29 Oct 2019

CMB International Securities | Equity Research | Company Update

Bay Area Development (737 HK)

Land development on the way

SUMMARY. The Company announced framework agreements with Guangdong
Highway Construction and Leatop Real Estate. The agreements set
out principles of cooperation in relation to potential development and utilization of
the land along the GS Superhighway (including the Xintang interchange). We
have factored in land development of Xintang Interchange, and we estimate NAV
of RMB 1,367mn. We believe potential land development of other interchanges
and higher-priced areas such as Shenzhen, will release more value. Based on
DCF, we maintain our target price at HK$ 4.88, representing upside potential of
28.1%. Reiterate BUY.

B Land development on the way. (1) This agreement marks a solid progress
of land development of Xintang Interchange. Next, we expect the company to
set up a project company and start real estate development, which will bring
cash flow to the company starting from 2022E. (2) The GS Superhighway has
23 toll stations or interchanges, of which ~10 toll stations or interchanges are
suitable to undergo traffic layout transformation for land utilization in order to
release land for comprehensive development. This agreement not only marks
the progress of land development of Xintang Interchange, but also suggest
that the development of other interchanges along the GS Superhighway is
also under consideration. (3) The GS Superhighway is comprised of three
sections spanning Guangzhou, Shenzhen and Dongguan. We believe land
development in higher-priced areas such as Shenzhen will release more value.

B Toll business remains in good shape. In Sep, average daily traffic of GS
superhighway was 102,000 vehicles, same as last year. Average daily traffic
of Western Delta Route was 66,000 vehicles, representing a YoY increase of
15.8%. YTD average daily toll revenue of GS superhighway was RMB
8.813mn, down 4.2% YoY. YTD average daily toll revenue of Western Delta
Route was RMB 4.143mn, up 7.2% YoY.

B Reiterate BUY. We have factored in land development of Xintang Interchange,
and we estimate NAV to be RMB 1,367mn. We believe potential land
development of otherinterchanges and higher-priced areas such as
Shenzhen, will release more value. Based on DCF valuation method, we
maintain target price at HK$ 4.88, representing upside potential of 28.1%.
Reiterate BUY.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Net toll revenue (RMB mn) 2,188 2,160 2,189 2,311 2,412
YoY growth (%) 5.6 (1.3) 1.3 5.6 4.4
Net income (RMB mn) 714 601 653 790 856
EPS (RMB) 0.23 0.20 0.21 0.26 0.28
EPS CHG (%) 35.2 (15.8) 8.6 21.0 8.3
P/B (x) 2.02 2.18 2.19 2.17 2.15
P/E (x) 14.7 17.5 16.1 13.3 12.3
Yield (%) 6.8 5.7 6.2 7.5 8.1
ROE (%) 13.4 12.0 13.5 16.4 17.6
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, CMBIS estimates
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Figure 1. Framework agreements

For land development projects in Guangzhou
For land development projects in Shenzhen

For land development projects in Dongguan
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Source: Company data, CMBIS

Figure 2: DCF Valuation

DCF Valuation (RMB mn)
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn)

FY17A

FY18A FY19E FY20E FY21E

YE 31 Dec (RMB mn)

FY17A FY18A FY19E FY20E FY21E

Share of results of JVs 771 684 725 879 953 Operating activities 37 (39) (35) (42) (46)

GS Superhighway 545 527 502 517 526

Western Delta Route 121 162 185 207 229 Dividends received 835 1,040 945 1,073 1,253

Others 105 (6) 38 156 197 Other investing activities 20 18 16 17 17
Investing activities 855 1,058 961 1,089 1,270

Other income and other 40 2) 16 17 17

Depreciation 0) 0) 0) 0) (0) Dividends paid to:

General and admin (41) (32) (34) (42) (45) - owners of the Company (925) (953) (931)

Finance costs 0) 2) Q) 2) (1) - non-controlling interests 3) (6) 9) 9 (11)

Profit before tax 769 649 705 853 924 Financing activities (928) (958) (939)

Income tax expense (45) (39) (43) (52) (56) Net change in cash (110) 61 (23) (11) (5)

Profit for the year 724 610 663 802 868 Cash at the beginning of the 523 331 140 127 116
Exchange difference 4 2 - - -

Less: Non-controlling 10 9 9 11 12 Cash at the end of the year 417 394 127 116 111

Net profit 714 601 653 790 856

Balance sheet Key ratios

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E

Non-current assets 4908 4,810 4,888 4,937 4,969 Revenue mix (%)

Interests in joint ventures 4,903 4,798 4,875 4,925 4,957 GS Superhighway 70.7 772 69.3 588 552

Other non-current assets 5 12 12 12 12 Western Delta Route 15.7 23.7 25.5 23.5 24.0

Current assets 419 141 128 117 112 Others 13.7 -0.9 5.2 17.7 20.7

Bank balances and cash 417 140 127 116 111

Other current assets 3 1 1 1 1 Growth (%)

Total assets 5328 4,951 5,015 5,054 5,081 Share of results of joint 314 -11.3 6.0 213 8.4
GS Superhighway -1.8 -3.2 -4.8 2.9 1.8

Current liabilities 14 11 106 101 89 Western Delta Route 67.0 34.3 141 11.9 10.8

Payables and accruals 14 11 11 11 11 Profit before tax 355 -15.6 8.6 21.0 8.3

Other current liabilities - - 94 90 78 Profit for the year 34.7 -15.7 8.6 21.0 8.3

Non-current liabilities 70 70 70 70 70 Net profit 352 -15.8 8.6 21.0 8.3

Deferred tax liability 70 70 70 70 70

Other non-current liabilities - - - - - Returns (%)

Total liabilities 84 81 175 171 159 ROE 134 120 135 164 176
ROA 131 11.7 131 15.7 16.9

Share capital 271 271 271 271 271

Share premium and 4,937 4569 4,539 4,582 4,621 Per share (RMB)

Shareholders' equity 5,207 4,839 4,810 4,853 4,891 EPS 023 020 021 026 0.28

Non-controlling interests 36 30 30 30 31 DPS 023 020 021 026 0.28

Total Equity 5244 4,869 4,840 4,883 4,922 BVPS 169 157 156 157 159

Source: Company data, CMBIS estimates
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in this report.
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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
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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
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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
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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
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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
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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.
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