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SANY Heavy (600031 CH)

2023 net profit +81% but largely due to low
base & FX gain; Staying cautious on export

HOLD (Maintain)

Target Price RMB14.20
SANY’s net profit in 2Q23 surg_ed 81% YoY to Rl_\/IBl.9bn but largely h_elped by (Previous TP RMB14.70)
alow base eerc_t as well as an increase in FX gain of RMB487mn. While e>(<)po_rt Up/Downside (8.2%)
growth of 36% is impressive and took the overseas revenue ratio to_58/o in Current Price RMB15.47
1H23, we are concerned about a peak of export, given the weak industry _ _
excavator export volume in Jun/Jul (-1%/-14% YoY, according to CCMA). We China Capital Goods
revise down our 2023E/24E earnings forecast by 9%/3% after resetting our Wayne FUNG, CFA
volume and expense assumptions. Our estimates are 22%/30% below (852) 3900 0826
consensus. Our TP is revised down to RMB14.2, based on 22x 2023E waynefung@cmbi.com.hk
(equivalent to 0.5SD above the average of 18x since 2017). Maintain HOLD. Katherine NG
. . . atherine
B Key hlghllghts in 2Q23 results. Revenue grew 10% YoY to RMBZthn. (852) 3761 8725
Gross margin expanded 5.8ppt YoY and 1.1ppt QoQ to 28.9%. katherineng@cmbi.com.hk
Administrative expense ratio dropped 0.3ppt YoY to 2.6%, while R&D
expense ratio also dropped 0.9ppt YoY to 6.7%. Net finance income Stock Data
increased 50% YoY to RMB896mn, helped by FX gain as a result of Mkt Cap (RMB mn) 131,391.2
. . % YoY to Avg3mths t/o (RMB mn) 866.8
depreciation of RMB. All these boosted the net profit by 81% 52w High/Low (RMB) 19.56/13.50
RMB1.9bn. Operating cash inflow grew 99% YoY to RMB1.97bn. In 1H23, Total Issued Shares (mn) 8493.3
revenue / net profit was -0.4%/+49% YoY to RMB40bn/ RMB3.4bn. Source: FactSet
B Overseas accounted for 58% of total revenue in 1H23. Overseas Shareholding Structure
revenue in 1H23 grew 36% YoY to RMB22bn. Excavators accounted for SANY Group 29.2%
44% of total overseas revenue (+32% YoY). Crane / piling machinery Liang Wengen 2.8%
accounted for 17%/19% of overseas revenue. In terms of region, Europe Source: SSE
reported impressive growth of 72% YoY (RMBS8.1bn, 36% of overseas Share Performance
revenue). Asia Pacific (ex-China) grew 22% to RMB8.9bn, 40% of overseas Absolute Relative
revenue 1-mth -11.9% 7.2%
' 3-mth 2.8% 4.1%
M Upside risk: (1) stabilization of property investment; Downside risks: (1) 6-mth -17.4% -11.3%
further weakness in construction activities; (2) slowdown of overseas Source: FactSet
demand. 12-mth Price Performance
(RM 600031 CH
20.0 SHSZ300 (Rebased)
19.0
Earnings Summary o9
(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E 160
Revenue (RMB mn) 106,874 80,822 77,364 80,579 82,785 140
YoY growth (%) 6.8 (24.4) (4.3) 42 2.7 30622 Novzz  Fevzs  Mayzs  Aug2d
Net profit (RMB mn) 12,326.3 4,404.6 5,482.3 6,419.6 6,703.0 Source: FactSet
EPS (Reported) (RMB) 1.42 0.50 0.63 0.74 0.77 Related Rebort
elate eports
YoY growth (%) (22.3) (64.5) 25.2 17.1 4.4 1 China gonstruction Machinery —
Consensus EPS (RMB) na 0.00 0.81 1.05 1.29 Export of excavator running out of
P/E (x) 21.3 34.6 24.6 21.0 20.1 steam; negative to SANY Heavy-A
P/B (x) 4.0 2.3 1.9 1.8 1.7 — 24 Jul 2023 (link)
Yield (%) 15 0.9 13 15 1.6 2. China Construction Machinery —
ROE (%) 20.5 6.8 8.2 9.0 8.8 Near-term recovery more seasonal
Net gearing (%) (18.4) (5.3) (7.3) (10.0) (16.2) than structural; Pair trade
Source: Company data, Bloomberg, CMBIGM estimates opportunities — 27 Feb 2023 (link)
3. SANY Heavy Industry (600031
CH) - Another weak quarter;
Still challenging — 31 Oct 2022
(link)
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Figure 1: SANY Heavy’s 2023 financials

(RMB mn) 1Q22 1Q23 Chg YoY 2Q22 2Q23 Chg YoY
Total revenue 20,278 17,997 -11.3% 19,794 21,918 10.7%
Cost of sales -15,716  -12,985 -17.4% -15,210  -15,574 2.4%
Gross profit 4,562 5,011 9.8% 4,584 6,344 38.4%
Other income -88 -90 1.7% -96 -132 37.3%
S&D expenses -1,356 -1,301 -4.1% -1,504 -1,685 12.1%
Administrative expenses -660 -721 9.4% -589 -580 -1.6%
R&D expense -1,424 -1,407 -1.2% -1,512 -1,468 -3.0%
Fair value change -159 -92 -41.7% -218 -905 314.8%
Asset impairment -11 -99 819.3% -106 -541 410.7%
EBIT 865 1,300 50.2% 558 1,033 85.0%
Net finance income/(expense) 75 93 23.9% 597 896 49.9%
Other gains/(losses) 839 322 -61.6% 194 333 71.5%
Share of profit of JV & associates 14 9 -38.9% 15 4 -76.0%
Pretax profit 1,794 1,724 -3.9% 1,365 2,265 66.0%
Income tax -153 -163 6.5% -275 -329 19.7%
After tax profit 1,641 1,562 -4.9% 1,090 1,936 77.6%
Ml -52 -50 -3.2% -45 -47 3.6%
Net profit 1,590 1,512 -4.9% 1,044 1,889 80.8%
Key ratios: ppt ppt
Gross margin 22.5% 27.8% 5.3 23.2% 28.9% 5.8
S&D expense ratio 6.7% 7.2% 0.5 7.6% 7.7% 0.1
Administrative expense ratio 3.3% 4.0% 0.8 3.0% 2.6% -0.3
R&D expense ratio 7.0% 7.8% 0.8 7.6% 6.7% -0.9
Net profit margin 8.1% 8.7% 0.6 5.5% 8.8% 3.3
Effective tax rate 8.5% 9.4% 0.9 20.1% 14.5% -5.6

Source: Company data, CMBIGM estimates

Figure 2: SANY Heavy’s overseas revenue breakdown
Overseas revenue breakdown by region

(RMB mn) 1H22 1H23 Chg YoY % of total
Asia Pacific (ex-China) 7,320 8,938 22% 40%
Europe 4,770 8,182 2% 36%
America 3,230 3,958 23% 18%
Africa 1,220 1,388 14% 6%
Total 16,540 22,466 36% 100%

Overseas revenue breakdown by product

(RMB mn) 1H22 1H23 Chg YoY % of total
Excavator 7,556 9,957 32% 44%
Concrete machinery 3,963 4,508 14% 20%
Crane 2,386 3,763 58% 17%
Piling machinery 2,629 4,238 61% 19%
Total 16,540 22,466 36% 100%

Source: Company data, CMBIGM estimates
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Figure 3: SANY Heavy’s 1H23 revenue and gross margin breakdown

(RMB mn) 1H22 1H23 Change (YoY)
Revenue

Concrete machinery 8,355 8,395 0.5%
Excavator 16,738 15,150 -9.5%
Crane machinery 7,146 7,364 3.0%
Piling machinery 1,665 1,254 -24.7%
Earth moving machinery 1,351 1,363 0.9%
Other machinery 3,522 5,107 45.0%
Revenue (construction machinery) 38,777 38,633 -0.4%
Interest income from financing 399 418 4.7%
Other business 896 864 -3.6%
Total revenue 40,072 39,915 -0.4%
Gross margin Change (ppt)
Concrete machinery 20.9% 22.1% 1.2
Excavator 25.1% 34.3% 9.2
Crane machinery 15.7% 25.0% 9.3
Piling machinery 36.8% 32.7% 4.1)
Earth moving machinery 27.6% 28.9% 1.3
Other machinery 18.8% 23.9% 5.1
Gross margin (construction machinery) 22.5% 28.2% 5.8
Interest income from financing 55.4% 50.7% (4.8)
Other business 23.3% 26.7% 3.4
Blended gross margin 22.8% 28.4% 5.6

Source: Company data, CMBIGM

Figure 4: SANY Heavy’s 1H23 financials

YE Dec 31(RMB mn) 1H22 1H23 Change (YoY)
Total revenue 40,072 39,915 -0.4%
Cost of sales -30,925 -28,559 -1.7%
Gross profit 9,147 11,356 24.1%
Surcharge -185 -222 20.3%
S&D expenses -2,860 -2,986 4.4%
Administrative expenses -1,249 -1,301 4.2%
R&D expense -2,936 -2,875 -2.1%
Fair value change -377 -998 n/a
Asset impairment -117 -641 448.6%
EBIT 1,424 2,333 63.9%
Net finance income/(cost) 673 989 47.0%
Finance income 911 1,539 69.0%
Finance expenses -238 -550 131.0%
Other gains/(losses) 1,033 654 -36.6%
Share of profit of JV and associates 30 12 -57.8%
Pretax profit 3,159 3,989 26.3%
Income tax -428 -492 15.0%
After tax profit 2,731 3,497 28.0%
Ml -97 -97 -0.1%
Net profit 2,634 3,400 29.1%
Recurring net profit 2,634 3,400 29.1%
D&A 1,159 1,512 30.5%
EBITDA 2,582 3,845 48.9%
Key ratios
Gross margin 22.8% 28.4% 5.6
S&D expense ratio 7.1% 7.5% 0.3
Administrative expense ratio 3.1% 3.3% 0.1
R&D expense ratio 7.3% 7.2% -0.1
Net profit margin 6.8% 8.8% 1.9
Effective tax rate 13.5% 12.3% -1.2

Source: Company data, CMBIGM
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Figure 5: Change in key assumptions for SANY Heavy

Old New Change

(RMB mn) 2023E 2024E 2025E 2023E 2024E 2025E 2023E 2024E 2025E
Revenue
Concrete machinery 15,930 16,726 - 15,241 15,652 15,893 -4.3% -6.4% -
Excavator 41,201 43,261 - 31,473 33,104 33,766 -23.6% -23.5% -
Crane machinery 10,413 11,455 - 12,760 13,291 13,832 22.5% 16.0% -
Piling machinery 3,716 3,902 - 2,346 2,463 2,586 -36.9% -36.9% -
Earth moving machinery 1,742 1,794 - 3,148 3,190 3,285 80.7% 77.8% -
Other machinery 5,392 5,661 - 9,716 10,104 10,509 80.2% 78.5% -
Revenue (construction machinery) 78,394 82,799 - 74,684 77,803 79,871 -4.7% -6.0% -
Interest income from financing 744 781 - 744 781 820 0.0% 0.0% -
Other business 2,656 2,709 - 1,937 1,995 2,095 -27.1% -26.4% -
Total revenue 81,793 86,289 - 77,364 80,579 82,785 -5.4% -6.6% -
Gross margin
Concrete machinery 22.5% 22.5% - 22.4% 22.4% 22.3% 0.1) 0.1) -
Excavator 24.5% 25.0% - 33.1% 33.1% 33.0% 8.6 8.1 -
Crane machinery 17.0% 18.0% - 21.5% 21.5% 21.5% 4.5 3.5 -
Piling machinery 36.0% 36.0% - 34.0% 33.7% 33.5% (2.0 (2.3) -
Earth moving machinery 26.5% 26.5% - 23.0% 23.0% 23.0% (3.5 (3.5 -
Other machinery 22.0% 22.0% - 22.0% 22.0% 22.0% 0.0 0.0 -
Gross margin (construction machinery) 23.5% 23.9% - 27.1% 27.1% 27.0% 3.6 3.3 -
Interest income from financing 57.0% 57.0% - 52.0% 52.0% 52.0% (5.0) (5.0) -
Other business 15.7% 15.7% - 26.0% 26.0% 26.0% 10.3 10.3 -
Blended gross margin 23.6% 23.9% - 27.3% 27.3% 27.3% 3.7 34 -
S&D expense ratio 7.5% 7.5% - 8.0% 8.0% 8.0% 0.5 0.5 -
Administrative expense ratio 3.2% 3.2% - 3.3% 3.2% 3.2% 0.1 0.0 -
R&D expense ratio 6.0% 6.0% - 8.0% 7.7% 7.6% 2.0 1.7 -
Net profit 5,859 6,426 - 5,351 6,265 6,542 -8.7% -2.5% -
Source: Company data, CMBIGM estimates

Figure 6: SANY’s P/E band Figure 7: SANY’s P/B band
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Financial Summary

INCOME STATEMENT 2020A 2021A 2022A 2023E

YE 31 Dec (RMB mn)

Revenue 100,054 106,874 80,822 77,364 80,579 82,785
Cost of goods sold (70,034) (78,978) (61,164) (56,240) (58,547) (60,220)
Gross profit 30,021 27,896 19,658 21,124 22,032 22,565
Operating expenses (13,177) (17,057) (17,147) (16,814) (15,985) (16,341)
Selling expense (5,332) (6,699) (6,302) (6,150) (6,446) (6,623)
Admin expense (2,201) (2,771) (2,639) (2,514) (2,579) (2,649)
R&D expense (4,992) (6,509) (6,923) (6,189) (6,205) (6,292)
Others (652) (1,079) (1,283) (1,960) (756) (778)
Operating profit 16,844 10,839 2,512 4,310 6,047 6,223
Share of (losses)/profits of associates/JV 29 17) 27 46 95 99
EBITDA 18,738 12,861 4,906 7,203 9,394 9,821
Depreciation 1,894 2,022 2,394 2,893 3,347 3,697
Interest income 515 664 696 1,559 928 1,076
Interest expense (797) (539) (403) (985) (991) (994)
Net Interest income/(expense) (282) 125 294 574 (63) 82
Others 1,941 2,910 2,000 1,300 1,300 1,300
Pre-tax profit 18,531 13,857 4,832 6,230 7,379 7,705
Income tax (2,671) (1,530) (428) (748) (959) (1,002)
Minority interest (429) (292) (132) (132) (154) (161)
Net profit 15,861 12,326 4,405 5,482 6,420 6,703
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 91,428 93,719 105,762 107,578 112,795 117,658
Cash & equivalents 12,596 14,812 21,343 23,210 25,617 31,033
Account receivables 21,512 19,655 25,022 25,848 27,135 27,299
Inventories 19,198 18,463 19,738 18,474 20,343 19,254
Other current assets 38,122 40,789 39,659 40,045 39,699 40,073
Non-current assets 34,827 44,838 52,993 50,173 57,339 51,257
PP&E 10,841 13,340 19,681 21,669 23,207 22,495
Deferred income tax 1,441 1,599 2,499 2,499 2,499 2,499
Investment in JVs & assos 3,420 2,333 2,239 2,335 2,430 2,529
Intangibles 3,228 3,960 4,519 4,318 3,933 3,647
Goodwill 50 46 48 48 48 48
Financial assets at FVTPL 0 0 0 0 0 0
Other non-current assets 15,847 23,559 24,007 19,304 25,222 20,138
Total assets 126,255 138,557 158,755 157,751 170,134 168,915
Current liabilities 62,049 61,432 67,630 62,003 69,679 63,762
Short-term borrowings 8,466 8,244 11,064 10,864 10,964 11,064
Account payables 32,207 28,560 28,908 23,480 31,056 25,039
Tax payable 2,030 1,081 1,191 1,191 1,191 1,191
Other current liabilities 19,346 23,547 26,467 26,467 26,467 26,467
Non-current liabilities 6,018 12,029 25,116 25,616 25,616 25,616
Long-term borrowings 4,532 9,603 21,625 22,125 22,125 22,125
Other non-current liabilities 1,486 2,426 3,491 3,491 3,491 3,491
Total liabilities 68,067 73,461 92,746 87,619 95,295 89,378
Total shareholders equity 56,562 63,691 64,966 68,957 73,511 78,048
Minority interest 1,625 1,404 1,043 1,175 1,329 1,490
Total equity and liabilities 126,255 138,557 158,755 157,751 170,134 168,915

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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2021A 2022A 2023E 2024E 2025E

YE 31 Dec (RMB mn)

Operating

Profit before taxation 18,531 13,857 4,832 6,230 7,379 7,705
Depreciation & amortization 1,894 2,022 2,394 2,893 3,347 3,597
Tax paid (2,671) (1,530) (428) (748) (959) (1,002)
Change in working capital (3,531) (1,222) (2,264) (673) (1,152) (381)
Others (861) (1,222) (436) (620) (32) (181)
Net cash from operations 13,363 11,904 4,099 7,082 8,583 9,738
Investing

Capital expenditure (4,133) (9,977) (5,538) (4,500) (4,500) (2,500)
Acquisition of subsidiaries/ investments (43) 812 (20) (50) 0 0
Others (7,073) (124) 3,720 1,379 928 1,076
Net cash from investing (11,250) (9,288) (1,838) (3,171) (3,572) (1,424)
Financing

Dividend paid (3,516) (5,057) (3,822) (1,359) (1,712) (2,005)
Net borrowings 3,020 4,180 7,779 300 100 100
Proceeds from share issues 0 0 0 0 0 0
Others (1,956) (438) 870 (985) (991) (994)
Net cash from financing (2,452) (1,315) 4,826 (2,044) (2,603) (2,899)

Net change in cash

Cash at the beginning of the year 12,157 12,596 14,812 21,343 23,210 25,617
Exchange difference 778 915 (556) 0 0 0
Cash at the end of the year 12,596 14,812 21,343 23,210 25,617 31,033
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue 31.2% 6.8% (24.4%) (4.3%) 4.2% 2.7%
Gross profit 19.9% (7.1%) (29.5%) 7.5% 4.3% 2.4%
Operating profit 36.1% (35.7%) (76.8%) 71.6% 40.3% 2.9%
EBITDA 30.1% (31.4%) (61.9%) 46.8% 30.4% 4.5%
Net profit 36.5% (22.3%) (64.3%) 24.5% 17.1% 4.4%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Gross profit margin 30.0% 26.1% 24.3% 27.3% 27.3% 27.3%
Operating margin 16.8% 10.1% 3.1% 5.6% 7.5% 7.5%
EBITDA margin 18.7% 12.0% 6.1% 9.3% 11.7% 11.9%
Return on equity (ROE) 30.6% 20.5% 6.8% 8.2% 9.0% 8.8%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Net debt to equity (x) (0.2) (0.2) (0.1) (0.1) (0.1) 0.2)
Current ratio (x) 15 15 1.6 1.7 1.6 1.8
Receivable turnover days 91.4 93.4 145.7 165.0 165.0 165.0
Inventory turnover days 87.2 87.0 114.0 124.0 121.0 120.0
Payable turnover days 136.8 140.4 1715 170.0 170.0 170.0
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E 12.0 21.3 34.6 24.6 21.0 20.1
P/B 3.3 4.0 2.3 1.9 1.8 1.7
Div yield (%) 2.7 15 0.9 1.3 15 1.6

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