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) BUY (Maintain)
Growth momentum to remain strong

Target Price HK$119.43
(Previous TP US$127.0)
Up/Downside +35%
GDS delivered strong FY4Q20 results with revenue and adj. EBITDA growth of Current Price HK$88.65
38% and 43% YoY respectively. The growth momentum in FY21E is expected to
continue with adj. EBITDA growth guidance of +40% YoY. We like GDS long- China software & IT services
term growth prospect given its strongest customer portfolio among China IDC (77%
Marley Ngan

of total area committed contributed by cloud service providers). Maintain BUY.
(852) 3916 3719

B FY4Q20 in-line. GDS reported strong FY4Q20 results with revenue growth of marleyngan@cmbi.com.hk

+38% YoY to RMB1,632mn as area utilized rose by 45% to 226k sq m (71% Stock Data
utilization) despite 5.4% decline in MSR. Adj. EBITDA was at RMB758mn (+43% Mkt Cap (HK$ mn) 128,511
YoY), beating top-end of its prior guidance by 2%. Net loss widened to Avg 3 mths t/o (mn) 126.99
RMB299mn on higher effective interest rate at 6.9% due to one-off refinancing 52w HighfLow (HKS)  118.70/81.00
. otal Issued Shares (mn) 1,428

expense (vs. 6.4% in FY3Q20). Source: Bloomberg

B Strong backlog to support FY21E +40% EBITDA growth guidance. GDS Shareholding Structure
FY21E mid-point of guidance suggested revenue and adj. EBITDA growth of STT GDC 32.1%
+37% and 39% respectively while Adj. EBITDA margin is guided to improve William Huang - Chairman 5.4%
further by +1pct pts YoY. FY21E capex plan is at RMB12bn (+28% YoY with z'"g A_”BI . 23%
30% of which related to M&A). Total area committed increased strongly at +52% ouree: SIoombers
YoY to 402k sq m in FY20 and this could suggest area utilized to grow at +40% Share Performance
YoY in FY21E as total area committed is the leading indicator to area utilized — Absolut’e Rilgteis\;/e
in 1.5-2 years forward. 3:$th '2_2-%; Laon

B Raised FY21-22E EBITDA but net loss to widen. We raised FY21E 6-mth &L [
revenue/ adj. EBITDA by 3%/ 2% respectively on 11% higher area utilized but Source: Bloomberg
3% lower MSR. GDS targets a similar level of net additional total area 12-mth Price Performance
committed in FY21E (vs. FY20 of +134k sq m of which 28k sg m from M&A) (HKS)
and will do RMB15bn new debt financing (incl. refinancing portion) to support 0] T T (febased
organic capex/ M&A plans. As such, we expect higher interest expense 20,0
despite GDS effort to lower effective interest rate (long-term target 5%). We 60.0
believe net loss will widen in FY21-22E (vs. prior estimate that bottom line 40.0
could turn profitable in FY22E). 222

Oct-20 Jan-21

B Maintain BUY. We continue to like GDS for its leadership in China IDC, ability
to penetrate new customers (+Bytedance, PDD, iQiyi in FY20) and solid
EBITDA margin improvement track record. Maintain BUY with new target price Auditor: KPMG
of HK$119.43, based on unchanged 32x FY22E EV/EBITDA. Catalysts
include new M&A, customer win and overseas expansion plan announcement.

Source: Bloomberg

Earnings Summary
(YE 31 Dec)

FY19A FY20A FY21E FY22E FY23E

Revenue (RMB mn) 4,122 5,739 7,934 10,521 13,989
YoY growth (%) 48% 39% 38% 33% 33%
Adj. EBITDA (RMB mn) 1,824 2,681 3,796 5,126 6,964
YoY growth (%) 74% 47% 42% 35% 36%
Consensus EBITDA (RMB) 1,824 2,570 3,688 5,023 n.a
Net income (RMB mn) (442) (669) (934) (358) 653
EPS (RMB) (0.45) (0.59) (0.79) (0.33) 0.48
YoY growth (%) n.a. n.a. n.a. n.a. -247%
EV/EBITDA 58.9 375 30.0 24.1 18.7
Yield (%) n.a. n.a. n.a. n.a. n.a.
ROE (%) n.a. n.a. n.a. n.a. n.a.

Source: Company data, Bloomberg, CMBIS estimates
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Valuation
Maintain BUY with new target price of HK$119.43 (35% upside)

We maintain our BUY recommendation on GDS with new target price of HK$119.43, based
on unchanged 32x FY22E adj. EV/EBITDA, 30% above its 3-year mean as growth is likely
to remain strong with adj. EBITDA margin improvement on higher utilization. We use
EV/EBITDA as the valuation methodology as it better reflects IDC operating profitability
than P/E given high depreciation expense during ramp-up stage and large interest expense
gap between peers if capital structure is different.

Figure 1: Peers’ valuation

Mkt Cap i TP EV/EBITDA (x) EV/sales (x) EBITDA margin (%)

Rating (US$ mn) (He) FY21E FY22E FY21E FY22E FY21E FY22E
GDS 9698 HK BUY 17,247 89.50 119.43 30.0 24.1 15.8 15.8 48% 49%
21Vianet VNET US NR 4,456 33.52 N/A 16.7 11.9 4.8 4.8 28% 31%
Sinnet 300383 CH NR 4,520 19.00 N/A 15.7 13.1 33 3.3 21% 22%
Baosight 600845 CH NR 7,812 51.46 N/A 22.7 17.1 4.4 4.4 19% 20%
AtHub 603881 CH NR 1,774  48.97 N/A 17.4 12.8 9.0 9.0 52% 49%
ChinData CD Us NR 6,653 18.52 N/A 33.0 20.8 14.9 14.9 45% 48%
Equinix EQIX US NR 57,028 638.70 N/A 21.8 19.7 10.5 10.5 47% 48%
Digital Realty Trust DLR US NR 39,139 135.35 N/A 23.0 21.3 12.8 12.8 54% 55%
Mean 23.0 17.6 9.4 9.4 39% 40%
Median 22.3 18.4 9.7 9.7 46% 48%

Source: Bloomberg, CMBIS estimates

Figure 2: 12M forward EV/EBITDA chart Figure 3: 12M forward EV/EBITDA band
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenues Net Income (442) (669)  (934)  (358) 653
Service Revenue 4,095 5,717 7,905 10,496 13,962 Depreciation & Amortization 1,142 1,638 2,297 2,956 3,507
Equipment Revenue 28 22 29 25 27 Net ch. In Working Capital (653) (1,023) (142) 792 686
Total Revenue 4,122 5,739 7,934 10,521 13,989 Others 247 375 0 0 0
Cost of sales (3,080) (4,189) (5,621) (7,241) (9,029) Net cash from operating 293 321 1,221 3,389 4,846
Gross Profit 1,043 1550 2,313 3,279 4,960

Capital Expenditures (4,553) (8,021) (10,116) (8,048) (7,134)
R&D Expenditures (22) (40) (52) (68) (88) Acquisition of Business (579) (1,357) (1,785) (1,420) (1,259)
Sales/Marketing/Ad Exp. (130) (135) (168) (200) (282) Other Investing Activities 0 0 (3,872) (3,485) (3,136)
G&A Expenses (411) (703) (923) (1,160) (1,544) Net cash from investing (5,131) (9,378) (15,773) (12,954) (11,530)
Operating Income 480 673 1,170 1,851 3,045
Adj. EBITDA 1,824 2,681 3,796 5,126 6,964 Equity raised 4,934 12,724 0 0 0

Change of debts 3,730 790 6,990 4560 7,253
Interest Expense (969) (1,287) (2,006) (2,170) (2,500) Dividend paid (25) 0 0 0 0
Other non-oper. income 62 66 16 16 16 Others (277) 6,630 1,100 0 137
Profit Before Income Taxes (426) (548) (821) (302) 561 Net cash from financing 8,362 20,144 8,090 4,560 7,390
Income Tax Expense (16) (121) (113) (56) 92

Net change in cash 3,524 11,087 (6,462) (5,004) 706
Net Profit (loss) (442) (669) (934) (358) 653 Cash at beginning of the year 2,162 5,811 16,440 9,978 4,973
Non-controlling interests (58) (69) (51) (51) (51) Ex. difference and others 125  (458) 0 0 0
Net loss att. to ord. (500) (738) (985) (409) 602 Cash at the end of the year 5811 16,440 9,978 4,973 5,679
shareholders
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 24,408 38,940 52,417 62,414 70,438 Key operating ratios
PPE - Net 19,185 29,596 41,287 49,865 56,629 Total areain service (000 sqm, EoP) 226 318 455 628 858
Other Intangible Assets 2,300 3,382 5,167 6,587 7,846 Ave.utiization rate (area utiized area in service) 69% 2% 71% 2% 73%
Other noncurrent assets 2,923 5,962 5,962 5,962 5,962 Average MSR (RMB/sqm/Month) 2,532 2,403 2315 2,222 2,125
Current assets 7,085 18,319 12,944 8,747 10,555 Growth (YoY)
Cash and Equivalents 5,811 16,259 9,797 4,793 5,499 Revenue 48% 39% 38% 33% 33%
A/R - Trade 880 1,480 2,160 2,814 3,749 Gross profit 68% 49% 49% 42% 51%
Other current assets 394 579 987 1,140 1,307 EBITDA 74% 47% 42% 35% 36%

Net profit n.a. n.a. n.a. na. -247%
Current liabilities 4,000 7,644 9,772 12,143 15,159
Borrowings 1,138 2,153 3,337 4,109 5,337 Margins
AP - Trade 1,676 3,657 4,207 5,282 6,508 Gross margin 25% 27% 29% 31% 35%
Accrued Expenses 818 1,493 1,853 2,377 2,935 Operating margin 12% 12% 15% 18% 22%
Other non-current liab. 368 341 375 375 380 EBITDA margin 44% 47% 48% 49% 50%
Non-current liabilities 16,137 22,947 29,854 33,642 39,804 Balance sheet ratio
Borrowings 8,028 10,567 16,374 20,162 26,187 Net debt/ equity ratio (%) 0.5 net 0.5 0.9 1.1
Convertible bonds 2,050 1,928 1,928 1,928 1,928 Current ratio 1.8 24 1.3 0.7 0.7
Others 6,059 10,452 11,552 11,552 11,689

Returns (%)
Total mezzanine equity 1,062 1,102 1,102 1,102 1,102 ROE n.a. n.a. n.a. n.a. 0.02
Share capital 0 1 1 1 1 ROA n.a. n.a. n.a. n.a. 0.01
Capital surplus 12,403 28,729 28,729 28,729 28,729
Retained earnings -2,057 -2,724 -3,657 -4,015 -3,362 Per share
Other reserves -53 -440 -440  -440 -440 EPS (RMB) (0.45) (0.59) (0.79) (0.33) 0.48
Total equity 10,294 25,566 24,632 24,274 24,927 BVPS (RMB) 9.3 20.4 19.6 194 19.9

Source: Company data, CMBIS 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.

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

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 (l)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 (ll) 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

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
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
provided in this report should do so only through a U.S.-registered broker-dealer.

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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