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BBMG Corporation [2009.HK; 601992.CH]

1H18 Positive Profit Alert Should Help Turn the Overly Bearish Sentiment

BBMG announced that its 1H18 reported net profit would increase by 30%-41% YoY.
The Company’s share price has dropped 26% YTD, much weaker than other major ce-
ment companies because it reported a net loss in Q1. We believe the positive profit alert
should help rebuild investors’ confidence and show that the net loss in Q1 was just a
short-term issue. The current valuation of 6.4x 2018E PER and 0.43x PBR looks too
bearish, in our view. We reiterate our BUY rating and maintain our 2018E/2019E earn-
ings forecasts. We lower our SOTP-based target price from HK$4.68 to HK$3.55 (0.58x
2018E PBR and 8.6x 2018E PER), mainly due to the adoption of a larger NAV discount
for the property business (from 30% to 40%) after the recent correction of the whole sec-
tor. We also lower our target price for BBMG-A (601992.CH) from RMB5.66 to RMB4.55
accordingly (50% premium to our H-share target price, methodology unchanged).

Investment Highlights

® Concerns about the net loss in Q1 largely removed. BBMG announced that its
reported net profit in 1H18 would be RMB2.4bn-2.6bn, up 30%-41% YoY, driven by
higher ASPs in the property development and cement businesses. This should
largely remove concerns about the weak Q1 results, which recorded a net loss of
RMB213m because of limited revenue booking from the property development busi-
ness and the low cement sales volume due to seasonality. Unless the non-cash
property revaluation gain in 1H18 is exceptionally large, the Company should be on
track to reach our full-year recurring profit forecast of RMB3.66bn.

® Good progress in catching up in Q2. In Q1 2018, GFA booked for the property
development business fell 29% YoY to 0.142m m?, and sales volume for the cement
business declined 13% YoY to 11.53m tonnes. According to the announcement yes-
terday, GFA booked in 1H18 was 0.4m m? which was largely flat YoY, while sales
volume for the cement business was 39.6m tonnes during the same period, down
6.24%. The figures show the performance in Q2 was much stronger than that of Q1.

® Refinancing should not be a concern. Many China property plays faced selling
pressure in the past few weeks because of concerns about refinancing amid tighten-
ing credit in China. However, as one of the key SOEs under the Beijing municipal
government, we believe BBMG should not have any problem getting access to bank
loans and the bond market for refinancing.

® Very low valuation. BBMG is trading at 0.43x 2018E PBR, lower than the historical
average by about 1.5 standard deviations. We believe the share price weakness
was caused mainly by the poor Q1 results and selling pressure in the China property
sector. The 1H18 positive profit alert should help remove the concern about missing
the revenue booking target for the property development business. As the 2018E
PER of 6.4x is also near the low end of the trading range, further share price down-
side risk should be limited, in our view.

Y/E Dec 31 2015 2016 2017 2018E  2019E

Turnover (RMB m) 38,747 46,168 61,838 71,196 77,281
Recurring net profit (RMB m) 1,873 2,319 2,536 3,657 3,915
Net margin (%) 4.8 5.0 4.1 5.1 5.1
Recurring EPS (RMB) 0.18 0.22 0.24 0.34 0.37
% Change (14) 24 9 44 7
PER (x) 12.3 10.5 9.3 6.4 6.0
PBR (x) 0.61 0.55 0.48 0.43 0.40

Sources: Company, CGIS Research
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Key financials

BBMG (02009.HK; 601992.CH)
Income Statement
(RMB'000, except for per share amount)

Year ended 31 Dec 2015 2016 2017 2018E 2019E
Revenue 38,746,899 46,167,928 61,838,143 71,195,795 77,281,325
COGSs (30,526,041) (36,542,047) (47,635,012) (53,683,748) (58,269,727)
Gross profit 8,220,858 9,625,881 14,203,131 17,512,046 19,011,598
Operating expenses (4,519,969) (5,662,098) (8,832,913) (10,057,026) (10,807,330)
Operating profit 3,700,889 3,963,783 5,370,218 7,455,020 8,204,268
Other income and expenses 668,260 716,618 773,475 783,154 850,095
EBIT 4,369,150 4,680,401 6,143,693 8,238,174 9,054,362
Net finance costs (1,335,546) (1,603,501) (2,675,588) (3,194,060) (3,661,021)
Profits from JCEs and associates (17,694) 108,900 188,732 190,000 215,000
Non-recurrent items 166,745 490,732 400,307 - -
Income before tax 3,182,654 3,676,532 4,057,144 5,234,114 5,608,342
Income tax expense (1,231,587) (986,183) (1,106,795) (1,384,945) (1,487,242)
Minority interests 66,386 (3,693) (113,684) (192,458) (206,055)
Net income 2,017,453 2,686,656 2,836,665 3,656,710 3,915,045
Recurring net income 1,873,061 2,318,607 2,536,435 3,656,710 3,915,045
EPS (RMB) 0.189 0.252 0.266 0.342 0.367
Recurring EPS (RMB) 0.175 0.217 0.238 0.342 0.367
DPS (HK$) 0.018 0.053 0.057 0.074 0.079
Depreciation and amortization 1,346,751 1,870,612 3,686,577 3,817,650 4,023,889
EBITDA 5,715,901 6,551,013 9,830,270 12,055,824 13,078,251
Cement and clinker ASP (RMB/tonne) 178 193 245 274 278
Cement and clinker vol. ('000 tonnes) 39,260 55,214 102,603 103,403 105,375
Cement and clinker gross profit (RMB/tonne) 18 43 75 92 93
Booked GFA (‘000 sgq.m) 1,263 1,156 949 1,050 1,103

Revenue Breakdown:#

Cement 10,828,700 15,365,000 31,073,800 33,926,360 35,289,363
Modern building materials 10,371,700 11,121,400 13,034,700 14,859,558 16,642,705
Property investment 2,692,400 3,260,300 3,316,400 3,386,473 3,484,402
Property development 16,921,400 18,448,500 16,079,800 21,225,336 24,255,000

Growth Rates:

Revenue -2% 19% 34% 15% 9%
EBIT -3% 7% 31% 34% 10%
EBITDA 0% 15% 50% 23% 8%
Core net income -4% 24% 9% 44% 7%
Recurring EPS -14% 24% 9% 44% 7%

Margins and Ratios:

Gross margin 21.2% 20.8% 23.0% 24.6% 24.6%
Net margin 4.7% 5.0% 4.3% 5.4% 5.3%
EBIT margin 9.6% 8.6% 8.7% 10.5% 10.6%
EBITDA margin 14.8% 14.2% 15.9% 16.9% 16.9%
Effective tax rate 39% 27% 27% 26% 27%

Sources: Company data, CGIS Research estimates

Figure 1: Market cement prices in north China (RMB/tonne) Figure 2: Sum-of-the-parts valuation
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Key financials

BBMG (02009.HK; 601992.CH)
Balance Sheet Statement of Cash Flow
(RMB'000 , except for per share amount)

As at 31 Dec 2015 2016 2017 2018E 2019E Year ended 31 Dec 2015 2016 2017 2018E 2019E
Inventories 54,007,187 64,111,235 98,649,717 110,000,000 125,000,000 Profit before tax 3,182,654 3,676,532 4,057,144 5,234,114 5,608,342
Trade receivables 7,387,536 11,140,789 10,106,902 12,000,000 13,000,000 Depreciation & Amortization 1,346,751 1,948,016 3,630,396 3,817,650 4,023,889
Bills receivable 2,197,924 3,857,029 8,181,664 8,181,664 8,181,664 Change in w orking capital (8,477,792)  (7,036,273) (28,028,297) (10,308,068) (12,700,000)
Others 7,373,104 12,359,459 8,747,133 9,361,457 9,431,457 Others / adjustments (797,317)  (2,781,820) 8,486,504 (871,888) 280,781
Bank balances and cash 18,369,881 28,010,211 17,903,847 16,571,217 20,579,520 Net operating cash flow (4,745,703)  (4,193,545) (11,854,253)  (2,128,193) (2,786,988)
Total current assets 89,335,633 119,478,723 143,589,262 156,114,338 176,192,641
Capex (680,623) (2,410,059) (1,882,247)  (3,500,000)  (3,500,000)
PPE, net 19,390,359 49,736,905 48,766,812 48,679,914 47,956,025 Others 1,169,447  (1,464,688) 1,182,659 - -
Prepaid lease payments - - - - - Net investing cash flow 488,824  (3,874,747) (699,588)  (3,500,000) (3,500,000)
Others 22,020,713 39,181,481 39,851,408 40,638,771 41,447,249
Total non-current assets 41,411,072 88,918,386 88,618,220 89,318,685 89,403,274 Change in debt 5,279,212 26,568,130 9,919,031 4,953,770 11,000,000
Dividends (160,167)  (491,177)  (512,533) (658,208) (704,708)
Total assets 130,746,704 208,397,109 232,207,482 245433,023 265,595,915 Others 3,431,827 (19,361,880) (2,078,466) - -
Net financing cash flow 8,550,872 6,715,073 7,328,032 4,295,562 10,295,292
Trade payables 9,062,191 14,624,964 17,205,079 19,000,000 21,000,000
Other payables 3,626,299 7,179,818 9,250,033 10,500,000 12,000,000 Increase / Decrease in cash 7,389,709 9,640,330 (10,106,364)  (1,332,631) 4,008,304
Bank and other borrow ings 16,805,996 32,027,734 34,375,200 39,000,000 46,000,000 Net cash/(debt) (23,324,716) (46,384,605) (63,066,922) (69,353,322) (76,345,019)
Others 35,692,087 41,131,670 49,604,049 51,494,296 53,694,296
Total current liabilities 65,186,574 94,964,186 110,434,361 119,994,296 132,694,296 Finance Ratios
Bank and other borrow ings 6,888,600 18,087,686 25,671,030 26,000,000 30,000,000 2015 2016 2017 2018E 2019E
Others 16,489,656 32,435,727 26,184,281 26,184,281 26,184,281 Valuation
Total non-current liabilities 23,378,256 50,523,413  51,855311 52,184,281 56,184,281 PE(x) 12.3 105 9.3 6.4 6.0
EPS grow th (%) - 14 24 9 44 7
Total liabilities 88,564,830 145,487,599 162,289,672 172,178,577 188,878,577 Yield (%) 0.8 23 26 34 3.6
PEG (x) -0.91 0.44 0.99 0.14 0.84
Shareholders' equity 38,082,973 44,200,488 51,162,848 54,307,025 57,563,862 EV/EBITDA (x) 18.4 16.0 10.7 8.7 8.0
Minority interests 4,098,901 18,709,022 18,754,962 18,947,421 19,153,476 PB(x) 0.61 0.55 0.48 0.43 0.40
Operational
Revenue grow th (%) - 2 19 34 156 9
Gross margin (%) 212 20.8 23.0 246 246
Net profit margin (%) 4.7 5.0 4.3 54 53
Days receivables 62 73 63 57 59
Days payables 111 118 122 123 125
Days inventories 615 590 624 709 736
Current ratio (x) 14 1.3 1.3 1.3 1.3
Quick ratio (x) 0.4 0.5 0.3 0.3 0.3
Asset/Equity (x) 3.1 33 33 3.4 35
Net debt/equity (%) 55 74 90 95 100
EBITDA interest coverage (x) 4.3 41 3.7 3.8 3.6
Core ROE (%) 54 5.6 53 6.9 7.0

Sources: Company data, CGIS Research estimates

Figure 3: PER band of BBMG Figure 4: PBR range of BBMG
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy
International.

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer 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 the 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 securities 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 securities covered in this research report three 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 cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved
No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.
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