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CANVEST ENV (1381.HK)

Focus on waste-to-energy(WTE),
prospect

enjoying a promising

Hong Kong | Environmental protection| Company report

Focus on WTE with promising prospect Canvest Environmental Protection, as
the largest non-State-owned WTE provider in Guangdong Province, has expanded its
business rapidly since going public. Now the Company holds 13 WTE projects which are
mainly distributed in Guangdong, Guangxi and Guizhou, and its capacity in operation and
total design capacity have reached 8,600 tons/day and 19,240 tons/day, respectively. At
present, the Company has enjoyed a 30% market share in Guangdong Province and the
percentage is expected to rise to 69% in 2020. In accordance with the Plan for the
Construction of Urban Household Waste Harmless Treatment Facilities in the 13th Five-Year
Plan Period, the daily MSW treatment capability in Guangdong Province will be improved
from 18,400 tons in 2015 to 73,000 tons in 2020, which is one of the WTE markets with
highest growth potentials. Meanwhile, the urban household WTE ratio across the country
will be increased from 31% in 2015 to 54%. It is predictable that there is vast room for
capacity growth of the Company in the future.

Revenue and net profit Growth

1,800 120.0%
1,600
100.0%
1,400
1,200 80.0% mmmm Revenue
1,000 .
60.0% W Net profit
800
YOY-R
600 40.0%
400 @=é=YOY-N
20.0%
200
0 0.0%

2013 2014 2015 2016
SourceCompany website, Phillip Securities (HK) Research

Moderate operation and outstanding profitability: From 2012 to 2016, the
revenue rate and compound growth rate of net profit attributable to the parent company
were 44.3% and 33.2%, respectively. In 2016, the revenue of the Company was HKD1,654
million (+39.6%), mainly benefiting from the increased income from electricity selling and
waste treatment charges since the project was put into operation. The net profit
attributable to the parent company reached RMB400 million (+47.1%) and the EPS was
HKDO0.198 (+45.5%). Specifically, the revenue from electricity selling and waste treatment
charges accounted for 46.9%, with a 53.4% gross margin; the revenue from BOT
construction services accounted for 51%, with a 16.7% gross margin. In terms of profitability,
due to the increase of temporal costs and the change of income structure, the gross margin
fell by 1.5% to 35.6%, and it is expected that in 2017 it will steadily pick up. Period expense
kept stable and the net profit margin slightly declined by 0.7% to 23.6%.
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KEY FINANCIALS

HKDmn FY15 FY16 FY17E FY18E
Revenue 1,188 1,696 2,273 2,938
Net Profit 272 400 540 718
P/E,x 29.7 208 18.9 14.22
EPS, HKD 0.14 0.20 0.22 0.29
P/B, x 3.56 3.10 3.19 2.68
BVPS, HKD 1.17 134 130 1.55
ROE, % 11.7 147 16.9 18.8

Source: Company reports, Phillip Securities Est.
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Smooth project acquisition and operation:in 2016, the Company's newly
increased capacity was 5,940 ton/day through acquisition and bidding and planned to
keep the newly increased capacity at the level of above 6,000 ton/day in 2017. In
terms of project operation, the second phase of the Kewei and Zhongshan have been
put into operation since April 2017; the technical reform of the first phase of Laibin
China Sciences has been completed and the project is expected to put into operation
in H2 of this year; at present the second phase of Xingyi has come to the stage of
incinerator debugging; the second phase of Dongguan Canvest will be completed by
the end of this year. It is expected that the capacity in operation of the Company will
reach 11,140 ton/day by the end of this year. In terms of projects under construction,
Project Qingyuan has been deferred due to the problem of site selection and
planning and will be replaced by Project Lufeng, whose construction will be started in
the H2 of this year and is expected to be completed by the end of the next year. In
the future, the Company will continue to keep stable project acquisition and
commencement, in hope of achieving the 30% compound growth target in the 13th
Five-Year Plan period.
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Canvest Env's Projects

p PhillipCapital

Project Daily capacity/t{Notes
Kewei' 1800 Operating in 2011
Dongguan YF phasel 1800 Operating in2013
Operat_ing Kewei phasel 1800 Operating in2015
capacity
Zhanjiang YF 1500 Operating in2016
Xingyi phasel 700 Operating in2015
2017 Kewei phase2 1500 Operating in2017
Zhongshan 1040 Operating in2017
Laibin phasel 1000 2016.3 Technological upgrading, Operating in2017
Xingyi phase2 500 2017.6 Incineration installation debugging
Dongguan YF phase2 1200 Completed by late 2017
2018 Beiliu phasel 700 Completed by early 2018
Lufeng phasel 1200 Completed by late 2018
2019+ Qingyuan phasel 1500 Operating in2019
Xinyi phasel 500 Operating in2019
Qingyuan phase2 1000 Planning
Laibin phase2 500 Planning
Lufeng phase2 400 Planning
Beiliu phase2 350 Planning
Xinyi phase?2 250 Planning
Total 19240

Source¥ind, Phillip Securities (HK) Research

Influential shareholders: At the beginning of 2017, the Company has achieved
strategic cooperation with BOC & UTRUST Private Equity Fund Management
(Guangdong) Co., Ltd. and Utrust International (Utrust Holdings is a financial holdings
group directly subordinated to the Department of Finance of Guangdong Province),
and it is expected that the cooperation with Utrust Holdings will bring abundant
project resources to the Company, and as a result enhance the competitive
advantages in Guangdong Province. In February 2017, the Company has introduced
Shanghai Industrial Holdings Limited as the strategic investor. The dominant
shareholder of Shanghai Industrial Holdings Limited is the biggest overseas
comprehensive enterprise in Shanghai, and Canvest Environmental Protection, as a
private enterprise, is also known for its quick response capability and risk control
capability, so the cooperation of the two enterprises is perfectly possible to facilitate
the business expansion of the new projects across the country.

Investment ratings: Canvest Environmental Protection, dedicating to its major
industry of WTE, is outstanding in project acquisition capability as well as outstanding
operation efficiency. Benefiting from favorable government policies and the
expansion of WTE market in Guangdong Province as well as across the country, the
Company, with great certainty, enjoys a relatively stable momentum for performance
growth in the next three years. We predict that from 2017 to 2018, the Company’s
revenues will reach HKD2.27 billion and HKD 2.94billion, respectively; net profit HKD
0.54 billion and HKD 0.72 billion, respectively; EPS 0.22 and 0.29, respectively and we
set HKD5.0 as its target price, rated as "Buy". (Closing price as at 18 July2017)
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Risk Warnings
The newly increased projects are below expectation;
Project construction and operation progress are below expectation;

Tthe progress of its cooperation with Utrust/Shanghai Industrial Holdings Limited is
below expectation.
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Financials
FYE FY14 FY15 FY16 FY17E FY18E
Valuation Ratios
P/E 32.00 29.71 20.80 18.90 14.22
P/B 3.59 3.56 3.10 3.19 2.68
Dividend Yield - - 0.7% 1.1% 1.4%
Per share data(HKD)
EPS,Adj+ 0.13 0.14 0.20 0.22 0.29
BVPS 1.16 1.17 1.34 1.30 1.55
Dividend Per Share - - 0.03 0.04 0.06
Growth & Margins(%)
Growth
Revenue 102.3% 49.1% 42.8% 34.0% 29.3%
Operating income 50.9% 32.9% 53.8% 33.7% 34.4%
Net profit 45.8% 42.4% 47.1% 35.1% 33.0%
Margins
Gross profit margin 43.1% 37.1% 35.6% 36.0% 36.4%
Operating profit margin 31.2% 27.9% 30.0% 29.9% 31.1%
Net profit margin 24.0% 22.9% 23.6% 23.8% 24.5%
Key Ratios
ROE (%) 8.3% 11.7% 14.7% 16.9% 18.8%
ROA (%) 7.6% 6.6% 7.6% 8.4% 9.9%
Income Statement(HKD mn)
Revenue 797 1,188 1,696 2,273 2,938
- Cost of Goods Sold 452 745 1,064 1,455 1,869
Gross Income 345 443 632 818 1,069
- Operating Expenses 97 112 123 138 155
Operating Income 249 331 509 680 914
- Net Non-Operating Losses (Gains) 13 1 46 55 83
Pretax Income 236 330 463 625 831
- Income Tax Expense 27 41 63 85 113
Net profit 191 272 400 540 718

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 18 July 2017)
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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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