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Key Data
H-share price (HK$) 10.46
Target price (HKS) 14.16
Upside potential (%) 354
52Wk H/L(HK$) 12.48/7.60
Issued shares (mn) 7,706
H-share 1,430
A-share 6,276
H-share market cap (HK$mn) 14,958
30-day avg vol (HK$mn) 175.1
Major shareholder (%):
Hunan SASAC 16.2

Source: Company, Bloomberg, ABCI Securities

Sales breakdown in 1IHFY12 (%)

Concrete Machinery 58.1
Crane 24.2
Environment and sanitation 4.1
Other machinery 10.9
Financial income under lease 2.7

Source: Company

Share performance (%)

Absolute Relative*

1-mth 20.4 15.3
3-mth 149 51
6-mth 2.5 (4.3)
*Relative to Hang Seng Index
Source: Bloomberg
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Zoomlion (1157 HK) — Buy

Construction & Farm Machinery Industry

Importance of infrastructure reiterated on 18™ Congress,

Good sign for leading machinery makers

18th Congress kicks off. Wen Jiabao emphasizes the importance of
infrastructure construction during his opening speech. We expect
growth momentum of construction machinery sector will regain in
2013. We like Zoomlion, the leading players, for its solid profitability
and abundance of net cash on hand at Rmb1,762mn as of 3QFY12, vs.
net debt of Sany at Rmb16,489mn and net debt of XCMG at
Rmb4,315mn. We revise up our earnings forecast, as well as the target
price from HK$12.12 to HK$14.16. Maintain “Buy” rating as the
bottom out of upstream construction industry.

We expect more construction in 2013. We expect that China’s
construction machinery makers benefit from the stimulus fuelled rebound
in 2013. The new order index on construction services (sub index of
non-manufacturing PMI) was staying above 50% for 8 consecutive months
since March. We expect that the construction projects will maintain at a
high momentum in 2013. We like Zoomlion because of its leading position
in concrete machinery market with net cash position.

The Group has a solid earnings performance. The Group managed to
improve its GPM and posted flat YoY growth in bottom line in 3QFY12,
while its largest peers, Sany (600031 CH) and XCMG (000425 CH)
suffered from margin contraction and posted sharp decline in net income.
GPM of the Group edged up to 35.6% in 3QFY12 from 35.3% in 2QFY12,
mainly because of the increase in sales of long-arm truck-mounted concrete
pump capturing from competitors. We revise net income upward by 5.8% to
Rmb11,668mn in FY13; and 6.5% to Rmb14,581mn in FY14.

Railway construction recovery spurs crane sales. The decline in railway
infrastructure construction shrunk from -15.8% YoY in 1-9M12 to -1.5%
YoY in 1-10M12. With the recovery on railway construction, we revise up
our revenue forecast on crane segment for the Group by 11.8% from
Rmb16,338mn to Rmb18,258mn in FY13.

Risk factors: Prolong weakening construction industry; Credit and
liquidity risks; Market competition intensifies

Forecast and Valuation

FY ended Dec 31 FY10A FY11A FY12E FY13E FY14E
Revenue (Rmb mn) 32,193 46,323 52,322 65,346 79,177
Chg (%YoY) 55.1 43.9 13.0 249 212
Net Income (Rmb mn) 4,666 8,055 9,414 11,668 14,581
Chg (%YoY) 90.7 72.6 16.9 239 25.0
EPS (Rmb) 0.736 1.046 1.202 1.490 1.862
Chg (%YoY) 63.5 42.2 14.9 239 25.0
PE (x) - 8.1 7.1 5.7 4.6
PB (x) - 2.0 17 13 11
Yield (%) - 25 2.8 35 4.4
ROAA (%) 9.6 12.0 1.7 11.9 12.7
ROAE (%) 26.8 25.7 24.0 24.4 24.9
Net debt/total equity (%) Net cash  Netcash  Netcash  Netcash  Net cash

Source: Company, Bloomberg, ABCI Securities estimates
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The growth (or decline) of demand for
truck crane (a key type of mobile crane of
which we estimate that it contributed
20.3% of total revenue of Zoomlion in
FY11) in China is lagged behind the
railway infrastructure construction by
one year.

The decline in infrastructure construction
for railway in China was improving. We
expect it will spur the demand for mobile
crane in 2013.

Relationship on sales of truck crane and railway FAI in China
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B Railway infrastructure construction (LHS) — YTD YoY Growth (RHS)
Cumulative Growth Monthly Growth Growth
Infra. Const Infra. Const
Period (Rmb bn) (% YoY) (Rmb bn) (% YoY) (% MoM)
Jan-12 8.7 -76.0 8.7 -76.0 -86.5
Feb-12 20.8 -67.5 12.1 -56.3 38.2
Mar-12 42.6 -60.9 21.8 -51.6 80.6
Apr-12 717 -54.1 29.1 -38.3 33.6
May-12 105.5 -46.9 33.8 -20.3 16.0
Jun-12 148.7 -38.6 43.2 -0.9 28.0
Jul-12 188.4 -335 39.7 -3.6 -8.1
Aug-12 227.8 -28.0 39.3 19.0 -1.0
Sep-12 292.1 -15.8 64.3 111.4 63.4
Oct-12 361.8 -15 69.8 240.8 8.6

Source: The Ministry of Railways of the PRC
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Quarter results on the 3 China’s leading construction machinery makers

FY10 FY11 FY12
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q

Zoomlion (1157 HK)

Revenue (Rmb mn) 5,899 10,190 7,812 8,292 10,735 13,413 9,059 13,116 11,609 17,511 9,989
Gross Profit 1,553 3,098 2,167 2,951 3,383 4,474 2,818 4,332 3,726 6,186 3,553
GPM (%) 26.3 304 27.7 35.6 315 334 31.1 33.0 321 35.3 35.6
Net income (Rmb mn) 735 1,467 924 1,540 2,024 2,604 1,334 2,093 2,089 3,533 1,338
Net income margin (%) 125 14.4 11.8 18.6 18.9 194 147 16.0 18.0 20.2 13.4
Growth (%)

Revenue 82.0 316 16.0 58.2 8.1 30.6 10.3

Net income 175.4 775 444 35.9 3.2 35.7 0.3
Operating cash flow (Rmb mn) -1,298 1,654 -6,188 7,712 -1,442 1,896 2,390
Operating cash flow/net income (%) -63.9 63.2 -461.4 355.4 -67.9 52.3 1734

Sany Heavy (600031 CH)

Revenue (Rmb mn) 7,330 9,616 8,958 8,051 13,988 16,375 10,940 9,473 14,678 17,082 8,939
Gross Profit 2,665 3,706 3,308 2,834 5,243 6,333 4,050 2,898 5,640 5,620 2,336
GPM (%) 36.4 385 36.9 35.2 375 38.7 37.0 30.6 384 329 26.1
Net income (Rmb mn) 1,107 1,768 1,570 1,142 2,663 3,276 1,732 978 2,804 2,356 714
Net income margin (%) 15.1 18.4 175 14.2 19.0 20.0 15.8 10.3 19.1 13.8 8.0
Growth (%)

Revenue 90.8 70.3 221 17.7 49 4.3 -18.3

Net income 140.6 85.3 10.3 -14.4 53 -28.1 -58.8
Operating cash flow (Rmb mn) -3,405 3,656 -1,767 3,795 -2,434 687 2,575
Operating cash flow/net income (%) -120.4 103.9 -93.4 337.9 -82.8 27.6 331.8

XCMG (000425 CH)

Revenue (Rmb mn) 5,557 8,038 5,874 6,283 9,722 9,793 5,718 7,738 7,988 9,973 6,842
Gross Profit 1,139 1,624 1,219 1,585 2,016 2,215 1,312 1,276 1,653 2,092 1,495
GPM (%) 20.5 20.2 20.8 25.2 20.7 22.6 229 16.5 20.7 21.0 21.9
Net income (Rmb mn) 529 849 614 943 1,018 1,211 602 548 741 849 378
Net income margin (%) 9.5 10.6 105 15.0 105 124 105 7.1 9.3 8.5 55
Growth (%)

Revenue 75.0 21.8 -2.7 23.2 -17.8 1.8 19.7

Net income 92.4 42.6 -2.0 -41.9 -27.2 -29.9 -37.2
Operating cash flow (Rmb mn) -1,422 506 -579 -535 -1,442 -1,895 -3,440
Operating cash flow/net income (%) -139.7 41.8 -96.2 -97.6 -194.6 -223.2 -914.9

Source: Companies, ABCI Securities

Major changes of our forecast

FY12E FY13E FY14E

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

Revenue (Rmb mn) 51,767 52,322 11 61,868 65,346 5.6 73,202 79,177 8.2
Concrete Machinery 27,272 27,807 2.0 33,179 34,611 4.3 38,814 40,533 4.4
Crane 13,934 13,934 0.0 16,338 18,258 11.8 18,613 22,653 21.7
Environment & sanitation 3,127 3,127 0.0 3,440 3,440 0.0 3,784 3,784 0.0
Other machinery 5,672 5,672 0.0 6,806 6,806 0.0 9,529 9,529 0.0
Financial income under lease 1,762 1,782 1.1 2,105 2,231 6.0 2,462 2,678 8.8
Gross proft (Rmb mn) 17,644 18,230 3.3 20,655 22,435 8.6 25,183 27,437 9.0
GPM (%) 34.1 34.8 0.8ppts 33.4 34.3 0.9ppts 34.4 34.7 0.3ppts
Net income (Rmb mn) 9,189 9,414 24 11,029 11,668 5.8 13,692 14,581 6.5
Net margin (%) 17.8 18.0 0.2ppts 17.8 17.9 0.1ppts 18.7 18.4 -0.3ppts
EPS (Rmb) 1.173 1.202 24 1.408 1.490 5.8 1.748 1.862 6.5
BVPS (Rmb) 5.078 5.121 0.9 6.209 6.339 21 7.611 7.859 33
DPS (Rmb) 0.235 0.240 24 0.282 0.298 5.8 0.350 0.372 6.4

Source: 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. | 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. | and/or my associates have no
financial interests in relation to the listed company (ies) covered in this report, and |
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.

\olatility 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
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the revenues of ABCI Securities Company Limited as a whole, of which investment
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




