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Key Data

Average FY13 PER (x) 73
Average FY13 PBV (x) 1.3
Average FY13 Dividend Yield (%) 29
Sector 3 months avg vol (HK$mn) 1,245

Source: Bloomberg, ABCI Securities

Net income growth in 1-3QFY12 (% YoY)

Zoomlion 16.74
Lonking* (76.08)
First Tractor 2.84
Sany Int’l* 16.71
Sany Heavy (23.43)
XCMG (30.48)

*The growth is as at IHFY12
Source: Companies

Average share performance (%)

Absolute Relative*
1-mth 12.0 14.20
3-mth 21.1 15.70
6-mth -6.6 -20.17
*Relative to Hang Seng Index
Source: Bloomberg
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Construction Machinery Sector — Positive
Construction & Farm Machinery Industry

Sales stimulated by downstream FAI

Urbanization is the key to rebalancing China’s economy and for the
next leg of growth. We see the improvement on the sales performance
of construction machinery and expect the recovery will carry on in
4Q12 and 2013 as well. We like the leading construction machinery
makers with diversified product-portfolio and abundant cash on hand,
such that they are able to efficiently capture the recovery of
construction machinery sector expected in 2013.

Concrete machinery sales remains strong. The targeted urbanization rate
is 55% by 2020, up from est. 51.8% in 2012. In such a case, we project the
total construction growth on infrastructure, mining and properties will be
19.8% YoY in 2013, up 7.1ppts YoY. The sales volume growth on concrete
is expected to recover from 19.5% YoY in 2012 to 29.0% YoY in 2013. The
total sales volume was 435,544 units, up 30.8% YoY in 1-3Q12.

Mobile cranes sales regain with strong railway infrastructure.
According to MOR, the planned infrastructure investment maintain strong
at Rmb530bn in 2013, up from Rmb516bn in 2012. With the recovery of
railway infrastructure started in 2012, we expect the mobile cranes sector to
recover in 2013 as the one year time-lag between the growth on sales of
mobile cranes and railway infrastructure investment. We estimate the sales
revenue growth on mobile cranes will be 58.5% YoY in 2013, recovering
from -33.1% YoY in 2012. The average sales volume growth of mobile
cranes was -27.4% YoY in 1-3Q12

Earth moving machinery sales supported by FAI in 2013. Under the
launch of a series of infrastructure projects approved by NDRC, we expect
the recovery of the earth-moving machineries will be carried on in 2013.
The total sales revenue growth on earth moving machinery (excavator,
wheel loader, bulldozer and road roller) is estimated to recover from
-23.4% YoY in 2012 to 45.1% YoY in 2013. The average sales volume
growth of earth moving machinery was -34.3% YoY in 1-3Q12

Risk factors: Prolong weakening construction industry; Credit and
liquidity risk

Summary on selected companies in the sector

Company Ticker Share Target FY13 FY13 FY13
Price Price PE PB  Yield

(HK$) ) () (%)

Zoomlion (Buy) 1157 HK HK$9.27 14.16 5.0 12 4.0
Lonking (Sell) 3339 HK HK$1.72 1.48 71 0.8 4.2
First Tractor (Buy) 38 HK HK$6.59 7.76 8.8 14 34
Sany Int'l (Buy) 631 HK HK$3.86 5.79 9.9 14 20
Sany Heavy (N/A) 600031 CH Rmb8.92 N/A 7.2 2.2 1.9
XCMG (N/A) 000425 CH Rmb10.28 N/A 5.7 0.8 15

Source: Companies, Bloomberg, ABCI Securities estimates
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The sales decline
of earth-moving
machineries
(except wheel
loader) is
improving. We
expect the
recovery will
carry on in 4Q12

and 2013 as well.
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Monthly sales volume of excavator in China in

Monthly sales volume wheel loader in China in

1-10M12 1-10M12
(Unit) (%YoY)  (Unit) (% YoY)
25,000 - (30) 30,000 - (15)
- (20)
20,000 - (35) 25,000
- (25)
20,000
15,000 L (40) - (30)
15,000 - (35)
10,000 - (45) L (40)
10,000
s - (45)
,000 (50) 5,000
- (50)
- (55) - - (55)
- o~ [ae) < wn O [ e o) (=1 — o o < wn O [ jee) [N} (=]
2 2 2 I 2 7 @ 7 2 2 2 2 2 2 9 S S o
N ~N o~ ~N N o~ o~ N ~N o~ [\ N o~ [\ N o~ ~N ~N o~ ~N
- — — - -~ — - - — — — — — — — — — — — —
f=1 o (=] (=} f=1 [=] (=} f=} f=1 [=] o o o o o (=3 (=} f=1 (=3 [=}
N o~ (] o~ N (o] o~ N o~ (] o N o~ [\l N (] o~ N (] N
I Sales volume of excavators (LHS) I Sales volume of wheel loaders (LHS)
— YTD sales growth (RHS) — YTD sales growth (RHS)
Source: CCMA Source: CCMA
Monthly sales volume of bulldozer in China in Monthly sales volume of road roller in China in
1-10M12 1-10M12
(Unit) (%YoY)  (Unit) (% YoY)
1,400 - (20) 1,800 - (30)
L (25
1,200 (25) 1,600
- B9 1400 L (35)
1,000 L
B35 1200
- (40 - (40
800 (40) 1,000 (40)
- (45)
800
600 L (50) L (5)
600
400 - (55)
60y 400 - (50)
200
- (65) 200
- - (70) - - (55)
! (2N o < mn e} [y e [N} (=1 -~ o~ [ae) < mn O [y @® (o] f=1
2 2 2 2 9 9 S 5 o 2 2 2 2 2 2 9 S &5 o
o~ o~ [\ o~ o~ [o\] [o\] o~ o~ o~ o~ o~ o~ o o o~ o~ [o\] [o\] o~
— — — — — — — ~— ~— ~— — — — — — — — — — ~—
(=] (=] (=] (=1 (=] (=1 (=] (=] (=] (=] (=] (=] (=] (=] (=1 (=]
N o o o o o [\ o~ o o o N o o o o o o [\ o~

I Sales volume of bulldozers (LHS)
— YTD sales growth (RHS)

B Sales volume of road roller (LHS)
— YTD sales growth (RHS)

Source: CCMA

Source: CCMA




DX AN

ABC INTERNATIONAL
ABCI SECURITIES COMPANY LIMITED

YoY Growth of sales volume of construction machineries

(% YoY) 1Q10 2Q10 3Q10 4Q10 1Q11  2Q11  3Q11  4Q11  1Q12  2Q12 / 3012
Mobile Crane 34.8 92.6 167  (0.3) 437 (44 (36) (65 | (362 (345 | (5.2
Truck Crane 435 55.4 9.4 9.1 445  (64) (208) (19.1) | 445 (411) | (21.5)
Crawler Crane 260  129.7 241 (9.8) 29 (23 135 62| (280) (27.8) 11.0

Earth-moving machineries 771 99.3 413 373 499 (77 @174 (47| @7 @Gl | (253)

Excavator 94.7 101.7 47.3 54.9 58.5 25 (17.2) (35.2) (40.0) (32.5) (31.1)
Wheel loader 56.2 72.5 45.8 34.8 43.7 1.7 45 10.6 (27.2) (24.0) (36.6)
Bulldozer 55.5 112.7 58.0 27.2 65.9 (20.8) (29.0) (30.1) (47.4) (26.1) (6.4)
Road roller 101.9 110.5 14.2 321 31.4 (14.1) (27.8) (43.9) (48.4) (41.9) (26.9)
Concrete machineries 7.7 14.6 14.2 0.7) 36.0 29.7 28.8 27.6 331 6.5 8.7

Source: CCMA, ABCI Securities )
We see the improvement on the sales performance of

construction machinery. The decline on sales for most of
the machinery (except wheel loader) was diminishing in
3Q12. Although the industry got a QoQ decline in 3Q12
because of the seasonal factor, the magnitude of QoQ
decline in 2012 was milder than that in 2010 and 2011.

QoQ Growth of sales volume of construction paachineries |

(% QoQ) 1010 2Q10 /3Q10\ 4Q10 1Q1  2Q11 /3Qu) 4Qll 1Q12 2012 /3Q12
Mobile Crane G4) 703 | (36.4) 20| 343 138/ @1\ (03] ©3 188/ (72
Truck Crane 203 434 | (37.0) 04| 594 (72| @67) 26 93 (15| (289
Crawler Crane (31.1) 97.1 (35.8) 3.6 9.1 34.8 (25.5) 3.1) (26.0) 35.1 14.6
Earth-moving machineries 38.9 47.8 (35.5) 85 52.1 (8.8) (42.0) (3.8) 23.7 5.9 (37.4)
Excavator 78.3 67| (410) | 380| 825 (3L0)| (523) 79| 691  (224)| (51.3)
Wheel loader 340  415| (29.4) 06| 429 01| (@74 65| (60) 46| (395)
Bulldozer 25 6Ll| @41 | ©7 | 729 @31 @09 | @y | 303 79| (@51)
Road roller 107 817 | (374) 50| 101 188 | (47.4) | (185) 14 336 | (338)
Concrete machineries 37.0 23.0 (18.6) (27.1) 86.5 17.3 (19.1 (27.8) 94.5 (6.2) 7.5

Source: CCMA, ABCI Securities

Concrete production volume in China in 1-3Q12
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The production volume of the
concrete in China was 6.03m? in
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Source: National Bureau of Statistics of China, ABCI Securities
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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 investment banking relationship with one or more 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




DX AN

ABC INTERNATIONAL

ABCI SECURITIES COMPANY LIMITED

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




