & amortization 201 232 254 284 309
Administrative expenses -287 -385 -488 -597 -715 Income tax paid -66  -126  -207 -272  -330
Asset impairment -38 -119 0 0 0 Change in working capital -499 345 578 471 514
EBIT 460 879 1,394 1,821 2,186 Others 31 122 0 0 0
Net finance income/(cost) -85 30 15 34 68 Cash flow from operation 154 799 1,003 1,533 1,864
Finance income 23 168 73 85 111 Net capex on PP&E -211 -362 -400 -500 -400
Finance expenses -108 -138 -58 -51 -44 Investment in JV/associates 0 0 0 0 0
Other gains/(losses) 71 54 67 84 101 Investment in subsidiaries 0 -117 0 0 0
Profit of JV and associates 0 0 0 0 0 Investment in intangibles 0 -19 -10 -10 -10
Pretax profit 447 963 1,475 1,940 2,355 Dividend received 0 0 0 0 0
Income tax -66 -126 -207 -272 -330 Others 126 217 0 0 0
After tax profit 381 837 1,269 1,668 2,025 Cash flow from investing -86 -281 -410 -510 -410
Ml 1 -0 1 2 2 Proceeds from equity 0 0 0 0 0
Net profit 382 837 1,270 1,670 2,027 Net bank borrowings 351 -8 -150 -150 -150
Dividend paid -42  -139 -265 -406 -534
D&A 201 232 254 284 309 Interest paid -45 -3 -58 -51 -44
EBITDA 661 1,110 1,648 2,106 2,495 Others -113 -1 0 0 0
Cash flow from financing 151 -152  -473 -607 -728
Change in cash 220 366 120 416 726
Cash at beginning of the year 870 1,146 1,571 1,691 2,107
Exchange and others 57 59 0 0 0
Cash at the end of the year 1,146 1571 1,691 2,107 2,833
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 2,862 2,828 2984 3,210 3,311 Sales mix (%)
PP&E 2,063 2,233 2,390 2,617 2,720 Cylinder for excavator 41% 43% 41% 38% 35%
JV/associates 0 0 0 0 0 Cylinder for heavy equipment 37% 27% 25% 25% @ 24%
Goodwill a7 0 0 0 0 Hydraulic pump and valve 9% 11% 18% 22% 27%
Intangible assets 272 279 278 277 275 Completed set of equipment 6% 5% 5% 5% 5%
AFS investments 332 10 10 10 10 Component 6% 13% 10% 9% 8%
Others 133 257 257 257 257 Other business 1% 1% 1% 1% 1%
Deferred tax assets 15 49 49 49 49 Total revenue 100% 100% 100% 100% 100%
Current assets 3,295 4,443 5319 6,432 7,829 Profit & loss ratio (%)
Inventories 821 1,060 1,423 1,691 2,032 Gross margin 328 366 374 378 379
Trade and bill receivables 990 1,328 1,711 2,140 2,471 EBIT margin 16,5 209 251 259 26.0
Prepayment 141 135 135 135 135 Net profit margin 136 199 229 237 241
Others 197 358 358 358 358 Growth (%)
Pledged deposits 0 0 0 0 0 Revenue 104.0 50.6 317 26.7 19.7
Cash 1,146 1571 1,691 2,107 2,833 Gross profit 2040 679 348 280 20.0
Current liabilities 1,692 1,981 2,059 2,186 2,243 EBIT (3,759. 909 587 307 20.1
Trade and bill payables 509 691 868 1,096 1,253 Net profit 4429 1191 51.8 315 214
Bank borrowings 939 905 805 705 605 Balance sheet ratio
Tax payable 33 24 24 24 24 Current ratio (x) 1.9 2.2 2.6 2.9 3.5
Advance from customers 97 154 154 154 154 Receivable turnover days 102 100 100 100 100
Others 114 208 208 208 208 Inventory turnover days 137 128 130 130 130
Non-current liabilities 591 715 665 615 565 Payable turnover days 82 82 82 82 82
Bank borrowings 401 353 303 253 203 Net debt / total equity (%) 5.0 Netcash Netcash Netcash Netcash
Deferred tax liabilities 9 a7 a7 a7 47 Profitability (%)
Deferred income 182 165 165 165 165 ROA 6.7 12.5 16.3 18.6 19.5
Others 0 150 150 150 150 ROE 104 199 252 27.0 268
Equity 3,873 4,575 5579 6,841 8,332 Per share data
Shareholders' equity 3,845 4,547 5552 6,816 8,309 EPS (RMB) 043 095 144 189 230
MI 28 28 27 25 23 BVPS (RMB) 436 516 6.30 7.73 942
DPS (RMB) 016 030 046 061 0.74
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10
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Figure 29: SANY Heavy P/B band

Figure 28: SANY Heavy P/E band
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Figure 31: Jiangsu Hengli P/B band

Figure 30: Jiangsu Hengli P/E band
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Figure 33: Zoomlion - H P/B band

Figure 32: Zoomlion - H P/E band
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Figure 34: Zoomlion- A P/E band

RMB

RMB

F 0z-rew
f 61-090
t 61-6ny
L 6T-Rey
F6T-094
f 8T-nON
F81-Ine

F8T-1dy
- T-uep
t 2100
FLT-ung
AR
f 91-09a
Fot-bny
F 9T-ken
Fo1-094
f ST-nON
F5T-Bny
F ST-1dy
FST-uer
t ¥1-100
FvTIne

FvT-rew
- €1-98@
Fet-des
F eT-ken
FeT-god
- 2T-noN
t21-bny
F2T-1dy
- zT-uer
f 1100
FTTIne

FTT-rew

18.0x

12.0x
9.0x

0T-23a

6.0x

Source: Bloomberg, Company data, CMBIS estimates

Source: Bloomberg, Company data, CMBIS estimates

12

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



BEER

CMB INTERNATIONAL

13 Apr 2020

o %W W BL
A Wholly Owned Subsidiary OF China Merchants B

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 (I)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.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 13



