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Wasion Group is a pioneering supplier of smart meters and power distribution as well as an No Rating
integrated energy management solution provider in China. It owns outstanding core

- . . . oo . CMP: HKD 8.13
competitiveness. Since 2012, the comp.any has consistently mcre_ased its investment in (Closing price as at 21 Dec 2015)
research & development (R&D), boosting the R&D expense ratio from 2% to 4% to TARGET: N/A
strengthen its technological edge. Besides, the company also has built up brand recognition )
among its downstream customers. Leveraging on its all-rounded competitiveness in COMPANY DAT
technology, quality, scale and management, the company maintains its competitive 55 saRES (MN) - 1,027
advantage in the smart meter tenders of the State Grid and China Southern Power Grid,  MARKET CAP (HKDMN) : 8,350
enabling it to be the top three players of the industry. 52 - WK HI/LO (HKD): 12. 86/6. 34

At present, smart meter business accounts for around 1/3 of the company's revenue. There
will be close to 120 million households installing smart meters in the coming several years.
Besides, the replacement cycle of smart meters will be around 5-8 years according to the  sHARE HOLDING PATTERN » %

state regulation. As a result, the domestic demand for smart meters is expected to remain  Star Treasure Investments Holdings 53. 25
steady at a double-digit annual growth rate. Wasion Group is one the few successful bidders  Limited:

in almost all tenders of the State Grid and China Southern Power Grid, so we believe its
smart meter business will at least achieve Synchronous growth.
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During the 13th 5-Year Plan, the domestic smart grid will enter into the investment phase of 1M 3M 1Y
the 2nd-generation AMI, which may create more business opportunities for the company.  Wasion Group -7.82 -7.72 10.01
Meanwhile, the water, gas and heat business will also be the key to the company’s growth HSI -3.59 /.88 18.67
momentum. What's more, there may also be better growth opportunities for its ADO  pgicevs. Hsi
business. Currently, the automation rate of the nation's power distribution is just at around o .
20%, which is far below the 50% level achieved by developed countries. The target of the : EW
Energy Bureau is to raise the level to 90% by 2020. Wasion Group is now speeding up its | |
development in this business. We believe that the ADO business has entered into a fast- ] L 'f}fh':’ﬂ )
growing stage and will maintain a high growth rate of 50% or above in the medium term. ""N:).”HP*'!:*;‘". It {

Main beneficiary of smart power grid
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China’s power reform will drive the development of smart grid, which will also significantly ource: Phillip Securities (HK) Researc

stimulate the demand for automated power distribution equipment. Wasion Group will be  kgy FINANCIALS

one of the major beneficiary. The reform of water pricing will also lead to further growth of  enyY mn EY13 FY14 FY1SE FY16E
the company. At the same time, profitability can be sustained at a high level with the  NetSales 2412 2812 3403 4122
improvement in product mix. The gross margin is expected to stay at 31% or above. Net Profit 401 482 614 744
EPS, CNY 043 051 062 0.72
CAGR of the company's revenue and net profit was 20.6% and 26% respectively from 2010  PER.x 155 131 108 92
BVPS, CNY 3.08 341 422 471

to 2014. It is expected to deliver a rapid growth at 20% or above during the 13th Five-Year
Plan. We forecast that the revenue of the company will reach RMB3.4 billion and RMB4.12
billion in 2015-16, representing an annual growth of 21% and 21.1%. Net profit is expected
to reach RMB610 million and RMB740 million, representing an annual growth of 27.3% and
21.1%. Corresponding EPS will be RMB0.62 and RMBO0.72.

P/BV, x 22 20 16 14
ROE, % 147 158 161 16.2
Debt/Equity (%) 65.02 69.94 73.91 73.91

Source: Company reports, Phillip Securities Est.
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Improved performance of Wasion Group (RMB: mn)
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Outstanding core competitiveness

Wasion Group is a pioneering supplier of smart meters and power distribution as well
as an integrated energy management solution provider in China. The company was
established in 2000, initially just as an electricity meter manufacturer. It has actively
developed into the upstream of the supply chain, by offering solutions to advanced
metering infrastructure (AMI) and advanced distribution operations (ADO). These
two segments have already contributed to 70% of revenue and enjoyed higher profit
margins. In terms of business arena, the company has expanded into water, gas and
heat meters.

The company has built up technological competitive advantage. Since 2012, the
company has consistently increased its investment in research & development (R&D),
boosting the R&D expense ratio from 2% to 4% to strengthen its technological edge.
In 2015H1, the company received 44 patents for its new products and energy saving
services and 21 patents for its software. The number of effective patents for new
products and energy saving services are 605 and 392 respectively. At the same time,
it has successfully gained market recognition by developing and launching a number
of AMI systems and solutions. Among which, the “Power, Water, Gas and Heat All-in-
one Data Collection System” has received pilot orders in Beijing, Shanghai and
Shangdong.
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Besides, the company also has built up brand recognition among its downstream
customers. Leveraging on its all-rounded competitiveness in technology, quality, scale
and management, the company maintains its competitive advantage in the smart
meter tenders of the State Grid and China Southern Power Grid, enabling it to be the
top three players of the industry.

Continued steady growth in its smart meter business

At present, smart meter business accounts for around 1/3 of the company's revenue.
Overall speaking, the demand for this segment continues to be strong. By the end of
2015H1, the national coverage of smart meters has already reached 71% and there
will be close to 120 million households installing smart meters in the coming several
years. Besides, the replacement cycle of smart meters will be around 5-8 years
according to the state regulation. As a result, the domestic demand for smart meters
is expected to remain steady at a double-digit annual growth rate. Moreover, Wasion
Group is one the few successful bidders in almost all tenders of the State Grid and
China Southern Power Grid. In the four tenders of State Grid in 2014, contracts won
by the company reached RMB1.2 billion, representing an increase of 69% yoy.
Recently, the company maintained its top position by winning a contract value of
RMB330 million again in the third round of tender of the State Grid. The cumulative
contracts won for the full year reached RMB1.08 billion, further strengthening the
company's leading position in the industry.

The market penetration of smart meter in China
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Upstream businesses will keep high growth

AMI is an integrated service platform that consists of smart meter, data collection
terminal, information system and smart metering system integration that contributes
to 60% of the company’s revenue. At present, the company grabbed over 20% of
market share in China’s AMI electricity market. Not only does it occupy a pioneering
position, it is also the only supplier in the market that can offer advanced meters in
power, water, gas and heat as well as integrated energy efficiency solutions.

It is anticipated that AMI system can save around 5% of electricity bills and hold the
key to smart grid's next stage of development. During the 13th 5-Year Plan, the
domestic smart grid will enter into the investment phase of the 2nd-generation AMI,
which may create more business opportunities for the company. Moreover, the
water, gas and heat business will also be the key to the company’s growth
momentum. Benefiting from the strong promotion of “step-up” water tariffs and ten
water policies, the revenue of Wasion's water, gas and heat business increased by
47% yoy to RMB85 million in 2015H1. It was successfully short-listed in the tenders of
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34 water companies. Its full-year target is to sign contracts for 60 projects and the
company is likely to outperform its target, securing growth opportunities for its water
AMI business.

Besides, there may also be better growth opportunities for its ADO business.
Currently, the automation rate of the nation’s power distribution is just at around
20%, which is far below the 50% level achieved by developed countries. The target of
the Energy Bureau is to raise the level to 90% by 2020. Wasion Group is now speeding
up its development in this business and will use more than half of the new fund
raised through the share placement to develop the ADO business. This includes the
setting up of an investment platform to acquire and consolidate resources and the
construction of the Wasion Power Industrial Park to serve as the manufacturing and
R&D base of its ADO business. On the other hand, the company will strengthen the
strategic partnerships with international electricity players such as Siemens, ABB and
Schneider Electric. In H1, this business segment grew by more than 70%. We believe
that the ADO business has entered into a fast-growing stage and will maintain a high
growth rate of 50% or above in the medium term.

The Distribution automation rate in China
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Catalysts

The State Grid to announce its investment plan for 2016-2020;
More detailed announcements of the power reform.

Risks

Slower than expected development of the smart grid;
Risks in the overseas market;
Further decrease in gross margin.

Page | 4 | PHILLISECURITIES (HK) RESEARCH



WESTONCIT N EEEEN M Company report

p PhillipCapital

Financials
FYE 2012 2013 2014 2015F 2016F
Valuation Ratios
Price Earnings 19.0x 15.5x 13.1x 10.8x 9.2x
Price to Book 2.4x 2.2x 2.0x 1.6x 1.4x
Dividend Yield 2.2% 2.5% 2.9% 3.6% 4.2%
Per share data(RMB)
EPS Adjusted 0.35 0.43 0.51 0.62 0.72
Book Value Per Share 2.79 3.08 341 4.22 471
Dividends Per Share 0.14 0.17 0.19 0.24 0.28
Growth& Margin
Revenue growth - -1.6% 16.6% 21.0% 21.2%
Gross Profit growth - 5.3% 13.7% 14.0% 17.4%
Net Profit growth - 24.1% 20.3% 27.3% 21.1%
Profitability Ratios
Gross Margin 32.8% 35.1% 34.2% 32.3% 31.3%
Net Profit Margin 13.2% 16.6% 17.2% 18.1% 18.0%
Dividend Payout Ratio % 41.4% 38.6% 38.3% 38.9% 38.7%
Key Ratios
Return on Assets 7.4% 8.9% 9.3% 9.3% 9.3%
Return on Equity 13.0% 14.7% 15.8% 16.1% 16.2%
Effective Tax Rate 9.1% 8.8% 10.2% 10.0% 10.0%
Liability ratio 39.1% 39.4% 41.2% 42.5% 42.5%
Income Statement(RMB: mn)
Revenue 2,452 2,412 2,812 3,403 4,122
- Cost of Goods Sold 1,648 1,566 1,849 2,305 2,834
Gross Income 805 847 963 1,097 1,288
- Selling, General & Admin Expenses 473 493 486 476 557
Operating Income 354 383 513 666 784
- Interest Expense 54 33 29 20 17
- Net Non-Operating Losses (Gains) -56 -76 -64 -38 -60
Pretax Income 355 440 542 684 827
- Income Tax Expense 32 39 55 68 83
Income Before XO Items 323 401 486 615 745
Net Profit 323 401 482 614 744

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 21 Dec 2015)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-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.
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