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HUADIAN FUXIN (816.HK)

Profitability Improvement Driven by Wind Power and
Hydropower Segments
Hong Kong | Environmental protection| Company report

Steady Growth of Revenue in Line with Expectations

During the first half of 2016, Huadian Fuxin (816.HK) recorded revenue of RMB8.182 billion,
representing a year-on-year increase of 8.7% primarily due to the year-on-year increase in
electricity sales by 16.9%. Particularly, the wind power and hydropower businesses had
outstanding performance. The revenue from the wind power business was increased to
RMB2.82 billion with the annual growth rate of 39.5% and the annual growth rate of
electricity sales of 43.5% while the revenue from the hydropower business was increased to
RMB2.218 billion with the annual growth rate of 125.8% and the annual growth rate of
electricity sales of 121.8%, which mainly benefited from the abundant water inflow in Fujian
Province. However, the revenue from the coal-fired power business dropped to RMB1.507
billion, decreased by 48.3% year-on-year, offsetting the business growth of the above-
mentioned wind power and hydropower businesses. In general, driven by the significant
operating profit growth of the wind power and hydropower segments, the Company
realized the profit attributable to shareholders amounting to RMB1.446 billion, increased by
23.5% year-on-year. The EPS was RMB16.51 cents, representing a year-on-year increase of
20.9%, in line with market expectations.
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Substantial Growth in Wind Power Installed Capacity

During the first half of the year, the consolidated installed capacity newly put into operation
amounted to 652.9MW (consisting of 597.6MW in wind power, 47.3MW in photovoltaic
power and 8MW in natural gas-fired power). The power capacity under construction was
1,196.6MW (consisting of 688.5MW in wind power, 100MW in hydropower and 408.1MW in
natural gas-fired power). As at the end of the interim period, the Company's total
consolidated installed capacity amounted to 14,490.1MW (consisting of 48.4% in wind
power, 17.3% in hydropower, 24.8% in coal-fired power and 5.8% in solar energy),
representing a year-on-year increase of 15.2% mainly due to the significant increase by
40.4% of the wind power installed capacity.

PhillipCapital

7 October 2016

Buy
CMP: HKD 1.84
(Closing price at 4 October 2016)

TARGET: HKD 2.51 (36.4%)

COMPANY DATA
0/S SHARES (MN) : 8,407.96
MARKET CAP (HKDMN) : 15,471
52 - WK HI/LO (HKD): 3.202/1.132
SHARE HOLDING PATTERN > %
CHINA HUADIAN GROUP 62.76
CORPORATION
PRICE PERFORMANCE » %
1-Month  3-Month 1-Year

HUADIAN -6.8 14.97 -25.87
FUXIN
HSI -10.29 -0.61 -40.77
PRICE VS. HSI
R e lM l

|

WL
M ﬂ' i ’N bl h,
ll"ﬁ | Y,
g ¥
rFI‘M B |
e \,.,niwnmr\r_mv/[ e

!
hljrwll* L
Source: Phillip Securities (HK) Research

KEY FINANCIALS

RMB mn FY14 FY15 FY16E FY17E
Revenue 13,943 15,395 16,39617,409
Net Profit 1,867 1,821 2,301 2,553
P/E,x 6.8 73 58 5.2
EPS, HKD 0.23 0.22 0.27 0.30
P/B, x 0.9 0.8 0.7 0.6
BVPS, HKD 1.79 196 243  2.69
ROE, % 124 103 112 113

Source: Company reports, Phillip Securities Est.
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During the reporting period, the total power generation was 20,900,000MWh,
representing a year-on-year increase of 13.8%. The wind power generation was
increased by 32%, equivalent to 30.6% of the total power generation. The
hydropower generation was increased by 121%, equivalent to 38% of the total power
generation. The coal-fired power generation dropped by 43%, equivalent to 23% of
the total power generation while the solar energy power generation was increased
by 18.8%, equivalent to the total power generation of 2.66%. At present, the
Company is dedicated itself to developing new energy projects. The Company
acquired the wind power project of Concord New Energy Group in May and the solar
energy power generation project of the Oriental Industrial New Energy in September
in order to further improve the power generation proportion of clean energy. The
Company has abundant cash on hand for acquisition of high-quality projects to
accelerate the development of new energy projects.

Installed capacity classification
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Doubled Hydropower Utilization Time

During the reporting period, the hydropower business had comparatively satisfactory
performance. The average hydropower utilization time was 3,172 hours, representing
a year-on-year increase of 1,705.4 hours, increased by 116.3%. The hydropower
utilization time was expected to maintain the exceptional growth rate in the second
half of the year. The average coal-fired power utilization time was 1,337 hours mainly
due to the significant power consumption in July and August. The annual coal-fired
power utilization time was expected to be over 3,000 hours. The average wind power
utilization time was 936 hours, dropping by 55 hours compared to that in the same
period of the previous year. It was expected that the annual wind power utilization
time would be 1,800 hours. Benefited from the policy of guaranteed acquisition of
the annual wind power and photovoltaic power utilization time, the Company's wind
power segment was expected to be improved in respect of the utilization time and
profitability.
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Exceptional Financial Contribution of Wind Power and
Hydropower Segments

As to financial issue, during the reporting period, the Company held the cash
amounting to RMB2.54 billion on hand, increased by 24.9% compared to that at the
end of 2015. The net liabilities ratio was 270.5%, basically in flat compared to that at
the end of 2015. The capital expenditure was RMB2.713 billion. The management
forecast that the annual capital expenditure would reach RMB10 to 11 billion.
Recently, the Company issued the bonds amounting to RMB3 billion at the coupon
rate of 2.97%, which served as the repayment for liabilities with interest and the
supplement to working capital. It was expected that the financing cost would be
further reduced in the future.

Valuation and Rating

At present, the Company’s business structure is transformed from the traditional
thermal power to wind power, photoelectricity and hydropower that are
characterized in diversification and clean power generation. However, considering
the reduction of income from the thermal power segment during the first half of the
year, it is believed that the Company's estimated value would be lower than
expectation. With the increase in the structural proportion of clean energy, the
Company's profitability would be improved and therefore, the estimated value is also
expected to rise. Based on the estimated 2016/2017 EPS of 0.27/0.30, we grant the
Company the target price of HKS2.51 and the "Buy" rating. (Closing price at 4 October
2016)
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Risk Warnings

The implementation of policy falls short of expectations;
There is weak demand of electricity;
Industry competition has increased.
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Financials

FYE FY13 | Fyi4 FY15 | FY16E | FY17E

Valuation Ratios

Price Earnings (P/E) 8.2 6.8 7.3 5.8 5.2

Price to Book (P/B) 0.9 0.8 0.7 0.6

Per share data(RMB)

EPS, Ad justed 0.19 0.23 0.22 0.27 0. 30

Book Value Per Share 1. 47 1.79 1.96 2.43 2.69

Dividends Per Share 0. 04 0. 04 0. 04 0.05 0. 06

Growth & Margins (%)

Growth

Revenue 36. 3% 4. 9% 10. 4% 6. 5% 6. 2%

Operating income 43. 8% 15. 0% -2. 0% 13. 4% 5. 5%

Net profit 41. 2% 27. 2% -2.5% 26. 4% 11.0%

Margins

Operating profit margin 31.1% 34.1% 30. 3% 32.2% 32.0%

Net income margin 11.0% 13. 4% 11.8% 14. 0% 14.7%

Key Ratios

ROE (%) 13.1% 12. 4% 10. 3% 11. 2% 11.3%

ROA (%) 2. 3% 2. 4% 2.1% 2. 4% 2.6%

Income Statement (RMB mn|

Revenue 13, 289 13,943 15, 395 16, 396 17,409
- Operating Expenses 9, 157 9,190 10, 737 11,115 11,838

Operating Income 4,132 4,752 4,658 5, 281 5,571

- Net Non-Operating Losse 15 189 107 150 150

Pretax Income 2, 185 2,681 2,623 3,332 3,685
- Income Tax Expense 484 534 405 550 608

Net profit 1,468 1,867 1,821 2,301 2,553

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 4 October 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.
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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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