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ANGANG STEEL COMPANY LIMITED �� � � � � 

 
Sector : Materials Chairman : ZHANG Xiaogang 
HKSE Code : 00347    
Market Price : HK$10.30 (13/08/2008)    
HSI : 21,293.32 (13/08/2008)    
H Share Issued : 1,085.8 million    
H-share Mkt. Cap. : HK$11,183.74 million    
52 weeks Hi/Lo : HK$39.30 /HK$10.40    

 
SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30TH JUNE 2008 

 

Interim Results Highlights 
 

 1H2008  1H2007  
 RMB million  RMB million Change 
·  Turnover  39,865  32,698 +21.9% 
·  Gross profit 9,544  8,473 +12.6% 
·  Operating profit 7,789  7,123 +9.3% 
·  Profit attributable to shareholders  5,992  4,802 +24.8% 
     

 RMB   RMB   
·  EPS – Basic 0.828  0.809 +2.3% 
·  DPS – Interim -  - N/A 
 

·  Angang Steel reported a better-than-expected 24.8% y-o-y rise in net profit to RMB5.99 billion for 
1H2008, thanks to a contained drop in profit margin despite rising cost pressure as well as a drop in 
income tax expense on lower statutory tax rate (from 33% to 25%). 

·  Revenue rose by 21.9% y-o-y to RMB39.87 billion in 1H08, mainly driven by higher selling prices of 
the Group’s steel products.  

·  Gross profit rose by 12.6% y-o-y to RMB9.54 billion in 1H08 on increased sales volume. However, due 
to a greater surge in raw material and energy costs, the Group’s gross profit margin narrowed by 1.97 
percentage points to 23.94% in 1H08 from 25.91% in 1H07. Meanwhile, a 58.6% y-o-y jump in sales 
related tax in 1H08, after the Chinese government cut export tax rebate on steel products in April 
2007, also led to pressure on the Group’s gross profit margin. 

·  EPS for 1H08 was RMB0.828, compared with the pre-rights-issue 1H07 EPS of RMB0.809. No interim 
dividend was declared (1H07: nil). In Nov 2007, Angang completed the rights issue of 1.302 billion 
shares and raised net proceeds of RMB19.9 billion to fund its Bayuquan project. 

·  As of 30 June 2008, Angang Steel had total debts of RMB20.68 billion (31 Dec 2007: RMB19.62 
billion). Cash on hand fell to RMB1.73 billion at end of 1H08 from RMB7.73 billion as of 31 Dec 2007 
as Angang Steel continued invest in its Bayuquan project. As a result, the net debt-to-shareholders’ 
equity ratio jumped to 33.8% as of 30 June 2008 from 22.0% of 31 Dec 2007. 
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Business Highlights 
·  Breakdown of turnover in geographical terms 

 1H2008 1H2007  
 RMB million % RMB million % Change 
The PRC 33,920 85.1% 24,881 76.1% +36.3% 
Other countries 5,945 14.9% 7,817 23.9% -23.9% 
Total 39,865 100.0% 32,698 100.0% +21.9% 

·  Breakdown of output volume in terms of products 
(tonnes) 1H2008 1H2007 Change 
Cold rolled sheets         1,767,400        1,403,500  +25.9% 
Galvanized steel sheet & colour coated plates           750,600          809,200  -7.2% 
Thick plates           615,900          532,300  +15.7% 
Wire rods           363,600          439,500  -17.3% 
Large steel products           264,500          145,400  +81.9% 
Hot rolled sheets         2,762,800        2,878,700  -4.0% 
Cold rolled silicon steel           457,000          440,500  +3.7% 
Medium plates           440,500          485,100  -9.2% 
Seamless steel pipes           270,200 273,000  -1.0% 
Total output volume of steel products       7,692,500  7,407,200 +3.9% 

·  Angang Steel produced 8.11 million tonnes of iron and 8.19 million tonnes of steel, up 2.0% and 4.0% 
y-o-y, respectively. Output volume of steel materials totalled 7.69 million tonnes, up 3.9% y-o-y, lagged 
behind the industry growth of nearly 10% in the Mainland. Output growth for various steel products 
was mixed in 1H08, as the Group continued to adjust its product mix to enhance profitability and keep 
raw material costs in control. 

·  Angang Steel exported 1.2 million tonnes of steel products in 1H08, accounting for 15.6% of its total 
sales volume. Revenue from steel product exports amounted to RMB5.9 billion, down 23.9% y-o-y, 
amid lower export tax rebate, which accounted for 14.9% of the Group’s total, down from 23.9% a year 
earlier. The fall in exports was largely in line with the Management’s 2008 full-year export guideline of 
about 15% of the total. 

Outlook & Prospects 

·  Investment in Bayuquan project much out of budget Angang revealed that up to 30 June 2008 the 
Group has invested RMB26.605 billion, much higher than the planned total investment of RMB22.6 
billion due to rising raw material costs. As a result, Angang may not hold the planned internal rate of 
return (IRR) for the sizable project. Meanwhile, it is also revealed that the Group has commenced trial 
run in the plant, and production is expected to pick up steam towards the 4th quarter. For the full year 
of 2008, the Group’s profit margin may drop further when compared with the first half, due to upfront 
costs incurred in the Bayuquan project. 

·  Output targets may be too aggressive Angang has completed about 45.5% of its full-year steel 
output target (18 million tonnes or up 11.9% y-o-y) and 48.1% of output target of steel materials (16 
million tonnes or up 7.2% y-o-y) in 1H08. However, it may miss these full-year targets, as production is 
seen slowing down in July and August amid Beijing Olympic Games. 

·  Intensifying profit margin pressure Angang’s profit margin was under pressure in 1H08 amid rising 
raw material and energy costs. Owing to sharply higher coal prices over the last couple of months, the 
Group’s management said Angang would not sustain the profit margin in 1H08. Besides, Angang also 
revealed that it sees weaker demand in the 2nd half on slower economic growth in the Mainland. 

·  Undemanding valuation The solid bottom-line growth of Angang was largely helped by a lower tax 
rate. In fact, the Group’s business stayed under serious pressure amid a jump in coking coal prices. 
Nonetheless, trading at an undemanding 6x FY08E P/E, we would give the counter a “HOLD” 
recommendation, as robust demand in steel products in the Mainland should stay intact in the medium 
term. 

 

Recommendation: HOLD  
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Important Disclosure / Analyst Certification / Disclaimer 
  
This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of 
The Bank of East Asia, Limited (BEA).  
 
The research analyst primarily responsible for the content of this report, in part or in whole certifies 
that the views on the companies and their securities mentioned in this report accurately reflect 
his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will 
be, directly, or indirectly, related to specific recommendations or views expressed in this report.  
 
This report has been prepared solely for information purposes and has no intention whatsoever to 
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer, 
invitation, advertisement, inducement or representation of any kind or form whatsoever. The 
information is based upon information, which East Asia Securities Company Limited considers 
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed 
herein reflect a judgment as of the date of this document and are subject to change without notice. 
Any recommendation contained in this report does not have regard to the specific investment 
objectives, financial situation and the particular needs of any specific addressee. This report is not to 
be taken in substitution for the exercise of judgment by respective readers of this report, who should 
obtain separate legal or financial advice. East Asia Securities Company Limited and / or The BEA 
Group accepts no liability whatsoever for any direct or consequential loss arising from any use of 
this report or further communication given in relation to this report.  
 
At time of this report, East Asia Securities Company Limited has no position in securities of the 
company or companies mentioned herein the report, while BEA along with its affiliates and/or 
persons associated with any of them may from time to time have interests in the securities 
mentioned in this report. BEA and its associates, its directors, and/or employees may have positions 
in, and may effect transactions in securities mentioned herein and may also perform or seek to 
perform broking, investment banking and other banking services for these companies.  
 
BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common 
equity securities of the subject company or companies mentioned in this report and may, within the 
past 12 months, have received compensation and/or within the next 3 months seek to obtain 
compensation for investment banking services from the subject company or companies mentioned 
in the report. 
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