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Side-by-side growth of water and environment 

 

Xingrong Environment was mainly engaged in water supply and sewage treatment business 
after it was successful listed, and then it marched into environment protection by landfill 
leachate, sewage and sludge treatment, reclaimed water service, waste-to-energy, etc., 
forming a diversified business structure of water and environment protection. At present, 
the company has eight water plants with the water supply of 2,325,600 tonnes/day and 
thirty-one sewage treatment plants with sewage treatment capacity of 2,247,400tonnes/day. 
Its business has covered seven provinces of China and Pakistan. 
 
Results of 2016 rose steadily 

 

In 2016, the company recorded a revenue of RMB3.058 billion, slightly down 0.14%. To be 
specific, payable VAT specified by the applicable "Levy and Refund" returned RMB125 
million which influenced part of the income. The net profit attributable to the shareholders 
reached RMB871 million, up 6% yoy. With respect to revenue structure, the income of water 
supply was RMB1.916billion(up 6.67%) and that of sewage treatment service was 
RMB915million(down 14.98%), total contributing 92.6%(93.82 in 2015). The income of 
landfill leachate and sludge treatment was RMB226million(up 19.7%). 
 
With respect to profitability, the company`s gross profit margin was 41.95%, basically 
remaining unchanged. Its net profit margin was 28.5%, increased by 0.67 ppts yoy. With 
respect to cutting expenses, period expense ratio was down by 1.1 ppts to 12.38 ppts. In 
general, the company remained healthy development, with steady improvements in all 
economic indicators. 
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PRICE PERFORMANCE，，，， % 

 1-Month 3-Month 1-Year

XREC 3.91 6.64 5.57
SSE 1.29 5.11 8.44
 
PRICE VS. 
SSE

Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
RMBmn FY14 FY15 FY16E FY17E 
Revenue 3062 3,058 3,603 4,049 
Net Profit 825 874 1,026 1,165 
P/E,x     
EPS, RMB 

21.6 
0.28 

20.8 
0.29 

17.6 
0.34 

15.5 
0.39 

P/B, x 2.2 2.0 1.8 1.7 
BVPS, RMB 2.75 3.0 3.28 3.59 
ROE, %  10.0  9.8 10.5 10.9 
Source: Company reports, Phillip Securities Est. 
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Speed up PPP+ "One Belt and One Road (OBOR) initiative" 

 

During the period, the company recorded significant breakthroughs in developing 
domestic and foreign markets. In 2016, the company won the bid for PPP project of 
water supply in Pei County, Jiangsu and comprehensive utilization of water in Ning 
Dong town, Ningxia. Both projects were demonstration projects of the Ministry of 
Finance, with the total investment reaching RMB2.7 billion. In April, 2017, the 
company won another bid for the first phase of PPP project of drainage infrastructure 
in Wenzhou, with the total investment reaching RMB1.09 billion. Besides, the 
company also actively expanded international water markets such as India, Pakistan, 
the United States, Thailand, etc., establishing joint venture to accelerate the project 
of waste incineration for power generation in Lahore, Pakistan in accordance with 
laws by joint investment with China Enfei Engineering Technology Co., Ltd. and MCCT. 
We believe that based on PPP projects and opportunities of environment protection 
along the One Belt and One Road (OBOR) initiative, the company would accelerate 
the expansion of business. In the future, the gradual implementation of these 
projects will also bring great flexibility to the company`s results. 
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Significant progress was made in financing capacity 

 

Due to the increasing investment in projects under construction and the repayment 
of ultra-short-term commercial paper, in 2016, money funds of the company dropped 
by RMB815 million YoY to RMB1.67 billion, the debt-to-asset ratio increased by 4.45 
ppts yoy to 45.9%, liquidity ratio and the quick ratio continued to decline as in 2015. 
However, thanks to the contribution of supply and drainage business, the company 
boasted consistent and steady cash flow for operating activities. In 2016, the 
company recorded RMB1.42 billion cash flow for operating activities, up 6.4% yoy. 
The fast funds recovery enables total solvency risks to remain controllable.  
 
Besides, the company is also actively expanding its financing channels. During the 
period, the company issued corporate bonds worth RMB1.1 billion with a coupon 
rate of 2.95% and ultra-short-term commercial paper worth RMB0.5 billion with a 
coupon rate of 2.93%. At the same time, the company earned the top AAA credit 
rating and the bank`s credit, with its credit limit reaching as much as 13.2 billion. We 
believe that under the trend of water and environment protection capitalization, the 
company will constantly improve its financing capacity and its brilliant credit level will 
help optimizing its financial structure, offering powerful financial strength for 
business expansion. 
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Valuation and rating 

 

1)Compared with A share counterparts, the valuation of the company is low and its 
current stock prices correspond to 21x PE, 2xPB, with a higher margin of safety. 2) 
The company`s water supply and drainage business remain robust with a stable cash 
flow. Meanwhile, its PPP project and the "One Belt and One Road" market expansion 
have provided momentum for its long-term development. Therefore we expect its 
robust future performance. We expect the net profit attributed to the company to be 
RMB1.026/1.165billion, a 0.34/0.39EPS, a 17.6/15.5PE corresponding to its current 
stock prices in 2017-2018. We give a target price of RMB7.31 and a rating of Buy for 
the first coverage. (Closing price as at 12 April 2017) 
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                       Peer comparision 

TTM 17E 18E

1 300070.SZ 碧水源 61.58 61.58 33.36 23.52 17.26 3.95

2 601158.SH 重庆水务 38.4 38.4 35.95 18.34 21.95 2.86

3 600008.SH 首创股份 36.49 36.49 59.74 47.94 41.55 3.75

4 300145.SZ 中金环境 19.73 19.73 38.68 28.56 22.1 4.87

5 000598.SZ 兴蓉环境 18.04 18.04 20.63 17.44 15.28 2.01

6 000685.SZ 中山公用 17.16 17.16 16.71 15.43 14.21 1.56

7 600874.SH 创业环保 14.84 13.34 39.52 39.71 34.61 3.69

8 000544.SZ 中原环保 13.24 13.24 49.44 -- -- 2.58

9 600323.SH 瀚蓝环境 11.69 11.69 22.98 18.32 14.91 2.42

10 600187.SH 国中水务 10.24 10.24 619 -- -- 4

61.58 61.58 619 47.94 41.55 4.87

17.6 17.6 37.32 20.93 19.6 3.28

NAME

Median

Maximum value

Tradable 
Mkt Cap(BN)

PE
PBNO. Code Mkt Cap(BN)

 
 

Risk warnings 

 

PPP implementation is below expectation. 
International market expansion is slow. 
Market competition is fierce and expansion in non-local markets is impeded. 
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Financials 
 
FYE FY14 FY15 FY16 FY17E FY18E
Valuation Ratios
Price Earnings(P/E) 24.2 21.6 20.8 17.6 15.5
Price to Book(P/B) 2.4 2.2 2.0 1.8 1.7
Per share data(RMB)
EPS,Adjusted 0.25 0.28 0.29 0.34 0.39
Book Value Per Share 2.50 2.75 3.00 3.28 3.59
Dividends Per Share 0.03 0.04 0.06 0.08 0.10
Growth & Margins(%)
Growth 
Revenue 12.7% 12.4% -0.1% 17.8% 12.4%
Operating income -6.7% 6.3% 0.1% 18.5% 15.4%
Net profit 0.9% 9.7% 6.0% 17.3% 13.6%
Margins
Gross profit margin 44.2% 42.3% 42.0% 42.2% 42.4%
Operating profit margin 29.7% 28.1% 28.1% 28.3% 29.1%
Net income margin 27.6% 26.9% 28.6% 28.5% 28.8%
Key Ratios
ROE(%) 10.1% 10.0% 9.8% 10.5% 10.9%
ROA(%) 6.7% 6.3% 5.6% 6.0% 6.4%
Income Statement(RMB mn)
Revenue 2,724 3,062 3,058 3,603 4,049
   - Cost of Goods Sold 1,521 1,767 1,775 2,082 2,332
Gross Income 1,203 1,296 1,283 1,520 1,717
    - Operating Expenses 393 436 422 501 540
Operating Income 810 860 861 1,020 1,177
 - Net Non-Operating Losses (Gains) 107 129 180 198 208
Pretax Income 916 989 1,041 1,218 1,385
     - Income Tax Expense 155 137 169 180 205
Net profit 752 825 874 1,026 1,165

Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as at 12 April 2017) 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
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.   

© 2017 Phillip Securities (Hong Kong) Limited 
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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 
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