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Bay Area Development (737 HK)

2019 resultsin line; great progress in land development

The Company’s 2019 results was in line with our forecast. It has achieved great
progress in land development as well. Considering impact of the COVID-19, we
lower target price to HK$ 4.41. Maintain BUY.

B 2019 Revenuein line. Share of profit from GZ West Superhighway increased
16.67% YoY to RMB 189mn, beating our expectation by 2%. Share of profit
from GS Superhighway decreased 7.67% YoY to RMB 487mn, missing our
expectation by 4%. Net profit increased 1.76% YoY to RMB 612mn, missing
our expectation by 7%. The Board proposed final dividend of RMB 10.1 cents
per share. Together with interim dividend of RMB 9.8 cents per share, total
payout ratio remained 100% for the year.

B Growth of GZ West Superhighway remained steady while that of GS
Superhighway decreased. GZ West Superhighway remained steady growth.
Average daily traffic increased 9% YoY to 59,000 vehicles, and average daily
toll revenue increased 5% YoY to RMB 4.150mn. For GS Superhighway,
average daily traffic decreased 2% YoY to 100,000 vehicles due to traffic
diversion and construction works, and average daily toll revenue decreased
3% YoY to RMB 8.835mn, mainly due to the impact of higher ETC discount.

B Great progress in land development. The Company and Guangdong
Provincial Communication Group established the Xintang JV in Nov 2019. The
JV won the bid for the residential land use rights of Xintang Interchange in
Dec last year. We believe the Company will benefit from land development
and create better returns for shareholders.

B Risks. (1) ETC discount. During 2H19, share of average daily traffic of
vehicles using ETC increased from 45% to 54%. We expect ETC penetration
to increase, weighing on toll revenue of the Company. (2) Expansion of GS
Superhighway. GS Superhighway has started feasibility study of road
expansion. We expect the potential expansion to have a negative impact on
traffic of GS Superhighway.

B Valuation. In Jan 2020, for GZ West Superhighway, average daily traffic
decreased 19% YoY, and for GS Superhighway, average daily traffic decreased
34% YoY. We forecast 2020E average daily traffic for GZ West / GS
Superhighway will decrease 3.3%/7.7% YoY, respectively, and we assume
the toll-free policy will end 31 Mar. Based on DCF valuation method, we lower
target price to HK$ 4.41, representing upside potential of 43%. Maintain BUY.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Net toll revenue (RMB mn) 2,160 2,144 1,719 2,055 2,164
YoY growth (%) (1.3) (0.8) (19.8) 19.6 5.3
Net income (RMB mn) 601 612 466 687 773
EPS (RMB) 0.20 0.20 0.15 0.22 0.25
EPS CHG (%) (15.8) 18 (23.9) 47.3 12.6
Consensus EPS (RMB) N/A N/A 0.17 0.25 N/A
P/B (x) 1.76 1.76 181 1.76 1.77
P/E (x) 14.2 13.9 18.3 12.4 11.0
Yield (%) 7.1 7.2 55 8.1 9.1
ROE (%) 12.0 12.6 9.7 14.4 16.0
Net gearing (%) Net cash 4.7 2.0 Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 9,492
Avg 3 mths t/o (HK$ mn) 1.16
52w High/Low (HK$) 4.38/2.98
Total Issued Shares (mn) 3,082

Source: Bloomberg

Shareholding Structure

Shenzhen Inv’'t Holdings 71.83%
China Vanke 9.90%
China Taiping 9.45%

Source: HKEx

Share Performance
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29 Oct 2019

2. “Solid step in real estate
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Figure 1: 2019 results review

Share of results of JVs 2.5%
GS Superhighway 487 527 -7.7%
GZ West Superhighway 189 162 16.7%
Others 25 (6) -515.3%

Other net income 2 2) -256.7%

Depreciation 0) 0) 90.0%

General and admin exp 37) (32) 14.5%

Finance costs 1) 1) 82.9%

Profit before tax 664 649 2.2%

Income tax expense (43) (39) 8.4%

Profit for the period 621 610 1.8%

Non-controlling interests 9 9 4.3%

Net profit 612 601 1.8%

Source: Company data, CMBIS estimates

Figure 2: Earnings revision
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Share of results of JVs 785 953 -39.5% -17.6%
GS Superhighway 385 449 517 526 -25.5% -14.7%
GZ West Superhighway 156 195 207 229 -24.8% -14.9%
Others (8) 142 156 197 -105.4% -28.1%

Profit before tax 505 744 853 924 -40.8% -19.4%

Profit for the year 473 697 802 868 -41.0% -19.8%

Net profit 466 687 790 856 -41.0% -19.8%

Source: Company data, CMBIS estimates
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Figure 3: DCF Valuation

DCF Valuation (RMB mn 0 1 2 3 4 5 6 7 8 9 10
CY20E CY21E CY22E CY23E CY24E CY25E CY26E CY27E CY28E CY29E CY30E

Attributable EBIT from GS Superhighway 707 900 927 954 983 1,003 1,023 522 N/A N/A N/A

YoY 27.2% 3.0% 3.0% 3.0% 20% 20% 2.0%

Tax (166) (216) (232) (239) (246) (251) (256) (130)

Effective tax rate 25.4% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

Depreciation and amortisation 289 261 269 277 285 291 297 303

YoY -9.6% 3.0% 3.0% 3.0% 20% 20% 2.0%

Change in working capital (45) (57) (59) (60) (62) (63) (65) (66)

YoY 27.2% 3.0% 3.0% 3.0% 20% 20% 2.0%

CAPEX (46) (46) (46) (46) (46) (46) (46) (46)

FCF 740 842 860 887 915 934 954 582

YoY 13.9% 21% 32% 32% 2.1% 2.1% -38.9%

PV 740 740 663 601 545 489 438 235

Attributable EBIT from Western Delta Route 320 461 502 537 575 615 646 678 712 748 785

YoY 438% 9.0% 7.0% 7.0% 7.0% 50% 50% 50% 5.0% 5.0%

Tax (46) (81) (126) (134) (144) (154) (162) (170) (178) (187) (196)

Effective tax rate 24.9% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

Depreciation and amortisation 210 202 220.6 236.1 252.6 270.3 283.8 298.0 3129 3285 3449

YoY -36% 9.0% 7.0% 7.0% 7.0% 50% 50% 50% 50% 5.0%

Change in working capital (10) (15) (16) (18) (29) (20) (21) (22) (23) (24) (26)

YoY 438% 9.0% 7.0% 7.0% 7.0% 50% 50% 50% 50% 5.0%

CAPEX (46) (46) (46) (46) (46) (46) (46) (46) (46) (46) (46)

FCF 429 522 535 576 620 666 702 739 778 819 863

YoY 218% 26% 7.6% 7.6% 75% 53% 53% 53% 53% 53%

PV 429 458 413 390 369 348 322 298 276 255 236

Terminal Value 8,200

WACC 13.8%

Tax rate 6.4%

Cost of debt 0.0%

Risk free rate 1.7%

Beta 0.90

Market risk return 15.2%

Cost of equity 13.8%

Debt/Assets 0.0%

Terminal growth rate 3.0%

GS Superhighway 4,451

Western 6,350

Land value of Xintang interchange 1,367

Net cash 50

Minority Interest (24)

Equity Value (RMB mn) 12,194

HKDCNY 0.90

Equity Value (HK$ mn) 13,594

Weighted average number of ordinary shares (mn) 3,082

TP (HK$) 4.41

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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 FY21lE FY22E

Share of results of JVs 684 701 532 785 884 Operating activities (39) (35) (29) (43) (48)

GS Superhighway 527 487 385 449 460

Western Delta Route 162 189 156 195 214 Dividends received 1,040 916 891 1,038 1,064

Others (6) 25 8) 142 210 Other investing activities 18 2 2 2 2
Investing activities 1,058 918 893 1,041 1,067

Other income & other expenses 1) 2 2 2 2

Depreciation 0) ©0) 0) ©) (0) Changes in debt 281 (66) (48) (113)

General and admin expenses 32) 37) (28) (41) (47) Dividends paid to:

Finance costs 1) ) 1) ) (2) - owners of the Company (953) (1,187) (778) (759) (959)

Profit before tax 649 664 505 744 838 - non-controlling interests 6) 9) 9) ) (10)
Financing activities (958) (915) (853) (814) (1,082)

Income tax expense (39) (43) (32) (48) (54)

Profit for the year 610 621 473 697 784 Net change in cash 61 31) 12 184 (63)
Cash at the beginning of the year 331 140 109 120 304

Less: Non-controlling interests 9) 9) @) (20) (11) Exchange difference 2 - - - -

Net profit 601 612 466 687 773 Cash at the end of the year 394 109 120 304 241

Balance sheet Key ratios

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21lE FY22E

Non-current assets 4,810 5,194 4,928 4,829 4,732 Revenue mix (%)

Interests in joint ventures 4,798 4,858 4,593 4,493 4,396 GS Superhighway 77.2 69.5 72.3 57.1 52.0

Other non-current assets 12 335 335 335 335 Western Delta Route 23.7 27.0 29.3 24.8 24.2

Current assets 141 51 121 305 242 Others -0.9 35 -1.6 18.0 23.8

Bank balances and cash 140 50 120 304 241

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

Total assets 4,951 5,245 5,049 5,134 4,974 Share of results of joint ventures -11.3 25 -24.0 47.5 12.6
GS Superhighway -3.2 -7.7 -21.0 16.5 25

Current liabilities 11 294 228 180 68 Western Delta Route 34.3 16.7 -17.6 25.1 10.0

Payables and accruals 11 13 13 13 13 Profit before tax -15.6 2.2 -23.9 47.3 12.6

Other current liabilities - 281 215 168 55 Profit for the year -15.7 1.8 -23.9 47.3 12.6

Non-current liabilities 70 81 81 81 81 Net profit -15.8 1.8 -23.9 47.3 12.6

Deferred tax liability 70 81 81 81 81

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

Total liabilities 81 374 309 261 148 ROE 12.0 12.6 9.7 14.4 16.0
ROA 11.7 12.0 9.1 135 15.3

Share capital 271 271 271 271 271

Share premium and reserves 4,569 4,575 4,446 4,578 4,531 Per share (RMB)

Shareholders' equity 4,839 4,846 4,717 4,849 4,802 EPS 0.20 0.20 0.15 0.22 0.25

Non-controlling interests 30 24 23 24 24 DPS 0.20 0.20 0.15 0.22 0.25

Total Equity 4,869 4,870 4,740 4,873 4,825 BVPS 157 1.57 1.53 1.57 1.56

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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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
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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
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.
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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
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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.
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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
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.
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