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Yunnan Water (6839.HK)

Rapid growth to be expected

Hong Kong | Environmental protection | Update Report

Revenue growth was relatively higher

The company’s reported revenue in 2015H1 was RMB475 million, strongly up by 106% yoy.
Reported net profit increased by 34.4% yoy to RMB54 million. The revenue growth was
significantly higher than the net profit growth, as the revenue growth mainly came from the
lower-margin construction services business.

The rapid development of construction business

Revenue of construction services business in 2015H1 grew by RMB151 million, representing
a sharp increase of 142.5% yoy. Revenue from water supply grew by 53.3% yoy to RMB40.7
million. Revenue from sewage treatment business rose by 24.4% yoy to RMB32 million.
Construction services business delivered the strongest revenue growth, mainly due to the
three additional BT projects in 2015H1.

Smooth progress of operation business

As of 2015H1, the company had 47 sewage projects that were under construction and in
operation, with a total handling capacity of 866,500 tons. Compared with the same period of
last year, it added 5 projects with an additional handling capacity of 189,000 tons. The
utilization rate of sewage treatment plants was 63.8% and the average unit price per ton
was RMB1.04. As of 2015H1, the company had 17 water supply projects, with a handling
capacity of 546,000 ton. Compared with the same period of last year, the company added 14
projects, with an additional handling capacity of 365,000 tons.

Valuation

The IPO of the company was completed this year. The abundant cash on hand will be used
for construction of new projects and acquisitions in future. Currently, the average lending
rate of the company is 6.79%, which was relatively stable comparing with that of last year. It
may increase its borrowings in future as the company may launch more new projects in the
coming two years. We cut our target price to HKD5.82 and recommend a “buy” rating.
(Closing price as at 6 Jan 2016)
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Key Financial Summary
FYE 12/13 12/14 12/15F 12/16F
Gross Profit (HKD mn) 689 1,101 1,682 2,334
Net Profit, adj. (HKD mn) 194 166 241 338
EPS, adj. (HKD) 0.27 0.21 0.21 0.29
PIE (X) 15.1 19.7 19.3 14.0
BVPS (HKD) 2.88 2.96 2.32 2.66
PIB (X) 14 14 18 15
DPS (HKD) 0.00 0.00 0.02 0.03
Div. Yield 00%  00%  05%  07%

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 FY12 FY13 FY14 FY15F FY16F
Valuation Ratios

PIE (X) 20.6 151 19.7 193 14.0

P/B (X) 1.7 1.4 1.4 1.8 15

Dividend Payout ratio 0.00% 0.00% 0.00% 9.52% 10.34%
Dividend Yield 0.00% 0.00% 0.00% 0.49% 0.74%
Per share data (HKD)

EPS, reported 0.20 0.27 0.21 0.21 0.29
EPS, adj. 0.20 0.27 0.21 0.21 0.29
DPS 0.00 0.00 0.00 0.02 0.03
BVPS 2.35 2.88 2.96 2.32 2.66
Growth

Revenue 72.7% 59.8% 52.8% 38.8%
Gross profit 86.4% 28.0% 49.1% 40.6%
Net Income, adj. 61.7% -14.4% 45.2% 40.2%
Key Ratios

Gross profit margin 35.09% 37.88% 30.34% 34.84% 35.26%
Net profit margin 30.08% 28.16% 15.08% 16.83% 17.01%
Return on average equity 0.00% 11.09% 7.46% 11.21% 13.86%
Liability/asset 42.75% 36.01% 45.80% 36.89% 46.38%
Income statement (HKD mn) FY12 FY13 Fy14 FY15F FY16F
Operating revenue 399 689 1,101 1,682 2,334

Gross profit 140 261 334 498 700

Net profit attributable to equity holders 120 194 166 241 338

Source: PSR

(Financia figures as at 6 Jan 2016)
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Ratings History
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PSR Rating System

Total Returns Recommendation Rating
= +20% Buy 1

+5%% to +20% Accumulate 2

-5% to +5% Meutral 3

-5% to -20% Reduce 4
<-20% el 5
Remarks

We do not baze our recommendations entirely onthe abowve guantitative return bands.
We consider gualitative 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
catalystzs, 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.
© 2016 Phillip Securities (Hong Kong) Limited
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