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China Longyuan (916 HK)

1Q20 results in line; facing policy uncertainties

CLY delivered 1Q20 operating and financial performance in line with our
estimates. We think share price may face short-term headwinds due to potential
“reasonable utilization hours” to be introduced as subsidy calculation mechanism.
We maintain our estimates and rating unchanged at the moment, as the concept
is not yet confirmed and details are still missing. If the policy comes true, however,
we think CLY will suffer impacts from project cash flow and returns.

B 1Q20 net profit increased 6.3% YoY. Revenue increased 1.3% YoY to
RMB7,184mn, matching with power generation growth. Operating expenses
read 5.8% YoY decline due to lower coal costs and trading. Deducting
minority interest and perpetual interests distribution, net profit attributable to
common shareholders was RMB1,930mn, up 6.3% YoY, accounting for 41.1%
of our annual earnings estimates. We believe CLY’s 1Q20 results were in
line with consensus and our estimates.

B 1Q20 operating performance in line. Wind power generated 11,612GWh,
up 7.4% YoY. Coal-fired power generated 1,950GWh, down 24.0% YoY due
to grid control for weak demand caused by COVID-19. Other power
generation also read YoY decline by 41.0%. Overall, CLY’s total power
generation in 1Q20 was 13,693GWh, up 1.0% YoY.

m  Sufficient buffer for supply chain disruption. Mgmt. disclosed wind blade
may subject to 1-2 months delay due to COVID-19’s impact to wind turbine’s
global supply chain. Fortunately, CLY set sufficient buffer with target delivery
schedule concentrated in Jun-Aug, implying limit impacts to its wind farm
installation plan in 2020. Mgmt. was confident to fulfill 2.15GW new capacity
target.

B Market concerns focus on reasonable utilization hours. MoF intends to
introduce a “reasonable utilization hours” concept associated with renewable
subsidy calculation. The Concept raised market concerns on altering project
IRR and future subsidy cash flows expectation on existing project. Mgmt.
thought the concept was not yet clear, and needed further policy details for
a more comprehensive interpretation.

B Valuation at bottom range. We think market concerns had already factored
in current valuation, and are likely to suppress share price in short term until
the potential policy negative is cleared. We maintain our earnings forecast
unchanged. TP is maintained at HK$4.73, maintain BUY.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 26,388 27,541 28,684 31,668 34,545
YoY growth (%) 7.3 4.4 4.2 10.4 9.1
Net income (RMB mn) 3,924 4,325 4,690 5,463 6,411
EPS (RMB) 0.49 0.54 0.58 0.68 0.80
EPS CHG (%) 6.39 10.22 8.44 16.48 17.4
Consensus EPS(RMB) N/A 0.52 0.59 0.66 0.71
P/E (x) 6.89 6.25 5.76 4.95 4.2
P/B (x) 0.6 0.56 0.52 0.48 0.44
Yield (%) 2.9 3.2 35 4.0 4.7
ROE (%) 8.9 9.0 9.1 9.7 10.4
Net gearing (%) 163 156 166 169 151

Source: Company data, Bloomberg, CMBIS estimates
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Wind power generation (GWh) 10,856 40,732 11,612 44,070 7.0%
Run Rate % 26.7%  100.0% 26.3% 100.0% n/a
Coal-fired power (GWh) 2,566 9,531 1,950 9,000 -24.0%
Run Rate % 26.9% 100.0% 21.7% 100.0% n/a
Other power (GWh) 136 473 81 600 -41.0%
Run Rate % 28.8% 100.0% 13.4% 100.0% n/a

Source: Company data, CMBIS estimates

Figure 2: 1Q20 results summary
1Q19 FY19 1Q19/FY19 1Q20  FY20E 1Q20/FY20E[ 1Q YoY

Revenue 7,092 27,541 25.8% 7,184 28,684 25.0% 1.3%
Wind 4,938 18,981 26.0% 5,530 20,535 26.9% 12.0%
Coal power 1,916 7,784 24.6% 1,582 7,432 21.3% -17.4%
Others 236 657 35.8% 72 717 10.0% -69.5%
Concession 2 118 1.9% 0 0 n/a -100.0%

Other net income 226 843 26.8% 203 889 22.8% -10.2%

Operating expenses (4,237) (18,438) 23.0% (3,989) (19,072) 20.9% -5.8%

Operating profit 3,081 9,946 31.0% 3,081 10,501 29.3% 0.0%

Operating profit margin 43.4% 36.1% N/A 43.4% 36.6% N/A 0.0%

Net finance expenses (731) (3,486) 21.0% (774) (3,584) 21.6% 5.9%

Share profit 82 (20) n/a 15 43 34.9% -81.6%

Profit before tax 2,432 6,450 37.7% 2,638 6,961 37.9% 8.5%

Income tax (343) (1,131)  30.3% (427) (1,261) 33.9% 24.6%

Effective tax rate 14.1% 17.5% n/a 16.2% 18.1% n/a 14.9%

Profit for the period 2,089 5,320 39.3% 2,211 5,700 38.8% 5.8%

Less: Minority interest 213 753 28.4% 221 768 28.7% 3.3%

Perpetual interest distribution* 61 242 25.0% 61 242 25.0% 0.0%

Net profit* 1,815 4,325 42.0% 1,930 4,690 41.1% 6.3%

Source: Company data, CMBIS estimates
Note: Perpetual interest distribution and net profit is estimated by CMBIS
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 26,388 27,541 28,684 31,668 34,545 Netincome 3,924 4,325 4,690 5,463 6,411
Wind 18,410 18,981 20,535 23,316 26,083 DD&A 7,316 7,786 8,501 9,403 10,400
Coal-fired 7,314 7,784 7,432 7,665 7,775 WC change (2,405) (1,865) (6,148) (5,759) (2,902)
Others 650 657 717 688 688 Others 5,420 2,269 341 53 83
Concession revenue 14 118 - - - Operating CF 14,255 12,515 7,384 9,160 13,992
Cost of sales (13,927 (14,488 (14,960 (16,093 (17,267
Gross profit 12,461 13,053 13,724 15,576 17,278 Capex (7,248) (9,799) (17,289) (17,500) (10,753)
Associates inv. (78) 221 (43) (44) (44)
Other income, net 917 843 889 998 1,071 Other (1,308) (1,196) (61) (83) (81)
Admin expense (588) (564) (588) (649) (708) Investment CF (8,633) (10,774) (17,393) (17,627) (10,878)
Personnel costs (2,075) (2,352) (2,606) (2,843) (3,004)
Other expenses (1,473) (1,034) (918) (1,013) (1,105) Equity raised - - - - -
EBIT 9,242 9,946 10,501 12,068 13,532 Change of Debts (2,459) 3,286 10,967 9,417 (1,132)
Dividend paid (738) (785) (865) (938) (1,093)
Finance costs, net (3,513) (3,486) (3,584) (4,142) (4,375) Others (4,605) (4,201) 150 150 150
Associates & JVs 167  (10) 43 44 44 Financing CF (7,802) (1,700) 10,252 8,629 (2,074)
Exceptional - - - - -
Pre-tax profit 5897 6,450 6,961 7,970 9,200 Net changein cash (2,179) 41 244 161 1,040
Cash at beginning 5,071 2,861 2,908 3,152 3,313
Income tax (976) (1,131) (1,261) (1,474) (1,756) Exchange difference (31) 7 - - -
Less: Cash at the end 2,861 2,908 3,152 3,313 4,353
Minority interests 755 753 768 791 791 Pledged cash 253 523 320 354 350
Perp. MTN 242 242 242 242 242 Time deposit - - - - -
Net profit 3,924 4,325 4,690 5,463 6,411 Cash at balance sheet 3,114 3,432 3,472 3,668 4,704
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 128,718 133,773 142,585 150,627 150,923 Sales mix (%)
Fixed asset 110,00 114,60 123,52 131,91 132,57 Wind 69.8 689 716 736 755
Prepaid lease payments 2,152 - - - - Coal-fired 27.7 28.3 259 24.2 225
Interest in JVs 4549 4,328 4,371 4,415 4,459 Others 2.5 2.4 2.5 2.2 2.0
Others 12,016 14,838 14,690 14,294 13,888 Concession revenue 0.1 0.4 - - -
Total 100.0 100.0 100.0 100.0 100.0
Current assets 17,786 23,029 27,479 31,450 34,381 Profit & loss ratios (%)
Cash 3,114 3,432 3,472 3,668 4,704  Operating margin 350 361 366 381 392
Account receivable 10,542 16,365 20,098 23,767 25,577 Pre-tax margin 223 234 243 252 266
Prepayments 2,819 1,963 2,495 2,567 2,648 Net margin 14.9 15.7 16.4 17.3 18.6
Others 1,312 1,269 1,415 1,449 1,452 Effective tax rate 16.5 17.5 18.1 18.5 19.1
Balance sheet ratios
Current liabilities 39,780 43,538 48,384 50,197 48,757  Current ratio (x) 045 053 057 063 0.71
Trade and other payable 2,059 3,411 2,049 2,049 2,049 Quick ratio (x) 043 051 055 061 0.68
Other payables 9,122 10,840 10,465 8,480 7,474  Cash ratio (x) 0.07 0.07 0.07 0.07 0.09
Borrowings 28,336 28,965 35,562 39,365 38,943  Inventory turnover days 125 111 114 113 106
Others 264 230 312 314 301 Debtors turnover days 122.4 178.3 232.0 252.8 260.7
Creditor turnover days 51.8 68.9 66.6 46,5 433
Non-current liabilities 50,158 52,610 57,050 62,575 61,774 Total debt / equity ratio (%) 169.5 162.4 171.8 174.9 158.0
Borrowings 46,645 48,881 53,343 59,047 58,415  Net debt/ equity ratio (%) 163.0 156.3 165.7 169.0 151.0
Obligation under financial 361 - - - - Returns (%)
Others non-current assets 3,152 3,728 3,706 3,528 3,359 ROE 8.9 9.0 9.1 9.7 10.4
ROA 2.7 2.8 2.8 3.0 3.5
Minority Interest 7,329 7,732 7,882 8,032 8,182 Per share
Perpetual MTN 4,991 4,991 4,991 4,991 4,991 EPS (RMB) 049 054 058 0.68 0.80
Shareholders' equity 44,245 47,932 51,757 56,282 61,600 DPS (RMB) 0.10 0.11 0.12 0.14 0.16
Total Equity 56,566 60,655 64,630 69,305 74,773 BVPS (RMB) 551 5.96 6.44 7.00 7.67

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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