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Company Initiation

Rating: Accumulate CP: 8.23 HKD TP: 9.7 HKD

Company Profile

China Railway Construction Corporation (CRCC) ison e of the
leading contractors worldwide, ranking the 111th am ong “the
world’s top 500" in 2012, which owns around 45% mar ket

shares in domestic railway infrastructure, one of t he duopoly
in the sector with China Railway Group, and was lis  ted in A+H
Shares for IPO financina in March 2008

Summary

» One of the duopoly in railway infrastructure  : CRCC

is one of the leaders in China’s railway infrastructure,
ranking the 111th among “the world’'s top 500" in 2012.
The Company gains 45% market shares in domestic
railway infrastructure, one of the duopoly in the sector
with China Railway Group. The company’s business
covers four main parts, including contraction operations,
survey design consultation, industrial manufacturing, and
others (real estate development and logistics).
Contraction operations are the traditional business with
the proportion of 90% in total business. The proportion of
survey design consultation and manufacturing goes
down year by year and the proportion of other
businesses, such as real estate development and so on
increased significantly (from 0.5% in 2008 to 3% in
2011).

« Lower growth of performance among the peers,
but more stabilized cash flow : The Company’s revenue
amounted to RMB303.2 billion in 3Q2012 with the year-
on-year growth rate of -6.5%. Net profit increased by
2.1% y-y to RMB5.1billion. Gross margin recorded to
10.24%, 0.62 percentage points higher than the same
period of last year, which mainly benefited from the
reduction of construction cost due to the price decrease
of materials such as steels and cement. The Company’s
sales cost rate and administrative expense rate
increased slightly by 0.3% and 4.19% y-y respectively. In
30Q2012, quarterly revenue and net profit increased by
5.1% and 41% respectively mainly benefited from the
lower base due to the obvious slow-down of railway
construction affected by the accident of MU train at the
same period of 2011. We expect the Company’s
performance would be improved largely in 4Q2012 due
to the lag of performance compared with the process of
railway investment. As at the end of 3Q, CRCC'’s account
receivables dropped 8.7%, representing the obvious
improvement of finances under the accelerated payment
of debt from the Ministry of Railways. Operating cash
flow achieved to RMB1.9 billion in net in the first three
quarters, better than the peers.
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Key Financial Summary
FYE 12/10 12/11 12/12F  12/13F
Revenue (RMB mn) 456,187 443,319 464,639 507,517
Net Profit, adj. (RMB mn) 4,246 7,854 8,760 9,915
EPS, adj. (RMB) 0.34 0.64 0.71 0.80
P/E (X),ad]. 19.4 10.5 9.3 8.3
BVPS (RMB) 4.65 5.25 5.89 6.64
P/B (X) 1.4 1.3 11 1.0
DPS (RMB) 0.10 0.10 0.11 0.15
Div. Yield (%) 1.5% 1.5% 1.7% 2.3%

Source: Bloomberg, PSR est.

*All multiples & yields based on current market price
Valuation Method
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* Newly-signed orders increased sharply: The
Company’s newly-signed orders increased by 53% y-y to
RMB461.9 billion in the first three quarters of 2012 of
which domestic orders increased by 39% and overseas
orders realized the sharp growth as high as 441%. By the
end of 3Q, the Company’s orders in hand amounted to
RMB1.36 trillion, 2.97 times of revenues in 2011, which
guarantees the development of performance due to rich
orders in the next three years.

» Good prospects of railway in the middle and long

term: According to the “12th Five-year Plan” of the
Ministry of Railways, it will realize 120,000 km of the
mileage of railways in operation with the three-year
compound growth rate of over 6% in future, only lower
than that of 2009. According to the demand and foreign
experience, annual fixed assets investment in China’s
railways should still maintain RMB500 billion in the next
ten years, which may be reasonable for the infrastructure
with the amount of RMB450 billion. We expect the railway
industry would turn back to rapid development due to the
cool of the accident of MU train, ice-breaking of railway
reform, the break of diversified structure of financing, and
the increase of demand of passenger and fright transport.

e Valuation: beside railway industry, urban rail
transportation, highway, water conservancy and low-
income housing construction would face the industrial
inflection points under the strategy of “Sustaining
economic growth with economic restructuring” from new
Chinese government. The Company would be benefited
from the rebound of infrastructure investment obviously
as one of industry leaders. We expect the Company’'s
EPS would be RMBO0.71 and 0.804 in 2012 and 2013
respectively, equivalent to 2012P/E9.3x and 2013P/E8.3x
based on current share price, give the 12-month target
price to HK$9.7 with the estimated P/E9.7x in 2013,
recommend accumulate rating.
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Fig 2. Gross Margin
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Fig 3. Peer Comparison
Tia(F &) PE PB Gross Profit ROE

Ticker ~ Name (HKD) 2011 2012E 2013E 2011 2012E 2013E Margin Margin
20130218
1186 HK gt 93134 104 101 92 13 12 10 77% 17% 12.9%
390HK g 87004 112 105 93 10 10 09 73% 15% 96%
1800 HK o2yt 112477 78 86 77 13 12 10 95% 4.0% 17.7%
3898HK mgiimsftEs 28895 197 238 180 44 38 33 344% 16.7% 244%
T " 80378 123 133 111 20 18 16 147% 60% 161%

Source: Bloomberg, Phillip Securities
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FYEDEC FY09 FY10 Fy11 FY12F FY13F
Valuation Ratios

PIE (X), adj. 125 19.4 105 9.3 8.3

P/B (X) 15 14 13 11 1.0

Dividend Yield (%) 2.4% 1.5% 1.5% 1.7% 2.3%
Per share data (RMB)

EPS, reported 0.535 0.344 0.637 0.710 0.804

EPS, adj. 0.535 0.344 0.637 0.710 0.804

DPS 0.16 0.1 0.1 0.11 0.15
BVPS 4.32 4.65 5.25 5.89 6.64

Growth & Margins (%)

Growth

Revenue 57.23% 32.24% -2.82% 4.81% 9.23%
EBIT -3.54% -23.90% 18.18% -0.88% 23.41%
Net Income, adj. 81.10% -35.65% 84.97% 11.54% 13.18%
Margins

Gross margin 6.5% 6.0% 7.7% 8.7% 8.9%
EBIT margin 2.5% 1.4% 2.7% 3.4% 3.5%
Net Profit Margin 1.9% 0.9% 1.8% 1.9% 2.0%
Income Statement (RMB mn)

Revenue 344976 456187 443319 464639 507517
Gross profit 22548 27540 33992 40284 45422
EBIT 8673 6600 12038 15612 17863
Profit before tax 8307 6089 10056 11265 12978
Tax 1576 1772 2174 2445 2985
Profit for the period 6732 4317 7882 8820 9993
Minority interests 133 70 28 60 78
Total capital share 12338 12338 12338 12338 12338
Net profit 6599 4246 7854 8760 9915
Source: PSR
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Ratings History

12 — _I'\_/':r;kgi Eggg 777777777 e Source: Bloomberg, PSR

PSR Rating System

Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5
REMETS

We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final
recommendation
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a stock's risk
reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2013 Phillip Securities (Hong Kong) Limited
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