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Dynagreen (1330. HK)

Substantial Growth of Mid-term Profitability
Hong Kong | Environmental protection| Company report

Mid-term Profitability: Annual Growth Rate at 50%

In 1H16, the company recorded a revenue of RMB832 million, representing a year-on-year
increase of 28%,; net profit was RMB166 million, increased by 50.02% Y-o-Y mainly due to
the dropping tax rates. The EPS increased to HKD0.16 from HKDO0.11 during the same period
of the previous year, representing an increase of 45.5%.
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In respect of profitability, the gross profit margin fell by 4.1% to 31.56% mainly affected by
the fast revenue growth of waste generator construction business having comparatively low
gross profit margin. In terms of expenses, due to the new operating projects, the
administrative expenses reached RMB4.435 million, representing a year-on-year increase of
33.3% while the expense ratio fell by 0.2% from 5.3% compared to that of the business
projects in the previous year. The financial expenses amounted to RMB5.251 million,
representing a year-on-year decrease of 16% while the expense ratio fell by 3.1% to 6.31%
compared to that of the previous year, mainly affected by the year-on-year decrease of
borrowing rate due to the interest reduction policy issued by the Central Bank. Therefore,
the net profit margin reached 19.9%, representing a year-on-year increase of 3%.
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KEY FINANCIALS

RMBmn FY14 FY15 FY16E FY17E
Revenue 1,226 1,258 1,684 2,081
Net Profit 142 227 314 390
P/E,x 22.2 16.2 11.9 8.7
EPS, RMB 0.16 0.22 0.30 0.41
P/B, x 2.0 1.8 1.6 1.4
BVPS, RMB 2.08 2.31 2.58 2.89
ROE, % 6.5 9.4 11.7 129

Source: Company reports, Phillip Securities Est.
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New Processing Capacity Was 1,400 Tons

During the first half of 2016, the waste treatment capacity reached 1.52 million tons,
increased by 17% year-on-year with the processing capacity of approximately 8,500
tons/day. The power generation was 345 million kWh, representing a year-on-year
increase of 32%. During the reporting period, a new operating project--the Jiangxi
Yichun Project, was developed with the designed processing capacity of 1,400
tons/day and the investment amount of approximately RMB630 million. At present,
the company has 27 projects at hand, including 10 operating projects. There are
another 6 projects under construction including Huizhou, Ji County, Jurong, Ning
River, Bangbu and Tongzhou Projects. The operating projects and those under
construction aggregate a processing capacity of 13,560 tons/day. Because some of
the projects under construction will be put into operation within the year, the annual
treatment capacity of household waste is expected to increase approximately by 30%.
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Steady Progress of Projects under Construction

During the first half of 2016, the Company’s waste-to-electricity business realized an
operating revenue of RMB211 million, representing a year-on-year increase of 13.3%.
The Huizhou Project and the Ji County Project were put into operation in May 2016.
The Jurong Project is expected to be put into operation in the second half of the year.
If everything goes well, the company is expected to achieve substantial growth in
annual operating revenue of the waste-to-electricity business.

The waste generator construction business generated a revenue of RMB551 million,
representing a year-on-year increase of 38.1% mainly due to delay of some projects,
of which the revenue was recognized within the reporting period. The Ninghe,
Bangbu and Tongzhou Projects are under construction. The total contracted
processing capacity of the three projects is 3,750 tons/day and the investment
amount reaches RMB2.034 billion, providing guarantee for the revenue growth of
construction business in the coming two years.
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Revenue structure (RMB:mn)
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Valuation

The company focuses on expanding the processing capacity and raising the market
share. So if the company is successfully listed on A-shares market, it is expected to
significantly improve the cash flow status, strengthen the company’s capital power
and project acquisition power. In addition, with each project capacity increasing
independently and the Shenzhen-Hong Kong Stock Connect program available, the
company's valuation is expected to recover. We adopted the SOTP approach on the
construction business and the operating business valuation, and give the target prices
of HKD 5.52 and the Buy rating is granted. (Closing price as at 22 Sep 2016)

Risk Warnings

The acquisition of new projects falls short of expectations;
The progress of project construction is slower than expectations;

Capital and policy risks occur.
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Financials
FYE FY13 FY14 FY15 FY16E FY17E
Valuation Ratios
Price Earnings(P/E) 16. 2 22.2 16.2 11.9 8.7
Price to Book(P/B) 2.4 2.0 1.8 1.6 1.4
Per share data(RMB)
EPS, Ad justed 0.22 0.16 0.22 0. 30 0.41
Book Value Per Share 1.73 2.08 2.31 2.58 2. 89
Dividends Per Share 0.00 0.00 0.03 0.06 0.08
Growth & Margins (%)
Growth
Revenue 4. 6% 25. 7% 2.6% 33. 8% 23.6%
Operating income 17. 3% 27.3% 8.5% 37.2% 21.2%
Net profit 3. 4% —6. 0% 59. 9% 38. 3% 24. 3%
Margins
Gross profit margin 29. 4% 30. 8% 33. 2% 33. 0% 33. 0%
Operating profit margin 23. 7% 24. 0% 25. 4% 26. 0% 25.5%
Net income margin 15.5% 11.6% 18. 0% 18.6% 18. 7%
Key Ratios
ROE (%) 12. 5% 6.5% 9. 4% 11.7% 12.9%
ROA (%) 5.2% 3.6% 4. 8% 5.6% 5.9%
Income Statement (RMB mn)
Revenue 975 1, 226 1, 258 1, 684 2,081
- Cost of Goods Sold 688 849 840 1,128 1,394
Gross Income 287 377 418 556 687
— Operating Expenses 57 83 99 118 156
Operating Income 231 294 319 438 531
- Net Non—Operating Losses (Gaing 22 3 40 50 50
Pretax Income 185 194 256 383 476
— Income Tax Expense 34 52 29 69 86
Net profit 151 142 227 314 390

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 22 September 2016)
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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 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.
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