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KANGDA ENV (6136. HK)

Accelerating PPP Projects to Improve Performance

Hong Kong | Environmental Protection| Company report

Mid-term Performances below Expectations

In 1H 2016, Kangda International Environmental Company Limited realized a revenue of
RMB902 million, up by 15% from RMB785 million over the same period last year. Specifically,
the revenue from construction was the main driving force of the revenue growth. First, as
more BOT projects were implemented, the revenue from which increased by RMB116
million YoY to RMB433 million. Second, financial revenue increased slightly by RMB36
million YoY to RMB205 million, while the revenue from operations dropped by RMB35
billion YoY to RMB263 million, offsetting a part of the growth. The net profit growth was
lower than expectations, dropped by 13.76% YoY to RMB122 million. The EPS decreased by
17.9% YoY to RMBO0.0546, mainly attributable to the decrease in gross profit margin and the
rapid growth in expenses over the period.

In respect of profitability, the gross profit margin fell by 5% to 42% YoY, mainly affected by
"replacing the business tax with a value-added tax". In respect of costs, administrative
expenses increased significantly by 25.8% YoY to RMB105 million, while financial expenses
increased by 10% YoY to RMB130 million. Taken together, the net profit margin reached
13.52%, representing a YoY decrease of 4.5%.
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PPP Projects Speed Up to Boost Performance

In 2016, the company's traditional water treatment capacity began to resume growth. As of
the end of October, the company’s total daily sewage treatment capacity reached 2.969
million tons, up by approximately 16.3% YoY, with an added treatment capacity of 192,500
tons/day; and sewage treatment capacity in operation reached 2.309 million tons, up by
about 9.1% YoY. In addition, the company was further involved in the sludge treatment
industry, adding a sludge treatment capacity of 400 tons per day within the period, which is
expected to work with sewage treatment projects to enhance the company's
competitiveness.
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SHARE HOLDING PATTERN * %
Kangda holding co., LTD 54.92

PRICE PERFORMANCE > %

1-Month  3-Month 1-Year
KANGDA ENV -2.48 27.92 -15.81
HSI 1.45 28.55 -16.21
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KEY FINANCIALS

RMBmn FY14 FY15 FY16E FY17E
Revenue 1,813 1,836 2,116 2,681
Net Profit 295 325 343 455
P/E,x 104 110 104 7.9
EPS, RMB 017 0.16 0.17 0.22
P/B, x 1.3 1.1 1.0 0.9
BVPS, RMB 138 155 169 1.88
ROE, % 104 10.2 98 117

Source: Company reports, Phillip Securities Est.
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The company seized the opportunities brought by the PPP model and gradually
transferred its business focus from the traditional water projects to the PPP projects.
Up to now, the company has newly added three PPP order items (Guangdong Yunan
PPP Project, Shandong Rushan PPP Project and Henan Hebi PPP project), with a total
investment of RMB3.15 billion. Moreover, the company also gained more than 10
BOT and TOT projects, with a total investment of RMB1 to 2 billion. Benefiting from
favourable policies, the company actively involved itself in transformation and PPP
projects. With years of experience in the water markets of second- or third-tier cities,
the company is expected to acquire and complete more PPP projects, boosting future
performance with great rate of return.
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Significant Revenue Growth from Investment after Bying into
Zhongyuan Asset Management Co., Ltd.

On September 1, the company acquired 15% equity of Zhongyuan Asset Management
Co., Ltd. for RMB450 million in cash. Zhongyuan Asset, the only local asset
management platform in Henan Province, signed a strategic cooperation agreement
on finance and eco protection with some municipal and county-level governments in
Henan Province (for example, Xinxiang City, Hebi City and lJiaozuo City). The
agreement is expected to bring more PPP projects to further consolidate the
company's first-mover advantage in the number and project promotion.

Overall, although the company’s performance growth is lower than expectations in
1H, we are confident about the rapid growth in the performance for the next two
years. With the PPP projects gradually yielding results, the company's performance is
expected to usher in the turning point. Therefore, we give the company an
estimation of 12.5x PE in 2017 and the target price is HK$2.38. Also, the "Buy" rating
is maintained. (Closing price at 24 November 2016)
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Historical P/E Valuation
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Risk Warnings

New projects fell short of expectations;
Yield rate of PPP projects fell short of expectasio
Continued depreciation of the RMB;
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Financials
FYE FY13 FY14 FY15 FY16E FY17E
Valuation Ratios
Price Earnings(P/E) NA 10.4 11.0 10.8 7.9
Price to Book(P/B) NA 1.3 1.1 1.0 0.9
Per share data(RMB)
EPS,Adjusted NA 0.17 0.16 0.16 0.22
Book Value Per Share NA 1.38 1.55 1.69 1.88
Dividends Per Share NA 0.00 0.02 0.02 0.03
Growth & Margins(%)
Growth
Revenue 34.1% 35.3% 1.3% 15.2% 26.7%
Operating income 16.2% 32.2% 13.1% 7.1% 24.4%
Net profit 17.8% 27.2% 10.2% 5.6% 32.5%
Margins
Gross profit margin 38.4% 40.0% 47.5% 43.0% 42.5%
Operating profit margin 31.0% 30.3% 33.9% 31.5% 30.9%
Net income margin 17.3% 16.3% 17.7% 16.2% 17.0%
Key Ratios
ROE(%) 17.3% 10.4% 10.2% 9.8% 11.7%
ROA(%) 5.4% 4.8% 3.8% 3.6% 4.5%
Income Statement(RMB mn)
Revenue 1,340 1,813 1,836 2,116 2,681
- Cost of Goods Sold 826 1,088 963 1,206 1,541
Gross Income 514 725 873 910 1,139
- Operating Expenses 117 178 259 250 316
Operating Income 416 550 622 666 829
- Net Non-Operating Losses (Gains) (30) (41) (51) (66) (86)
Pretax Income 232 295 325 343 455
- Income Tax Expense 49 85 109 112 139
Net profit 232 295 325 343 455

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 24 November 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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