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Key Data 

Share price (HK$) 1.89  

Target price (HK$) 1.48 
Upside potential (%) -21.7 

52Wk H/L(HK$) 3.50 / 1.01 

Issued shares (mn) 4,280 
Share market cap (HK$mn) 8,089 

30-day avg vol (HK$mn) 78.8 

Major shareholder (%):  
Li San Yim and spouse  55.69 

Source: Company, Bloomberg, ABCI Securities  

 

 

Sales breakdown in 1HFY12 (%) 

Wheel loader 67.9 

Excavator 11.2 
Fork lift 8.9 

Others 11.9 

Source: Company 

 
 

Share performance (%) 

 Absolute Relative* 
1-mth 40.6 34.6 

3-mth 27.6 16.7 
6-mth (27.6) (32.4) 

*Relative to Hang Seng Index 
Source: Bloomberg 

 

 
1 year price performance 

 
 

Source: Bloomberg 
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Lonking (3339 HK) – Sell  
Construction & Farm Machinery Industry 

 

Falling sales and losing market share  
 

The counter has rebounded sharply last two months on the 

expectations of business recovery.  After we discussed with the Group 

in respect of its financial status and the business cycle of wheel loader 

market, we maintain our cautious attitude on its business outlook. Our 

analysis indicates its recovery pace is slow and will come later than 

market expected. Business turnaround may happen after 1QFY13. We 

revise up its TP from HK$1.01 to HK$1.48 due to the anticipated 

business recovery in mid-13. However, downside risk remains high.  
 

Expect margin further contract. Total sales volume of wheel loader in 

China declined by 28.5% YoY in 1-9M12, according to CCMA. After we 

had discussed with the Group, we revise down the GPM of the Group by 

1.9ppts from 22.5% to 20.6% in FY12 mainly due to the weak demand for 

wheel loader, which is its key product and contributed 79.5% of its total 

gross profit in FY12. Moreover, ASP is under downward pressure. We 

estimate that its sales revenue and gross profit of wheel loader segment will 

decline by 26.8% YoY and 35.0% YoY, respectively in FY12.  
 

Take a longer time to recover. Although Premier Wen Jiabao reiterates to 

increase infrastructure spending during his opening speech on 18
th

 

Congress, we believe that the Group needs to take a longer time to recover. 

Owing to its highly leveraged financial position (est. net debt/equity of 59.9% 

at end FY12), the Group is hard of offer competitive credit terms to 

customers and it is losing market share to peers subsequently. We estimate 

that the market share of the Group drops from 18.1% at end-2011 to 15.1% 

as of end-3Q12. 
 

Maintain “Sell” rating. Although we revise up its earnings forecasts for 

FY13 and FY14, because of the expectation on the recovery of wheel 

loader market next year. The new target price of HK$1.48 represent of 6.2x 

FY13 EPS at ROAE of 11.8%, implying 21.7% downside risk. We maintain 

“Sell” rating to the Group.   
 

Risk factors: Prolong weakening construction industry; Losing market 

share to peers; Credit and liquidity risk. 
 

Forecast and Valuation 

FY ended Dec 31 FY10A FY11A FY12E FY13E FY14E 

Revenue (Rmb mn) 12,020 12,720 9,310 11,318 13,940 
Chg (%YoY) 74.2 5.8 (26.8) 21.6 23.2 

Net Income (Rmb mn) 1,766 1,730 496 832 953 
Chg (%YoY) 120.8 (2.1) (71.3) 67.5 14.6 

EPS (Rmb) 0.413 0.404 0.116 0.194 0.223 

Chg (%YoY) 120.8 (2.1) (71.3) 67.5 14.6 

PE (x) - 3.8 13.2 7.9 6.9 

PB (x) - 1.03 0.97 0.90 0.82 

Yield (%) - 7.9 2.3 3.8 4.3 

ROAA (%) 15.2 11.7 3.2 5.3 5.7 

ROAE (%) 39.1 29.7 7.5 11.8 12.4 

Net debt/total equity (%) 57.1 55.1 59.9 34.5 24.0 

Source: Company, ABCI Securities estimates  

mailto:Vivianli@abci.com.hk
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Growth spread of sales volume growth of wheel loader of Lonking and 

the industry 

 

Source: CCMA, ABCI Securities 

 

Relationship between growth of sales of wheel loader and FAI on 

infrastructure, mining and properties industry 

 
Source: CCMA, National Bureau of Statistics of China, ABCI Securities estimates  

 

  

 -20

 -15

 -10

 -5

 -

 5

 10

F
eb

-1
1

M
ar

-1
1

A
p

r-
11

M
ay

-1
1

Ju
n

-1
1

Ju
l-

1
1

A
u

g-
1

1

Se
p

-1
1

O
ct

-1
1

N
o

v-
1

1

D
ec

-1
1

Ja
n

-1
2

F
eb

-1
2

M
ar

-1
2

A
p

r-
12

M
ay

-1
2

Ju
n

-1
2

Ju
l-

1
2

A
u

g-
1

2

Se
p

-1
2

(ppts)

 -

 5

 10

 15

 20

 25

 30

 (40)

 (30)

 (20)

 (10)

 -

 10

 20

 30

 40

 50

 60

2004 2005 2006 2007 2008 2009 2010 2011 2012E

(% YoY)(% YoY)

Growth of FAI on infrastrcuture, mining and properties industries (RHS)

Growth of sales volume of wh eel loader (LHS)

The spread = (growth of total market 
sales volume of wheel loader in China) – 

(Growth of the sales volume of wheel 

loader of the Group). The spread fell 
below zero most of the time since 2011. 

 

It reflected that the Group declined at a 
faster way compared with the average of 

peers’. The market share of the Group is 

reducing toward its competitors. We 
estimate that the market share of the 

Group drops from 18.1% at end-2011 to 

15.1% as of end-3Q12. 

Infrastructure construction, properties 

construction and mining uses are the 

three major sources of demand for the 
Group’s wheel loader, of which we 

estimate that they contribute 40%, 30% 

and 30% of the total revenue in FY12, 
respectively.  

 

 
 

 

We see a positive relationship between 
the growth of FAI on infrastructure, 

properties & mining and the growth of 

sales of wheel loader. 

Infrastructure: 40% 

Properties: 30% 

Mining: 30% 
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Major changes of our forecast 

  
FY12E 

  
FY13E 

  
FY14E 

 

 
Previous New Chg (%) Previous New Chg (%) Previous New Chg (%) 

Revenue (Rmb mn) 9,310 9,310 - 10,423 11,318 8.6 12,064 13,940 15.6 

Wheel loaders 6,194 6,194 - 6,771 7,656 13.1 7,775 9,626 23.8 

Excavators 1,259 1,259 - 1,326 1,326 - 1,432 1,432 - 

Forklifts 833 833 - 1,082 1,082 - 1,353 1,353 - 

Road rollers 160 160 - 201 201 - 243 243 - 

Other machineries 767 767 - 920 920 - 1,104 1,104 - 

Financial lease income 97 97 - 133 133 - 182 182 - 

  
         

Gross proft (Rmb mn) 2,095 1,915 -8.6 2,287 2,429 6.2 2,680 2,945 9.9 

GPM (%) 22.5 20.6 -1.9ppts 21.9 21.5 -0.5ppts 22.2 21.1 -1.1ppts 

  
         

Net income (Rmb mn) 630 496 -21.3 692 832 20.2 914 953 4.2 

Net margin (%) 6.8 5.3 -1.4ppts 6.6 7.4 0.7ppts 7.6 6.8 -0.7ppts 

  
         

EPS (Rmb) 0.147 0.116 -21.2 0.162 0.194 20.1 0.214 0.223 4.2 

BVPS (Rmb) 1.599 1.578 -1.4 1.713 1.714 0.1 1.863 1.870 0.4 

DPS (Rmb) 0.044 0.035 -21.2 0.049 0.058 20.1 0.064 0.067 4.2 

Source: ABCI Securities estimates 

 
 

Half-year results of the Group 

  
1HFY10 2HFY10 1HFY11 2HFY11 1HFY12 2HFY12E 

    
      

Revenue (Rmb mn) 
 

6,566 5,454 8,398 4,322 4,724 4,586 

Gross Profit 
 

1,656 1,771 2,201 1,012 978 937 

GPM (%) 
 

25.22 32.47 26.21 23.42 20.70 20.43 

        
Major cost (Rmb mn) 

       
Selling and distribution cost 

 
(395) (222) (385) (208) (211) (182) 

General Administrative cost 
 

(115) (132) (139) (155) (132) (129) 

Net finance cost 
 

(86) (110) (165) (202) (219) (124) 

        
Cost / revenue ratio (%) 

       
Selling and distribution cost 

 
-6.02 -4.06 -4.58 -4.81 -4.47 -3.98 

General Administrative cost 
 

-1.75 -2.42 -1.66 -3.60 -2.79 -2.80 

Net finance cost 
 

-1.31 -2.02 -1.96 -4.68 -4.64 -2.70 

        
Net profit before MI (Rmb mn) 

 
926 841 1,154 576 276 220 

Net profit (Rmb mn) 
 

926 840 1,154 576 276 220 

Net profit margin (%) 
 

14.10 15.41 13.74 13.32 5.84 4.80 

        
Growth (%) 

       
Revenue 

   
27.90 (20.76) (43.75) 6.11 

Net profit 
   

24.62 (31.51) (76.08) (61.77) 

Source: Company, ABCI Securities estimates 
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Disclosures 
 
Analyst Certification 
I,  Wong Cheuk-Wai, Steve , being the person primarily responsible for the content 
of this research report, in whole or in part, hereby certify that all of the views 
expressed in this report accurately reflect my personal view about the subject 
company or companies and its or their securities. I also certify that no part of my 
compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report. I and/or my associates have no 
financial interests in relation to the listed company (ies) covered in this report, and I 
and/or my associates do not serve as officer(s) of the listed company (ies) covered 
in this report. 
 

Disclosures of Interests 
ABCI Securities Company Limited and/or its affiliates, within the past 12 months, 
have received compensation and/or within the next 3 months seek to obtain 
compensation for investment banking services from one of the companies 
mentioned in the report. 
 

Definition of equity rating 
Rating  Definition  

Buy Stock return ≥ Market return rate 
Hold Market return – 6% ≤ Stock return < Market return rate 
Sell Stock return < Market return – 6% 

Stock return is defined as the expected % change of share price plus gross dividend 
yield over the next 12 months 
Market return: 5-year average market return rate from 2007-2011 
Time horizon of share price target: 12-month 
 

Definition of share price risk 

Rating  Definition  

Very high 2.6 ≤180 day volatility/180 day benchmark index volatility  
High 1.5 ≤ 180 day volatility/180 day benchmark index volatility < 2.6 
Medium 1.0 ≤180 day volatility/180 day benchmark index volatility < 1.5 
Low 180 day volatility/180 day benchmark index volatility < 1.0 

We measure share price risk by its volatility relative to volatility of benchmark 
index. Benchmark index: Hang Seng Index. 
Volatility is calculated from the standard deviation of day to day logarithmic historic 
price change. The 180-day price volatility equals the annualized standard deviation 
of the relative price change for the 180 most recent trading days closing price. 
 
Disclaimers 

This report is for our clients only and is for distribution only under such 
circumstances as may be permitted by applicable law. It has no regard to the 
specific investment objectives, financial situation or particular needs of any specific 
recipient. It is published solely for informational purposes and is not to be construed 
as a solicitation or an offer to buy or sell any securities or related financial 
instruments. No representation or warranty, either expresses or implied, is provided 
in relation to the accuracy, completeness or reliability of the information contained 
herein. This report should not be regarded by recipients as a substitute for the 
exercise of their own judgment. Any opinions expressed in this report are subject to 
change without notice and may differ or be contrary to opinions expressed by other 
business areas as a result of using different assumptions and criteria. The analysis 
contained herein is based on numerous assumptions. Different assumptions could 
result in materially different results. The analyst(s) responsible for the preparation 
of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting market 
information. ABCI Securities Company Limited is under no obligation to update or 
keep current the information contained herein. ABCI Securities Company Limited 
relies on information barriers to control the flow of information contained in one or 
more areas within ABCI Securities Company Limited, into other areas, units, groups 
or affiliates of ABCI Securities Company Limited. The compensation of the analyst 
who prepared this report is determined exclusively by research management and 
senior management (not including investment banking). Analyst compensation is 
not based on investment banking revenues, however, compensation may relate to 
the revenues of ABCI Securities Company Limited as a whole, of which investment 
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banking, sales and trading are a part.  The securities described herein may not be 
eligible for sale in all jurisdictions or to certain categories of investors. The price 
and value of the investments referred to in this research and the income from them 
may fluctuate. Past performance is not necessarily indicative of future results. 
Foreign currency rates of exchange may adversely affect the value, price or income 
of any security or related instrument mentioned in this report. For investment advice, 
trade execution or other enquiries, clients should contact their local sales 
representative. Neither ABCI Securities Company Limited nor any of its affiliates, 
directors, employees or agents accepts any liability for any loss or damage arising 
out of the use of all or any part of this report. Additional information will be made 
available upon request. 

Copyright 2012 ABCI Securities Company Limited 

No part of this material may be (i) copied, photocopied or duplicated in any form by 
any means or (ii) redistributed without the prior written consent of ABCI Securities 
Company Limited. 
 

Office address: ABCI Securities Company Limited, 13/F Fairmont House, 8 
Cotton Tree Drive, Central, Hong Kong.  

Tel: (852) 2868 2183 

 

 


