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. . . . BUY (maintain
Overseas travel a lingering headwind to valuation

despite operation turnaround

CTGDF’s shares have been a laggard and are ¢.30% behind its re-opening peers,
on an assumption that international travel is set to recover and likely takes the
wallet shares from domestic travelers. With year-to-date overseas travel recovery
tracking ¢.30% of that in 2019, however, we think year-end recovery rate should
reasonably reach 70%+, slightly lower than a 90% ballpark estimates from talks
we held with investors. Meanwhile, despite a just-in-line 1Q results, we think GPM
should continue to improve sequentially, driven by 1) an increasing higher-margin
airport sales mix, 2) a better inventory mix with sufficient stocks on popular hard-
luxury/ fashion items, and 3) a consistently well-disciplined discount policy.
Beyond these, during the earnings call, management remains upbeat on the
outlook, and discussed a few positive operation updates. These mainly included
1) the new Haikou DF mall, when its sales has already surpassed one-third of
that of Sanya Haitang Bay with positive net profits contribution, 2) the joint
collaboration with CNSC (49% acquired by CTGDF in March this year) which
should yield operational synergy aside from that of Hainan and 3) possible
overseas M&A. We remain buyer of CTGDF.

B 1Q23 largely in-line with us. The 24% revenue growth was driven by the
sales ramp-up of offline premises especially that from the Haikou mall. GPM
of 26.3% has sequentially recovered, despite unfavourable forex impact on
procurement cost and smaller rebates from brand owners. Net profits was
down 10% YoY to RMB2.3bn but that already represented a strong recovery
as it equaled to the total net profits of 2Q-4Q22.

B Earnings change. Our forecasts are little changed. We think consensus
downside risk is moderating, when 2023 net profits estimates are gradually
edqging towards ours (from 30% above us to now approximately 10%).

B Valuation. Our TP is based on an updated 48.0x (from previously 50.0x) end-
23E P/E, which still represents its average since 2020, when market started
to re-rate the stock for a series of policy tailwind. We believe our methodology
has appropriately priced-in the recent market sentiment about China’s gradual
re-opening progress.

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 67,676 54,433 80,873 100,549 123,771
YoY growth (%) 28.7 (19.6) 48.6 24.3 23.1
Net income (RMB mn) 9,654 5,040 9,989 12,504 14,851
EPS (RMB) 4.9 2.5 4.8 6.0 7.2
YoY growth (%) 57.2 (48.9) 91.0 25.2 18.8
Consensus EPS (RMB) n.a n.a 5.3 6.8 8.2
P/E (x) n.a n.a 31.0 24.8 20.9
P/B (x) n.a n.a 5.6 4.9 4.2
Div Yield (%) n.a n.a 11 13 1.6
ROE (%) 32.6 10.4 18.1 19.6 20.2
Net gearing (%) 47.3 44.8 35.2 33.7 33.6

Source: Company data, Bloomberg, CMBIGM estimates
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2022

4. Lockdown in Sanya likely represents

yet another entry opportunity — 9
Aug 2022
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Figure 1: Earnings revision
New

Oold Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 80,873 100,549 123,771 80,043 103,441 NA 1.0% -2.8% NA
Gross Profits 26,999 35,197 44,932 27,324 36,573 NA -1.2% -3.8% NA
EBIT 15,439 19,305 22,817 15,467 19,753 NA -0.2% -2.3% NA
Net profits 9,989 12,504 14,851 9,957 12,822 NA 0.3% -2.5% NA
Gross Margins 33.4% 35.0% 36.3% 34.1% 35.4% NA -0.8ppt -0.4ppt NA
EBIT Margins 19.1% 19.2% 18.4% 19.3% 19.1% NA -0.2ppt 0.1ppt NA
Net margins 12.4% 12.4% 12.0% 12.4% 12.4% NA -0.1ppt Oppt NA
Source: Company data, CMBIGM estimates
Figure 2: CMBIGM estimates vs consensus
CMBIGM Consensus Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 80,873 100,549 123,771 88,634 117,346 143,162 -8.8% -14.3% -13.5%
Gross Profit 26,999 35,197 44,932 31,346 42,648 53,053 -13.9% -17.5% -15.3%
EBIT 15,439 19,305 22,817 16,721 22,485 28,142 -71.7% -14.1% -18.9%
Net profit 9,989 12,504 14,851 11,031 14,936 18,838 -9.4% -16.3% -21.2%
Gross Margin 33.4% 35.0% 36.3% 35.4% 36.3% 37.1% -2ppt -1.3ppt -0.8ppt
EBITs margin 19.1% 19.2% 18.4% 18.9% 19.2% 19.7% 0.2ppt Oppt -1.2ppt
Net margin 12.4% 12.4% 12.0% 12.4% 12.7% 13.2% -0.1ppt -0.3ppt -1.2ppt
Source: Company data, CMBIGM estimates
Figure 3: 12M forward P/E band Figure 4: 12M trailing P/B band
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E
Revenue 67,676 54,433 80,873 100,54 123,77 Net income 9,654 5,040 9,989 12,504 14,851
Airport, online and others 16,204 16,482 25,844 31,763 35,725 D&A 480 572 727 869 1,015
Hainan offshore 51,472 37,951 55,029 68,786 88,047 Change in working capital (2,955) (9,045) (7,613) (4,984) (5,645)
Others 1,151 18 1,799 2,423 2,919
Gross profit 22,793 15,451 26,999 35,197 44,932 Net cash fr. operating act. 8,329 (3,415) 4,902 10,812 13,140
D&A (480) (572) (727) (869) (1,015) Capex & investments (2,155) (2,995) (3,198) (3,057) (2,919)
Selling expenses (3,861) (4,032) (6,874) (10,05 (14,85  Associated companies (62) (875) - - -
Administration expenses (2,250) (2,209) (2,426) (3,016) (3,713) Others (101) 64 - - -

Other operating expenses ~ (1,360)  (969) (1,532) (1,951) (2,535)  Net cash fr. investing act. (2,318) (3,807) (3,198) (3,057) (2,919)
EBIT 14,843 7,669 15,439 19,305 22,817

Equity raised - - - - -
EBITDA 15,323 8,241 16,166 20,174 23,831 Change of Debts - 4,010 - - -
Dividend paid (3,431) (3,676) (3,280) (4,106) (4,877)
Finance costs, net 43 (2200 (499 (89 (32)  Others (386) 15,121 (971) (1,386) (1,688)
Non-operating income (245)  (287) (200) (200) (200) Net cash fr. financing act. (3,817) 15,455 (4,251) (5,492) (6,565)
Total investment gains/(loss) 161 455 - - -
Pre-tax profit 14,801 7,617 15,190 19,016 22,584 Net change in cash 2,194 8,233 (2,547) 2,263 3,656
Cash at the beginning of the year 14,858 17,786 26,892 24,345 26,607
Income tax (2,437) (1,429) (2,911) (3,644) (4,328) Exchange difference (196) 873 - - -
Less: Minority interests (2,711) (1,148) (2,290) (2,867) (3,405) Cash at the end of the year 16,856 26,892 24,345 26,607 30,264
Net profit 9,654 5,040 9,989 12,504 14,851 Less: pledged cash - - - - -
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E YE 31 Dec FY21A FY22A FY23E FY24E FY25E
Non-current assets 16,932 18,702 21,173 23,361 25,265 Sales mix (%)
PP&E/Fixed assets 1,843 5434 7,075 8,685 10,264  Airport, online and others 239 303 320 316 289
Intangible assets 2,401 2,458 2,488 2,466 2,391  Hainan offshore 76.1 69.7 680 684 71.1

Construction-in-progress 2,890 1,852 2,652 3,252 3,652
Other non-current assets 9,797 8,958 8,958 8,958 8,958 P&L ratios (%)

Gross margin 33.7 28.4 33.4 35.0 36.3
Current assets 38,542 57,205 65,198 74,700 86,652  Operating margin 219 141 191 192 184
Cash 16,856 26,892 24,345 26,607 30,264 Pre-tax margin 21.9 14.0 18.8 18.9 18.2
Account receivable 106 151 225 279 344 Net margin 14.3 9.3 12.4 12.4 12.0
Prepayments 348 398 398 398 398
Other current assets 21,232 29,764 40,230 47,415 55,646 Balance sheet analysis

Current ratio (x) 0.4 0.5 0.4 0.4 0.3
Current liabilities 17,136 17,480 20,407 22,662 25,312 Net receivable days 0.6 1.0 1.0 1.0 1.0
Borrowings 411 109 109 109 109 Net payable days 47.8 71.7 71.7 717 717
Account payables 5880 7,660 10,586 12,841 15,492 Inventory turnover days 160.7 262.2 257.2 2522 247.2
Other payables 6,122 6,926 6,926 6,926 6,926 Net debt to equity (%) 473 448 352 337 336
Tax payables 4,722 2,785 2,785 2,785 2,785

Returns (%)
Non-current liabilities 3,546 4,300 4,300 4,300 4,300 ROE 32.6 10.4 18.1 19.6 20.2
Borrowings - 2509 2509 2,509 2,509 ROA 17.4 6.6 11.6 12.8 13.3
Deferred tax liabilities 55 49 49 49 49 Dividend yield n.a n.a 1.0 1.2 15
Other non-current liabilities 3,491 1,742 1,742 1,742 1,742

Per share
Minority Interest 5173 5,554 6,382 7,419 8,651 EPS (RMB) 4.9 2.5 4.8 6.0 7.2
Total net assets 34,791 54,127 61,664 71,099 82,305 DPS (RMB) 1.6 0.8 1.6 2.0 2.4
Shareholders' equity 29,619 48,573 55,282 63,680 82,305 BVPS (RMB) 15.2 24.4 26.7 30.8 35.6

Source: Company data, CMBIGM estimates
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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.

CMBIGM or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months

CMBIGM 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 CMBIGM

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 Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800
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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. CMBIGM 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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM 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 CMBIGM 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. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM 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 CMBIGM 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 CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM 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 CMBIGM.

Additional information on recommended securities is available upon request.
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distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
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