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Stable Performance Maintained, Reiterate "Buy"
YRR R, TN

° China Railway Construction’s (01186 HK) 2019 revenue increased by
13.7% YoY to RMBB830.5 billion. Shareholders’ net profit increased
12.6% YoY to RMB20.2 billion. Results were in line with expectation.
Overall gross margin was down 0.1 ppts YoY to 9.6%. In 2019, the Company PP EAN
signed RMB2,006.9 billion in new contracts, up 26.7% YoY.

Rating: Buy
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e  We expect total revenue to increase at a CAGR of 10.3% in 2019-2022 6-18m TP Hirf: HK$11.66
and expect overall gross margin to improve from 9.5% in 2020 to 9.7%
in 2022. In addition, we expect net margin to marginally decrease due to
faster increase in expenses ratio compared with gross margin and thus, we
expect the Company’s ROE to decrease from 9.6% in 2019 to 8.9% in 2022.

Share price HK$8.460

Stock performance

° Our EPS estimates for 2020/ 2021/ 2022 are RMB1.550, RMB1.717 and

YA i
RMBL1.831, respectively. We expect that the government will continue to eSS
increase fixed assets spending, especially in infrastructure, to maintain stable 100 1 Yof return
economic growth. We maintain the TP at HK$11.66, representing 6.8x/ zz I M 1
- 6.2x/ 5.8x 2020/ 2021/ 2022 PER. Maintain "Buy". (5'0) \l
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Year End Turnover Net Profit EPS ERS PER BPS PBR DPS Yield ROE
G (L ON Je 2R 5 AR BRI B) &R R [iREEs RIS, BRE BRI R
12/31 (RMB m) (RMB m) (RMB) (A%) ) (RMB) ) (RMB) (%) (%)
% 2018A 730.123 17.935 1.257 6.3 5.9 12.511 0.6 0.210 2.8 10.6
© 2019A 830,452 20,197 1.396 1.1 5.4 15.461 0.5 0.210 2.8 9.6
g 2020F 941,572 21,043 1.550 11.0 5.0 17.011 0.5 0.232 3.0 9.1
S 2021F 1,020,035 23,322 1.717 10.8 45 18.728 0.4 0.258 3.4 9.2
5 2022F 1,113,564 24,860 1.831 6.6 4.2 20.559 0.4 0.275 3.6 8.9
Hh g Shares in issue (m) &M% (m) 13,579.5 Major shareholder K% CRCCG 51.1%
£} = Market cap. (HK$ m) Tif (HK$ m) 114,882.6 Free float (%) H HJiid Lk % (%) 48.9
"
#, 3 month average vol. 3 4~ 3P #4425 $2(‘000) 14,022.3 FY20 Net gearing (%) FY20 i ffi/lk 4% 4 (%) 7.9
o
B2 O 52 Weeks high/low (HK$) 52 i =M% (HK$) 10.180 / 7.300 FY20 Est. NAV (HK$) FY20 B Afifi (70 16.9
>
‘g Source: the Company, Guotai Junan International.
%
@
©
=
ey N N
(@) See the last page for disclaimer Page 1 of 7



El 3R B LUk 35

GUOTAI JUNAN SECURITIES

O

China Railway Construction (01186 HK)

2019 shareholders’ net profit increased 12.6% YoY to RMB20.2 billion; results in line with expectation. China Railway
Construction’s (01186 HK, "CRCC" or the "Company") 2019 revenue increased 13.7% YoY to RMB830.5 billion.
Shareholders’ net profit increased 12.6% YoY to RMB20.2 billion, results were in line with expectation. Overall gross margin

decreased 0.1 ppts YoY to 9.6%. Selling expenses ratio increased 0.1 ppts YoY to 0.7%; administrative expenses ratio

increased 0.2 ppts to 4.2%; net finance costs ratio decreased 0.1 ppts. YoY to 0.4%. In 2019, the Company received

RMB2,006.9 billion in new contracts, up 26.7% YoY. As at 31% December 2019, the value of outstanding contracts amounted

to RMB3,273.6 billion, up 20.9% YoY.

Table 1: CRCC’s Segmental Performance in 2019

RMB billion Revenue Gross Margin New Contracts
2019 YoY 2019 2019 YoY
Construction 725 14.1% 7.5 0.18 ppts 1,731 28.0%
Survey, Design and Supervision 18 8.3% 32.1 -2.06 ppts 15 -15.7%
Manufacturing 18 9.8% 22.8 -3.21 ppts 26 5.8%
Real Estate Development 41 11.9% 214  -3.23 ppts 125 34.2%
Other Businesses 72 11.2% 12.1 0.67 ppts 110 14.0%
Inter-elimination -42 n.a. n.a. n.a. n.a. n.a.
Total 831 13.7% 9.6 -0.2 ppts 2,007 26.7%
Source: the Company.
Figure 1: CRCC’s Segmental Revenue in 2019 Figure 2: CRCC’s Segmental Gross Profit in 2019
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Figure 3: CRCC’s Quarterly Revenue Figure 4: CRCC’s Quarterly Gross Profit
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Figure 5: CRCC’s Quarterly Net Profit Figure 6: CRCC’s Quarterly Gross Margin and
Net Margin
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The infrastructure construction industry had a slow-moving start in 2020, yet a strong rebound is expected. In 2019,
construction revenue increased 13.7% YoY to RMB830.5 billion, in which construction operations revenue increased 14.1%
YoY to RMB724.5 billion. Due to the outbreak of the COVID-19 pandemic, the infrastructure construction industry had a
slow-moving start in 2020. According to the National Bureau of Statistics of China, investment projects were affected by a
significant reduction in the number of construction days and a generally low rate of resumption of work; national fixed asset
investment in January-February fell 24.5% YoY. Of these, investment in manufacturing fell by 31.5% YoY, investment in
infrastructure fell by 30.3% YoY and investment in real estate development fell by 16.3% YoY. However, according to a survey
by the National Bureau of Statistics of China, as at the end of March, resumption work rate of construction enterprises and
real estate development enterprises in China could reach about 90%, a substantial increase over the end of February. In
addition, since the start of this year, China’s central government has introduced a series of stable investment policies, such as
an increase in efforts to start new investment projects and speed up progress of construction projects under construction;
accelerate the promotion of major projects and infrastructure construction, increase investment in public health and
emergency supplies, and accelerate the progress of construction of new infrastructure such as 5G networks and data centers;
while In terms of finance, increase the issuance of local special bonds, of which new local government special bonds of
RMB949.8 billion were issued in January-February, an increase of RMB642 billion over the same period last year. We expect
with large infrastructure construction companies substantially back to work and strong supporting policies from the
Government in place, infrastructure investment will rebound strongly in later months in 2020.

We expect total revenue to increase at a CAGR of 10.3% in 2019-2022. In 2019, construction revenue increased 13.7%
YoY to RMB830.5 billion, in which construction operations revenue increased 14.1% YoY to RMB724.5 billion. At the 2020
National Transport Work Conference, the Ministry of Transport announced the main expected targets for 2020: the
completion of railway investment of about RMB800 billion, road and waterway investment of about RMB1.8 trillion, and civil
aviation investment striving to reach RMB90 billion, totaling RMB2,690 billion and to fully complete the objectives and tasks of
the Thirteenth Five-Year Plan. While as at the end of February, 27 provinces (autonomous regions) had announced
investment plans for fixed assets in transportation infrastructure for 2020, with a total investment of about RMB2,600 billion
(including railway), already the same as the target. Because of this, full-year investment completed might actually be higher
than expectation. Furthermore, with medium-term and long-term supporting policies such as the “Outline for the Construction
of Nation with Strong Transportation System” which proposes to improve the expressway network of urban clusters, and the
“Outline for the Regional Integrated Development Plan of the Yangtze River Delta” which proposes to further enhance the
interprovincial highway access capacity, we expect that transportation infrastructure investment will maintain stable and solid
growth in the next 5-10 years. We expect revenue CAGR of 9.7% for construction operations during 2019-2022. As for survey,
design and consultancy operations, manufacturing operations, real estate development operations and other businesses
operations, we expect revenue CAGR of 10.0%, 10.0%, 8.3% and 10.0%, respectively, during 2019-2022. Overall, we expect
total revenue to increase at a CAGR of 10.3% in 2019-2022.
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We expect overall gross margin to gradually improve from 9.5% in 2020 to 9.7% in 2022. In 2019, overall gross margin
decreased 0.2 ppts YoY to 9.6%, in which gross margin of construction operations increased 0.2 ppts YoY to 7.5%. Gross
margin for the construction segment increased gradually from 6.8% in 2016 to 7.5% in 2019, or 2.3 ppts on average annually,
mainly due to selection of higher margin projects and strengthened cost control for increased bulk purchase. We expect that
annual improvement of at least 0.1 ppts is likely through 2022. In addition, we expect that gross margin of the other segments
are likely to stay the same, while all of them have higher gross margin and higher revenue growth (except real estate)
compared with construction, which is likely to push up the overall gross margin. Overall, we expect gross margin to improve
from 9.5% in 2020 to 9.7% in 2022.

We expect total expenses ratio to increase from 5.4% in 2020 to 5.7% in 2022. In 2019, total expenses ratio (selling and
distribution expenses, administrative expenses, R&D expenses and net finance costs) was at 5.3%, up 0.2 ppts YoY. The
Company’s total expenses ratio increased from 4.9% in 2016 to 5.3% in 2019, or 0.13 ppts on average annually. Due to
increase in number of employees through expansion, increase in wages, increase in selling expenses with increased
overseas expansion and increase in borrowing costs through increase in borrowing size, we expect expenses ratio to
increase faster than revenue and will maintain the previous trend of 0.1 ppts annual increase in 2020-2022.

We expect the Company’s ROE to decrease from 9.6% in 2019 to 8.9% in 2022. During the past 3 years the Company’s
ROE has been marginally decreasing, mainly due to decrease in the financial leverage (equity multiplier), and large SOEs
have had very strict KPI for debt control. Going forward, we expect net margin to marginally decrease due to faster increase
in expenses ratio compared with gross margin, while the Company will continue to abide by the strict KPI for debt control in
the next three years, which will restrict it from increasing its equity multiplier. Overall, we expect ROE to decrease from 9.6%
in 2019 to 8.9% in 2022.

Table 2: CRCC’s Dupont Analysis

2017A 2018A 2019A 2020F 2021F 2022F
Net Margin 2.4% 2.5% 2.4% 2.2% 2.3% 2.2%
Asset Turnover 0.8 0.8 0.8 0.8 0.8 0.8
Equity Multiplier 5.5 5.4 5.1 5.0 4.9 4.8
ROE 10.7% 10.6% 9.6% 9.1% 9.2% 8.9%

Source: the Company, Guotai Junan International.

Figure 7: CRCC’s Quarterly Value of New Contracts
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Figure 8: CRCC’s Revenue Growth,

Contracts Growth and Stock Price
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Figure 9: CRCC’s Monthly Forward EV/EBITDA
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Maintain the TP to HK$11.66, maintain "Buy". Our EPS estimates for 2020/ 2021/ 2022 are RMB1.550, RMB1.717 and
RMB1.831, respectively. We expect that the Government will continue to increase fixed assets spending, especially in
infrastructure, to maintain stable economic growth, while transportation infrastructure fixed assets investment growth will
continue outperforming overall fixed assets investment growth. We maintain the TP at HK$11.66, representing 6.8x/ 6.2x/
5.8x 2020/ 2021/ 2022 PER. Maintain "Buy".

Table 3: Peers Comparison

PE (fiscal year)

PB (fiscal year)

ROE(%) D/Y(%)

Company Stock Code  Currency Last price  Market cap(mn) 19A 20F 21F 22F 19A 20F 21F 22F 20F 20F
China Railway Construction-H 1186 HK HKD 8.460 137,363 53 48 43 4.0 0.5 0.5 0.4 0.4 10.3 33
China Railway Group Ltd-H 390 HK HKD 4.380 146,699 4.1 4.2 38 35 0.5 0.4 0.4 0.3 10.7 42
China Communications Const-H 1800 HK HKD 5.200 127,185 4.0 3.6 33 31 0.4 0.3 0.3 0.3 9.1 5.3
China State Construction Int 3311 HK HKD 6.020 30,396 5.6 5.0 43 39 0.7 0.6 0.5 0.5 13.1 6.0
China Railway Signal & Com-H 3969 HK HKD 3.920 67,130 9.1 8.9 79 7.0 1.0 0.9 0.8 0.8 10.0 5.8
China Energy Engineering C-H 3996 HK HKD 0.790 23,749 4.1 42 4.0 na. 0.4 0.4 0.3 n.a. 9.6 4.2
Metallurgical Corp Of Chin-H 1618 HK HKD 1.390 54,732 45 37 34 3.0 0.4 0.3 0.2 0.2 8.2 6.3
Sinopec Engineering Group-H 2386 HK HKD 3.340 14,790 6.0 5.1 47 46 0.5 0.5 0.5 0.4 9.6 9.8
China Machinery Engineerin-H 1829 HK HKD 2.240 9,242 37 3.7 35 35 0.5 0.4 0.4 0.4 12.5 8.6
Simple Average 5.2 48 44 4.1 0.5 0.5 04 0.4 10.3 5.9
Weighted Average 5.0 4.7 43 39 0.5 0.4 0.4 0.4 10.0 49

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2018A 2019A 2020F 2021F 2022F Year end 31 Dec (RMB m) 2018A 2019A 2020F 2021F 2022F
Total Revenue 730,123 830,452 941,572 1,020,035 1,113,564 Property, Plant and Equipment 50,301 50,892 54,098 57,664 61,456 g
Cost of Sales (658,711)  (750,365) ~ (852,312)  (922,184)  (1,005,643) Intangible Assets 50,667 59,872 68,832 77,319 87,075 ;
Gross Profit 71412 80,087 89,260 97,851 107,920 LT Receivables 54,442 60,805 63,845 67,037 70,389 i%
LT Investments 38,127 61,327 68,052 72,829 78,510 Q
Other Income and Gains (8,941) (8,714) 9,127) (9,656) (10,132) Other Non-current Assets 73,857 92,530 92,966 93,422 93,900
Selling and Distribution Expenses (4,431) (5433) (6,120) (6,630) (7,238) Total Non-current Assets 267,393 325425 347,793 368,271 391,330
Administrative Expenses (28,807) (34,679) (40,261) (44,636) (49,842)
Operating Profit 29,232 31,261 33,752 36,929 40,708 Inventories 159,891 194,892 214,228 234,823 257,833
Trade and Bills Receivables 107,019 122,444 138,828 150,396 164,186
Finance Costs (3,910 (3,632) (4,534) (4,487) (6,172) Amounts Due from Contract Customers 123,938 154,903 175,630 190,266 207,711
Non-operating Income / Expenses @17) 398 319 212 178 Cash & Cash Equivalents 143,802 156,887 149,597 152,686 158,276
Profit Before Tax 25,105 28,027 29,538 32,654 34,714 Other Current Assets 115,627 126,688 139,536 151,911 165,782
Income Tax (5.267) (5,403) (6,157) (6,741) (7,002) Total Current Assets 650,277 755,814 817,819 880,083 953,788
Profit After Tax 19,838 22,624 23,381 25913 27,622 Total Assets 917,671 1081239 1165613 1248353 1345119
Non-controlling Interest (1,903) (2,426) (2,338) (2,591) (2,762) Trade and Bills Payables 325,391 395,387 426,156 461,092 502,822
Shareholders' Profit/ Loss 17,935 20,197 21,043 23322 24,860 Advances from Customers 89,277 108,507 123,249 133,352 145,421
Other Payables 55,429 70,117 73,345 81,043 89,629
Basic EPS 1.257 1.396 1.550 1717 1.831 ST Borrowings 61,781 42,749 44536 46,413 48,383
DPS 0.210 0210 0232 0.258 0275 Other Current Liabilities 59,829 72219 68,175 68,887 71,969
Total Current Liabilities 591,707 688,979 735,461 790,788 858,224
<
Cash Flow Statement LT Borrowings 107,299 114,080 127,645 127,645 127,645 i
Other Non-current Liabilities 11,330 16,159 17,104 18,605 20,311 2
Year end 31 Dec (RMB m) 2018A 2019A 2020F 2021F 2022F Total Non-current Liabilities 118,629 130,239 144,749 146,250 147,956 \8,
Profit After Tax 19,838 22,624 23381 25913 27622 Total Liabilities 710,336 819,218 880,210 937,038 1,006,181 ?J
Depreciation and Amortization 13,820 17,770 15,979 17,775 19,590 E
Change in Working Capitals (39,238) (5.481) (14,557) 5,331 9,493 Share Capital 13,580 13,580 13,580 13,580 13,580 +
Other Operating Activities 11,027 5,094 (4,162) (10,179) (13451) Reserves 135,917 156,191 177,234 200,556 225416 é
Cash from Operating Activities 5,448 40,006 20,641 38,840 43,255 Other Equity Instruments 20,393 40,189 40,189 40,189 40,189 §
Total Shareholders' Equity 169,890 209,960 231,002 254,324 279,184 E
Capital Expenditure (32,339) (32,265) (29421) (31,006) (32,538) Minority Interest 37,445 52,062 54,400 56,991 59,754 8
Other Investing Activities (16,905) (17,904) (30,582) (26,884) (30,643) Total Equity 207,335 262,022 285,402 311,315 338,938 g
Cash from Investing Activities (49.244) (50,169) (60,003) (57,890) (63.481) Total Equity and Liabilities 917,671 1081239 1165613 1248353 1345119 E
o]
c
ssue of Shares 0 0 0 0 0 BVPS 12511 15.461 17.011 18.728 20559 S
Capital Contributions 14,946 51,276 27,681 31,301 36,753
Net Borrowings 38373 (21,261) 15,353 1,877 1,970
Dividends (14108) (16325  (11867)  (12034)  (14280) Financial Ratios
Other Financing Activities 4,700 6,507 (1,003) (1,003) (1,093) 2018A 20194 2020F 221F 2022F
Cash from Financing Activities 43912 20,198 30373 20,051 23,350 Gross Margin (%) 9.8 96 95 9.6 9.7
Operating Margin (%) 4.0 38 36 36 37
Cash at Beg of Year 129,393 130,088 140,294 131,344 132,608 Net Margin (%) 25 24 22 23 22
Net Changes in Cash 116 10,035 (8,988) 1,001 3,424 ROA (%) 20 19 18 19 18
Forex Changes 579 171 39 263 158 ROE (%) 106 96 9.1 9.2 8.9
Add: Non-pledged Time Deposits over 3M 13,714 16,504 18,253 20078 22,086 Net Gearing Ratio (%) 122 NetCash 79 6.9 52
Cash at End of Year 143,802 156,887 149,507 152,686 158,276 Interest Coverage (x) 42 41 39 42 38

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral eE s Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform hitE N Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.
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any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.
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