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Yueyun Transportation

Capital operation with hard-core assets to facilitate
new development

m We recently visited Yueyun Transportation to discuss its business transformation
strategy and earnings growth outlook in 2019-2020.

m Facing tepid core passenger transportation growth, the Company has shifted its
business focus to the commercial operations of its operating assets along major
highways and expressways in Guangdong. Future earnings growth will be driven
mainly by its energy stations, convenience store business and other commercial
operations related to its service zone assets.

m Its earnings growth will remain subdued in 2019E, as 2019 is still a business transition
period for the Company. The stock currently trades at 6.7x 2019E PER, in line with its
historical trading average. We think downside risk should be limited, given its dividend
yield of >6% in 2019E. A-share issuance and more capital operations are likely to
drive a share price re-rating, We think the Company is worth a revisit.

Passenger transportation business to remain stable at best

Its core passenger transportation business (>50% of total revenue) suffered from
decreases in passenger traffic and revenue for two consecutive years in 2017-2018.
Online taxi-booking services launched by companies like Didi resulted in traffic diversion
from its passenger transportation business. The Company expects its core business
revenue to remain only stable in 2019-2020E. To keep stable passenger traffic, it will add
more service routes and provide more integrated and flexible transportation services to
meet the travel needs of local customers in both urban and rural regions. It will also
develop its own online taxi-booking service. It obtained an operating license from the
Guangdong government, and launched its service in Q4 2018.

Energy stations, convenience stores and other commercial

operations in its service zone assets to drive earnings growth

The Company aims to grow its service zone business to the same weight in its total
business as its passenger transportation business (2018: 27% of total revenue). At the
end of 2018, it had operating rights to 27 energy stations under its own brand, and
contracted 142 energy stations to third parties, like Sinopec. The Company aims to
gradually take back the operating rights of these energy stations and add more new
energy stations along new highways being developed by its parent company. The
Company aims to add another 18 energy stations in 2019 (2018: 7). It had 522 stores
under its Loyee brand at the end of 2018. It aims to grow the number of convenience
stores to 580 by the end of 2019. The redevelopment of its self-owned service zone
assets will also help boost traffic and earnings growth of its energy station and
convenience store business and will help facilitate its merchant solicitation and
advertising media business.

A-share issuance and more capital operations to unlock value

Its key strength is leveraging its parent company’s support to gain control of high-quality
operating assets along major highways and expressways in Guangdong. Yueyun has
shifted its business focus from passenger transportation to capital operations of its
service zones, passenger transportation terminals, and energy stations along highways
and expressways developed by its parent company. The proposed A-share issuance of
89m new shares aims to raise Rmblbn to support the development of these segments.
The issuance should help attract market attention and improve its trading liquidity in the
Hong Kong market after its automatic inclusion in the Stock Connect. This will drive its
parent company and Yueyun to initiate more capital operations to unlock its hidden value.

Valuation

Based on our earnings forecast, the Company trades at 6.7x 2019E PER, in line with its
historical trading average. Overall, we think further downside risk to its share price in the
near term should be limited, supported by its dividend yield of >6% in 2019E. Moreover,
its efforts to enhance the commercial value of its operating assets should drive earnings
growth reacceleration and unlock its asset value to help its share price re-rating.

Y/E Dec 31 2015 2016 2017 2018 2019E 2020E
Turnover (RMB m) 8,709 7,321 7,544 6,295 6,678 7,687
Recurring net profit (RMB m) 266 335 429 327 301 326
Net margin (%) 3.1% 4.6% 5.7% 5.2% 4.5% 4.2%
Recurring EPS (RMB) 0.42 0.44 0.54 0.41 0.38 0.39
% change 31.2% 3.8% 21.6% -23.6% -7.9% 2.6%
PER(X) 6.0 5.7 4.7 6.2 6.7 6.6
PBR(x) 0.8 0.9 0.8 0.8 0.8 0.6
Dividend yield(%) 5.1% 5.1% 6.3% 6.7% 6.2% 6.3%

Source: CGIS RESEARCH, COMPANY DATA
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Company profile

Guangdong Yueyun Transportation Company Limited (Yueyun Transportation)
was established in 1999 and was listed on the Hong Kong Stock Exchange in
2005. Its parent company, Guangdong Provincial Communication Group
Company Limited, is involved in the construction and operation of highways and
expressways in Guangdong province. It is also engaged in highway passenger
and freight transportation, logistics, and the design and supervision of highway
and bridge construction works. As at the end of 2018, the parent company had
about a 74.12% equity stake in Yueyun Transportation.

Figure 1: Key shareholder structure as at the end of 2018

Parent company
(GCGC), 74.12%

Free-float, 25 88% /

With its parent company’s support, Yueyun Transportation is involved mainly in
the travel service business in Guangdong. Its key revenue segments include 1)
travel services, 2) material logistics, and 3) other business.

The travel service business, which accounted for around 85% of its total revenue
in 2018, is split into three segments: 1) road passenger transportation (54% of
total revenue in 2018), 2) service zone operation business (27% of total revenue
in 2018), and 3) the operation of Taiping Interchange assets (3% of total
revenue in 2018). The service zone operation business revenue is generated
mainly from the operation of energy stations and convenience stores, and
merchant solicitation and advertising media business along highways and
expressways and at passenger transportation terminals and service zones. The
revenue contribution from these sub-segments is shown in Fig 2.

The material logistics business accounted for 15% of total revenue in 2018. The
Company aims to gradually exit this business, so it will complete all existing
contracts, but not take on any new contracts.

The Taiping Interchange business has the highest gross margin of all the
business segments and accounted for 17% of total gross profit in 2018, while its
revenue contribution was only 3% during the same period.
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Figure 2: Yueyun Transportation 2018 revenue breakdown
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Figure 3: Yueyun Transportation 2018 gross profit breakdown
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Traditional road passenger transportation business
expected to remain flat

The Company’s traditional road passenger transportation business accounts
for >50% of its total revenue. But the business suffered a revenue decline for
two consecutive years in 2017-2018 (Fig 11).

The opening of new high-speed train services connecting cities in Guangdong
didn’'t present much of a threat to its road passenger transportation business.
The online taxi-booking services launched by Didi and other similar companies
in China resulted in traffic diversion to its road passenger transportation
business. To secure stable core road passenger transportation business, the
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Company will add more service routes and develop its own online taxi-booking
service. The Company obtained official approval for its online taxi-booking
platform from the Guangdong provincial government, with permission for
nationwide service in September 2018. Later, it obtained licenses for its online
taxi-booking business in Guangzhou, Zhongshan, Heyuan and Shaoguan. It
launched its online taxi-hailing service in Q4 2018. The Company also aims to
strength its transportation route offerings to better connect rural and urban areas
and provide more flexible passenger transportation business, like bus charter
services.

Figure 4: Distribution of Yueyun Transportation’s passenger transportation terminals

@ axrvararan
S waramawnn S sxvsniss
FEUHSHE S wxnanvene © mrveuune
. marvsment
S aninsan T § @ mxceskean
s ]

© vomanue
@ avnenan
@ manewan B avnvean
© wonvaan
S meveau

e
Surureran S menvaun |

© runinnven Suemmnwses 1 Samnene) | | 5 g::::::

@ wamnnaren

@ ramraran

S menenan
© sanenan
S rrneman
© waanswan
© wenenan
S wrararene

& zonvenn

Snomerne
S nraraenns

© nraneran

S neasaee

S smrenen
L I ——
@ sarsravosn @ axanzmnn

D rasusreren

S manarawan

o 5. & inacednnaan

[ —  mezaneran

SOURCES: CGIS RESEARCH, COMPANY DATA|

Figure 5: Yueyun Transportation’s transportation network
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Energy stations, convenience stores and other
service zone business development expected to
enhance asset value and drive earnings growth

The Company has operating rights in all the service zones along the highways
and expressways built by its parent company in Guangdong. At the end of 2018,
it operated 290 service zones along its parent company’s highway assets in
Guangdong. The Company covers c90% of all the service zones owned by its
parent. As it operates the road passenger transportation business, it also
operates passenger transportation terminals, which are distributed in major cities
and counties in Guangdong. At the end of 2018, it operated 80 transportation
terminals in Guangdong.

With its parent company’s authorization, the Company can develop its energy
station and convenience store business along highways and in highway service
zones and passenger terminals. It also generates revenue from merchant
solicitation business and advertising media business by making use of its
operating assets on highways and in highway service zones and passenger
transportation terminals.

» Energy station business

In 2016, the Company started to explore the potential of running its own energy
stations and develop its own energy station brand. It opened 14 energy stations
under its own brand in 2016 and contracted 140 other stores to third parties,
mainly Sinopec. In 2016, the Company built an energy business development
platform, which controls its energy business development. The Company is
involved in retailing refined oil products and invested in the development of LNG
refueling stations. It is also involved in the development of charging piles in its
energy stations along expressways in Guangdong. At the end of 2018, it had 27
self-owned energy stations, 142 energy stations contracted to third parties, and
9 stations operated by JVs. The Company intends to gradually make these self-
owned stations in the long term. In 2019E, it plans to add another 18 stations
under its own operations.

Figure 6: Distribution of Yueyun Transportation’s energy stations
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» Convenience stores

The Company has built a network of convenience stores in service zones and
transportation terminals, and in its energy stations along highways in
Guangdong. The Company has developed its own brand, called Yueyun Loyee
(5:%). At the end of 2018, the Company had 522 convenience stores, over 380
of them self-owned. Its convenience store network provides an important 020
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platform for the Company’s various business segments and serves as an
important carrier for the development of various offline expressway businesses.
Loyee stores offer services like ticket sales, car rentals, small parcel express
delivery, logistics and distribution, tourism product sales and experience zones.
The Company plans to develop its Loyee stores in service zones and passenger
terminals, as well as in third- and fourth-tier cities and villages. The Company
plans to add 58 convenience stores in 2019E.

Figure 7: Yueyun Transportation’s self-operated convenience stores
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> Service zones

The Company has priority to gain the operating rights to its parent company’s
service zone assets if the assets provide positive value to its business. At the
end of 2018, it had the operating rights to 290 service zones (end-2017: 210).
The Company operates retail stores and energy stations in the service zones. It
also generates revenue from its merchant solicitation and advertising media
business.

The Company has enhanced the commercial value of some of its key-node
service zones to help attract more traffic, lengthen travelers’ sojourn time and
increase travelers’ spending while they are in the Company’s service zones.
This should help boost the earnings growth of its energy stations and retail
stations in the service zones. It also attracts third-party vendors to rent space to
open businesses in the service zones, which boosts the Company’s merchant
solicitation business growth and helps its advertising media business growth.

So far, the Company has finished the first phase of the renovation and
expansion work in its Dahuai Service Zone, which started in Q1 2019. The
Company has another 2-3 service zone redevelopment projects under
consideration. But it will only kick off these projects if the Dahuai model proves
mature and successful. Based on the Company’s data analysis, per capita
consumption at its Daihuai service zone was around Rmb25 vs. per capita
consumption of Rmb10 in its traditional service zones. This should reinforce the
Company’s plan to redevelop some of its service zones to enhance the
commercial value of its operating assets.
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Figure 8: Distribution of the service zones Yueyun Transportation operates in
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A-share issuance for business transformation

To enhance the commercial value of its operating service zones and passenger
transportation terminals and the further development of its energy stations and
convenience stores, the Company decided to issue new A-shares on the Small
and Medium Enterprise Board of the Shenzhen Stock Exchange. It plans to
issue around 89m new A shares, which represents 11% of its current issued
share capital. The Company aims to raise funds of Rmb1,000m for its service
zone and passenger transportation business development. The proceeds will
also be used to help the Company develop its intelligent transportation platform,
which will provide more effective and precise marketing and generate more
commercial value from its operating assets. Currently, its A-share issuance is
waiting for initial review by the SFC. The Company plans to finish this A-share
issuance by 2020.

Figure 9: Planned use of A-share issuance proceeds

Total investment  IPO proceeds to be

Project (Rmb m) used (Rmb m)
Highway senice zone and energy station development 424.39 405.00
Passenger transportation business development 470.15 419.00
Highway media business 61.37 58.00
Information management platform 119.66 118.00
Total 1,075.57 1,000.00

Earnings growth expected to remain subdued in 2019

We expect total revenue to grow 6.1% YoY in 2019E and 15.1% YoY in 2020E.
We believe its revenue growth will come mainly from its energy and retail store
business segments (Fig. 11). The traditional road passenger transportation
business will largely remain stable in 2019-2020, given its efforts to add new
routes and launch its own online taxi-hailing business. As the Company
promised, it will gradually exit its material logistics business, so we expect
revenue from this segment to decline in 2019E. The largest growth uncertainty
will come from its operation of the Taiping Interchange toll. With the new Humen
2" Bridge opening and government traffic restrictions for heavy-duty trucks,
vehicle flow on the Taiping Interchange will start to decline from 2019 onwards.
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As its Taiping Interchange toll offers the highest gross profit margin, we expect
its gross profit margin to decline from a deteriorating revenue mix. We also
expect its business transformation to constrain margin expansion in 2019-
2020E. Overall, we expect its earnings to fall 7.9% YoY in 2019E. We expect its
earnings growth to recover to 8.3% YoY in 2020E.

As the Taiping Interchange toll accounts for >20% of its net profit, we ran a
sensitivity analysis of its earnings to changes in our growth assumptions for its
Taiping Interchange business. As Fig 12 shows, every 5ppt change in our
revenue growth assumption for its Taiping Interchange business reduces our
earnings forecast for the Company in 2019E by 1.6%.

Figure 10: CGIS earnings forecast for Yueyun Transportation
Rmb m 2015 2016 2017 2018 2019E 2020E
Revenue 8,709 7,321 7,544 6,295 6,678 7,687
% YoY -11.8% -15.9% 3.0% -16.6% 6.1% 15.1%
Cost of sales -7,403 -6,040 -6,092 -5,219 -5,615 -6,490
Gross profit 1,307 1,281 1,452 1,076 1,063 1,197
Gross profit margin 15.0% 17.5% 19.3% 17.1% 15.9% 15.6%
Sales tax -65 -61 -56 -47 -50 -58
% of sales -0.8% -0.8% -0.7% -0.7% -0.7% -0.7%
Selling expenses -82 -93 -89 -65 -69 -80
Administrative expenses -695 -669 =719 -680 -721 -830
R&D expenses -4 -1 -1 -1
Other income and gains, net 110 172 152 277 305 335
Profit from operations 573 630 735 560 527 564
Operating profit margin 6.6% 8.6% 9.7% 8.9% 7.9% 7.3%
Selling expenses as % of revenue 0.9% 1.3% 1.2% 1.0% 1.0% 1.0%
Administrative expenses as % of revenue 8.0% 9.1% 9.5% 10.8% 10.8% 10.8%
Depreciation & Amortisation 426 509 546 626 657 750
EBITDA 1,000 1,139 1,282 1,186 1,184 1,313
EBITDA margin 11.5% 15.6% 17.0% 18.8% 17.7% 17.1%
Interest income 19 21 15 21 13 12
Interest expense -89 -69 -74 -86 -91 91
Net finance cost -70 -48 -59 -65 -78 -79
Share of profit of associates 27 25 46 33 36 40
PBT 530 607 723 528 485 525
Tax -164 -150 -183 -149 -136 -147
Effective tax rate 31.0% 24.6% 25.3% 28.2% 28.0% 28.0%
Net profit 366 458 540 379 349 378
Net profit margin 4.2% 6.3% 7.2% 6.0% 5.2% 4.9%
Attributable to:
Equity holders of the parent 266 335 429 327 301 326
YoY growth 31.2% 26.0% 27.9% -23.6% -7.9% 8.3%
Minority interests -100 -123 -111 -52 -48 -52
EPS 0.42 0.44 0.54 0.41 0.38 0.39
Diluted EPS 0.33 0.42 0.54 0.41 0.38 0.39
Dividend payout ratio 30.6% 29.5% 29.9% 41.5% 41.5% 41.5%
DPS 0.13 0.13 0.16 0.17 0.16 0.16
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Figure 11: Key revenue segment forecast

RmMmb m 2017 2018 2019E 2020E
Road passenger transportation 3,457 3,415 3,518 3,694
Energy stations 616 917 1,376 2,064
Convenience stores 386 453 544 653
Merchant solicitation 228 246 270 297
Advertising media 81 99 114 132
Senjice zone operation 1,311 1,716 2,305 3,146
Operation of Taiping Interchange 213 220 191 182
Travel service 4,981 5,351 6,014 7,021
Material logistics 2,558 937 656 656
Other business 4 7 8 10
Total 7,544 6,295 6,678 7,687
% of total

Road passenger transportation 46% 54% 53% 48%
Energy stations 8% 15% 21% 27%
Convenience stores 5% 7% 8% 8%
Merchant solicitation 3% 4% 4% 4%
Advertising media 1% 2% 2% 2%
Senjice zone operation 17% 27% 35% 41%
Operation of Taiping Interchange 3% 3% 3% 2%
Travel service 66% 85% 90% 91%
Material logistics 34% 15% 10% 9%
Other business 0% 0% 0% 0%
Total 100% 100% 100% 100%
% YoY chg

Road passenger transportation -0.6% -1.2% 3.0% 5.0%
Energy stations 81.5% 48.9% 50.0% 50.0%
Convenience stores 31.3% 17.6% 20.0% 20.0%
Merchant solicitation 5.4% 7.5% 10.0% 10.0%
Advertising media 11.8% 22.4% 15.0% 15.0%
Senjice zone operation 42.1% 30.8% 34.3% 36.5%
Operation of Taiping Interchange 8.3% 3.2% -13.0% -5.0%
Travel service 8.3% 7.4% 12.4% 16.7%
Material logistics -15.5% -63.4% -30.0% 0.0%
Other business 24.4% 61.5% 20.0% 20.0%
Total -1.1% -16.6% 6.1% 15.1%

Figure 12: 2019E earnings sensitivity analysis to toll bridge business growth

Toll bridge revenue growth 2019E Change from 2018 % YoY chg
earnings base case earnings
Base case (Rmb m) 301 327
2.0% 316 4.8% -3.5%
-3.0% 311 3.2% -5.0%
-8.0% 306 1.6% -6.5%
-13.0% 301 0.0% -7.9%
-18.0% 297 -1.6% -9.4%
-23.0% 292 -3.2% -10.9%
-28.0% 287 -4.8% -12.4%
Valuation

With its lackluster earnings growth, Yueyun Transportation’s share price has
fallen 4% CYTD vs. a 12% rise in the HSI Index during the same period. Based
on our earnings forecast, the Company trades at 6.7x 2019E PER, in line with its
historical trading average. Overall, we think further downside risk to its share
price in the near term should be limited, supported by its dividend yield of >6% in
2019E. Moreover, its efforts to enhance the commercial value of its operating
assets should help drive earnings growth re-acceleration from 2020 onwards
and unlock its asset value to help its share price re-rating. Its A-share issuance,
if successful, may help improve its trading liquidity in Hong Kong, as the H-
shares will be included in the Stock Connect. We think the parent company will
add more capital operations to the Company after the success of its A-share
listing. We suggest investors put the stock back on their radar.
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Figure 13: Yueyun Transportation’s land use rights
2018
Land use rights (Rmb m) 859
Exploitable land size (m sgm) 1.6
Total size (m sgm) 2.6
Cost based on size of exploitable land size (Rmb/sgm) 523.8
SOURCES: CGIS RESEARCH, COMPANY DATA|

Figure 14: Share price performance CYTD Figure 15: Yueyun Transportation 12-mth forward PER band
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SOURCES: CGIS RESEARCH, BLOOMBERG SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG

Figure 16: Comp sheet
Ticker Mkt cap Price PER EPS growth PEG P/Bk Dividend yield ROE
Us$s m () 2018 2019E 2020E 2018 2019E 2020E 2019E 2018 2019E 2020E 2018 2019E 2020E 2018 2019E 2020E

H-share peers
Yueyun Transportation 3399 HK 293 287 6.2 67 65 -23.6% -7.9% 26% na 08 08 06 6.7% 6.2% 6.3% 13.7% 11.8% 9.2%
Transport International 62 HK 1,267 22.80 13.6 na na -46.0% na na na 10 na na 53% na na 7.0% na na
Kwoon Chung Bus 306 HK 250 4.24 na na na na na na na na na na na na na na na na
AMS Public Transport 77 HK 32 093 na na na na na na na na na na na na na na na na
A-share peers
Sichuan Fulin Transportation 002357 CH 311 6.86 57.2 na na -63.5% na na na 19 na na 15% na na 34% na na
Delixi Xinjiang Transportation 603032 CH 602 25.96 16.0 na na 872.0% na na na 6.1 na na 0.2% na na 37.9% na na
Hainan Haigi Transportation 603069 CH 305 6.66 35.1 na na 18.8% na na na 19 na na 0.9% na na 54% na na
Jiangxi Changyun 600561 CH 220 6.41 58.3 na na 22.2% na na na 11 na na 05% na na 18% na na
International peers
Conwenience Retail 831 HK 364 3.74 156 na na 21.7% na na na 41 na na 59% na na 26.5% na na
Chengdu Honggqi 002697 CH 1,190 6.04 25.2 215 184 100.0% 17.1% 17.1% 1.3 3.1 29 25 0.9% 1.3% 1.5% 12.5% 13.3% 13.8%
Zhongbai Holding 000759 CH 707 7.17 11.4 52.0 419 530.0% -78.1% 23.9% na 14 14 14 0.0% 0.7% 2.1% 12.7% 2.7% 3.3%
Seven & | 3382 JP 30,409 3,719 16.2 15.1 13.7 121% 7.2% 103% 21 13 12 12 2.6% 2.6% 29% 8.0% 82% 8.5%
FamilyMart 8028 JP 12,633 2,702 30.1 27.2 259 34.9% 10.6% 52% 26 24 23 22 13% 15% 1.6% 8.0% 8.3% 8.4%
Lawson Inc 2651 JP 4,755 5,140 20.1 269 194 -46% -253% 384% na 19 18 1.8 50% 32% 33% 92% 6.9% 9.2%

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG, Note: based on closing prices on 19 June|
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