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Continuing to Expand in Purchase Mode
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Accelerate to Purchase New Projects

In H2 of 2014, the company continued to expand its project scale in the purchase mode. It
finished the purchase of 70% stock rights of Zhengzhou Shinnakasu in December with the
processing capacity of 60 thousand tons. It purchased 80% stock rights of Pingdingshan
Sewage Treatment Factory Stage 2 with the processing capacity of 130 thousand tons, as
well as Laiyang Sewage Treatment Factory with the processing capacity of 20 thousand tons.
By the end of January 2015, the sewage treatment scale of the company had reached 2.47
million tons, increasing by 42.5% yoy. Among that 2.08 million tons had been put into
operation, increasing by 44.9% yoy. The management of the company reveals that the
company plans to complete the purchase target of about 1.5 million tons before the end of
2015. We think the purchase mode can make the company enlarge the project scale rapidly,
but the accompanying capital pressure may be increased. We will mainly pay attention to
the financing method and cost changes of the company in the future.

Emphasize Technological Research and Development

The company has established Environmental Nano-engineering Technology Institute
together with Shenzhen Institute of Tsinghua University, and the main research directions
are the membrane technology sewage treatment and digitized waterworks system. Both the
two technologies are the development trend of the future sewage treatment industry. The
management of the company also reveals that the business in the future will be expanded to
industrial sewage and sludge treatment and other fields. We think although it won't affect
the operation situation of the company in a short period, a more diversified business mode
is beneficial to the development of the company as well as the promotion of the valuation of
the company at the same time from a long-term perspective.

Valuation

As a privately owned enterprise of sewage treatment, which is in the leading ranks in the
industry, the company has always kept being undervalued at relatively low levels. The
company has kept expanding all the time by means of acquisition followed by the
subsequent new operation of the acquired business. The speed of expansion has been
relatively fast but the mode of expansion has been relatively simple and unitary. The
company will also move gradually to the other areas of sewage treatment in the future.
From the long-term viewpoint, we expect that the company will perform well. We shall
maintain the target price for the company at HK$4.05, and upgrade the company to “buy”
rating.
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Accumulate (Upgrade)

CMP HKD 3.37

TARGET HKD 4.05
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Key Financial Summary

FYE 12/12 12/13
Operating Profit (HKD 000) 366,969 445,372
Net Profit, adj. (HKD 000) 196,540 231,563

12/14F  12/15F
462,308 566,641
254,751 323,948

EPS, adj. (HKD) 0.13 015 013 0.16
PIE (X) 236 204 236 19.2
BVPS (HKD) 0.74 0.89 1.28 142
PIB (X) 41 34 24 22
DPS (HKD) 0.00 0.00 0.02 0.03
Div. Yield 00%  00%  0.7%  11%

Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
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Financials

For Financial Summary at the end of report

FYE FY11 FY12 FY13 FY14F FY15F
Valuation Ratios

PIE (X) 30.6 23.6 20.4 23.6 19.2
P/IB (X) 6.7 4.1 3.4 2.4 22
Dividend Payout ratio 0.00% 0.00% 0.00% 15.38% 18.75%
Dividend Yield 0.00% 0.00% 0.00% 0.65% 0.98%
Per share data (RMB)

EPS, reported 0.10 0.13 0.15 0.13 0.16
EPS, adj. 0.10 0.13 0.15 0.13 0.16
DPS 0.00 0.00 0.00 0.02 0.03
BVPS 0.46 0.74 0.89 1.28 1.42
Growth

Revenue - 36.0% 34.1% 12.3% 12.0%
Operating income - 28.8% 21.4% 3.8% 22.6%
Net Income, adj. - 25.3% 17.8% 10.0% 27.2%
Key Ratios

Current ratio 121.39% 155.51% 144.31% 147.00% 113.70%
Gross profit margin 46.00% 44.21% 38.32% 40.59% 42.24%
Net profit margin 21.35% 19.67% 17.28% 16.93% 19.22%
Return on average assets - 5.83% 5.39% 4.62% 4.81%
Return on average equity - 21.90% 18.91% 13.09% 12.02%
Liability/asset 76.00% 71.21% 71.30% 59.55% 60.30%
Income statement (thousand RMB) FY11 FY12 FY13 FY14F FY 15F
Operating revenue 734,886 999,315 1,339,679 1,504,900 1, 685,260
Cost of good sell (396,821) (557,537) (826,258) (894,128) (973,480)
Gross profit 338,065 441,778 513,421 610,772 711,780
Other net profit 22,219 10,129 48,455 19,630 19,630
Adiministractive expenses (68,283) (73,631) (103,906) (158,648) (154,378)
Operating profit 284,923 366,969 445,372 462,308 566,641
Interest expense (99,402) (133,900) (167,698) (144,564) (159,020)
Profit before tax 185,521 233,069 281,679 321,449 411,32 6
Income tax (28,631) (35,696) (49,050) (65,698) (86,378)
Effective income tax rate 15.43% 15.32% 17.41% 20.44% 21.00%
Net profit for the period 156,890 197,373 232,629 255,7 51 324,948
Minority interest 0 833 1,066 1,000 1,000
Net profit attributable to equity holders 156,890 196,540 231,563 254,751 323,948
Dividend paid 0 0 0 40,000 60,000
Balance Sheet (thousand RMB) FY11 FY12 FY13 FY14F FY15F
Cash or cash egivalent 245,774 543,754 275,562 546,417 300,529
Account receivable 428,155 541,868 714,398 836,786 920,465
Inventory 5,214 5,313 3,108 4,002 4,002
Receivables under service concession arra 1,486,887 1,828,396 2,571,274 3,612,020 4,614,424
PPE 68,210 73,016 80,303 80,506 80,506
Other non-current assets 8,212 75,106 69,053 83,872 83,872
Total Assets 2,869,617 3,876,800 4,713,807 6,311,515 7,1 51,710
Cash payable 377,077 407,695 537,452 694,128 763,541
Short term loan 662,412 768,171 785,341 976,679 1,269,683
Other current liability 36,605 46,088 58,371 53,723 53,723
Long term loan 1,006,827 1,415,632 1,802,048 1,820,503 2,011,528
Other non-current liability 98,109 123,113 177,865 213,742 213,742
Total Liabilities 2,181,030 2,760,699 3,361,077  3,758,7 75 4,312,217
Shareholders' equity 686,137 1,108,818 1,340,381 2,552,740 2,839,493
Minority interest 2,450 7,283 12,349 13,278 13,278
Total shareholders’ equity 688,587 1,116,101 1,352,730 2,552,740 2,839,493
Total shareholders’ equity and liabilities 2,869,617 3,876,800 4,713,807 6,311,515 7,151,710
Source: PSR
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Ratings History
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PSR Rating System

Total Returns Recomm endation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final

recommendation
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Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock’s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts,
and speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm's Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product’s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2015 Phillip Securities (Hong Kong) Limited
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