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Orders in hand continue to increase and new progress is made
in its non-electrical sector

Hong Kong | Environmental Protection| Company report

Summary of I nvestment

-- Sunshine Group buys shares at a premium price and holds more shares to embody
confidence;

-- Air governance industry booms to catalyze the demands of governance;

-- New progress is made in the non-electrical sector.

I nvestment Advices

With the implementation of air governance plan and stricter environmental supervision, the
air governance industry booms significantly, which continues to benefit our company as a
leading enterprise. Based on the above-mentioned information, we forecast that the net
profits in 2017 and 2018 are RMB730 million and RMB 814 million, respectively; the EPS,
RMBO0.68 and RMBO.76, respectively; equivalent to the P/E ratio23.6/21.2 in 2017 and 2018,
we give a target price of RMB18.4 and the rating of "Accumulate".
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Steady Growth of Interim Result

According to the result report in the first half of 2017, the revenue of Longking increased
slightly by 1% yoy to RMB2,958 million, net profit attributable to the parent company
increased by 14.66%yoy to RMB226 million, and net profit attributable to the parent
company after the deduction of extraordinary items increased by 17.89% yoy to RMB205
million, equivalent to the EPS of RMB0.21, compared with RMBO0.18in the same period of
last year. In general, the result in the first half of the year grew steadily, and the second half
will witness more growth of the company.
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KEY FINANCIALS

RMBmn FY15 FY16 FY17E FY18E
Revenue 7391 8024 8698 9446
Net Profit 560 664 730 814
P/E,x 289 243 236 212
EPS, RMB 052 062 068 0.76
P/B, x 45 4.0 3.8 34
BVPS, RMB 33 37 42 48
ROE, % 157 166 161 15.9

Source: Company reports, Phillip Securities Est.
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In respect of cost, the increase was 8.94%, slightly higher than the increase of
revenue. The gross profit margin decreased slightly by 0.27%, which was mainly
affected by the decline of that of real estate and overseas EPC project. During the
period, the expense was RMB1.031 billion; the expense ratio was 12.85%, slightly up
by 0.38 percentage point over last year. The net profit reached 8.37%, mainly
affected by the one-off non-operating revenue of RMB137 million.

Revenue and Net profit trend (CNY:mn)
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In terms of profitability, the gross margin increased by 1.5 ppts yoy from 23.4% in the
same period of last year to 24.89%, and net profit margin increased by 1 ppts yoy
from 6.72% in the same period of last year to 7.7%, which suggested that the
profitability improved a little bit. The period cost rate rose by 0.7 ppts yoy t015.15%,
among which the rate of administration expenses was 12.27%(+0.9%), mainly due to
increased expenses for research and development(+26.2%); the rate of sales
expenses was 2.52%(-0.09%) and the rate of financial costs was 0.36% (-0.1%). The
operating net cash flow dropped dramatically from RMB-220million in the same
period of last year to RMB-355million in that the costs for goods and services soared,
which needs to be improved in the future.
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Continuous Growth of Orders and New Breakthroughs in the Non-
Electrical Sector

In the first half of the year, the amount of overall newly increased contracts reached
RMB5.2 billion(tax included), equivalent to 51% of all the newly increased contracts
in 2016. As at the end of the interim period, the amount of orders in hand was
RMB17.8 billion, which guaranteed the subsequent growth of result. The electric bag
team of the company actively expanded the "integrated device of desulphurization
and dust removal" and "exhaust gas green island" projects centered on the electric
bag, and made progress in the new business of green island with round tube belt
conveyor as the main mechanism. This is expected to be a new point of growth. More
contracts are concluded in dry desulfurization project which includes not only the
traditional sectors, such as thermal power and steel, but also the emerging ones,
such as coking, carbon, catalytic cracking, industrial exhaust gas governing and so on.
Besides, significant breakthroughs have also been made in the business development
of non-electrical sector including nonferrous metal, building materials, metallurgy
and arcola. Moreover, it's worth mentioning that the company is expanding its
business overseas and has made breakthroughs in the Belt and Road Initiative and
the projects in Southeast Asia.

Sunshine Group Holds M ore Sharesto Show Confidence

When changes in share options are completed during the period, Eastright
Investment & Development is still the largest shareholder. Sunshine Group holds
indirectly 17.17% stock rights(183.5 million shares) of Longking by holding directly
51% stock rights of Eastright Investment&Development. The actual controller is
changed from Zhou Suhua to Wu Jie who works in Sunshine Group. The final
purchase price is RMB3.67 billion, equivalent to the price per share of RMB20, an
increase of 23.3% compared with the current price. In addition, Sunshine Group plans
to hold more shares valuing RMBO0.5-1 billion in the next 12 months. So far, it has
already increased 2.83% (30.284 million shares) through two trust schemes with total
amount of RMB460 million. The shareholding ratio goes up by 20%, and will keep
rising in the next 12 months.

Besides, the company launched 10periods of employee stock ownership plan, among
which the 4th one has already finished up to now with an average purchase price of
RMB14.68. Senior executives and key staff are involved in this plan. Associating the
interest of employees with that of the company facilitates the long-term and sound
development of the company.

Risk Warnings

The bids of new units and large units in power industry reduce.
The ultra-low emission transformation of power is coming to an end.
The market is becoming increasingly competitive.

The power sector has a financial strain, and it’s more difficult to collect payments.
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Financials

FYE FY14 FY15 FY16 FY17E | FY18E

Valuation Ratios

P/E 14.9 31.0 26.0 23.6 21.2

P/B 2.2 4.8 4.3 3.8 3.4

Dividend Yield(%) 2.0% 1.0% 1.2% 1.3% 1.4%

Per share data(RMB)

EPS,Adj+ 1.08 0.52 0.62 0.68 0.76

BVPS 7.36 3.33 3.74 4.24 4.79

DPS 0.33 0.16 0.19 0.20 0.23

Growth & Margins(%)

Growth

Revenue 8.2% 22.6% 8.6% 8.4% 8.5%

Operating income 0.6% 22.6% 3.7% 29.1% 12.3%

Net profit 1.5% 20.9% 18.5% 9.9% 11.6%

Margins

Gross profit margin 23.3% 22.9% 22.6% 24.8% 25.0%

Operating profit margin 8.4% 8.4% 8.1% 9.6% 9.9%

Net income margin 7.7% 7.6% 8.3% 8.4% 8.6%

Key Ratios

ROE (%) 14.7% 15.7% 16.6% 16.1% 15.9%

ROA (%) 4.6% 4.5% 4.7% 4.7% 4.7%

Income Statement(RMB mn)

Revenue 6,027 7,391 8,024 8,698 9,437
- Cost of Goods Sold 4,621 5,697 6,207 6,541 7,078

Gross Income 1,405 1,694 1,817 2,157 2,359
- Operating Expenses 823 922 1,031 1,131 1,228

Operating Income 509 624 647 836 938

- Net Non-Operating Losses (Gaing (40) (41 (170) (55) (55)

Pretax Income 549 665 817 891 993

- Income Tax Expense 82 104 145 156 174
Net profit 463 560 664 730 814

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 8 Sep 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.
© 2017 Phillip Securities (Hong Kong) Limited
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