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Summary of Investment 

 

- Continuous optimization of business structure and enhanced proportion of main business 
of hazardous waste treatment; 
- Newly constructed/increased project + extension of M&A accelerated expansion of 
treatment scale; 
- New breakthrough in layout of Beijing-Tianjin-Hebei region; 
 
Investment Advice 

 

The Company spares no efforts to accelerate the expansion of newly constructed/increased 
hazardous waste treatment projects, coupled with rapid expansion of treatment scale. With 
the release of new capacity and concentration of market share to the dominant industry, it 
is expected that the main business of hazardous waste treatment will maintain high-speed 
growth. In addition, environmental facilities services and municipal business will make a 
significant complement to overall result. Also, the Company seizes the opportunity to launch 
PPP new business and focuses on expanding soil restoration, watershed management, urban 
pipe network and other new projects with the aim of creating new profit growth point and 
opening upward space for overall result. It is forecast that net profit of the Company in 2017 
and 2018 will reach RMB506 million and RMB640 million, respectively; earnings per share 
(EPS) will be RMB0.57 and RMB0.72, respectively; the target price will be HKD14.0, with a 
Buy rating. 
 
Historical P/E Valuation 

 
Source:Wind, Phillip securities(HK) Research 

 
 

 
 

 

Buy 
CMP: HKD 11.46 
(Closing price as at 9 Oct 2017) 
TARGET: HKD 14.00 (22%) 
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SHARE HOLDING PATTERN，，，， % 
 Guangdong guangsheng asset 
management co. LTD 

13.72 

  
 
 
PRICE PERFORMANCE，，，， % 

 1-Month 3-Month 1-Year

DONGJIANG 6.32 -6.78 -10.25
HSI 2.85 12.3 19.31
 
PRICE VS. HSI 

S
ource: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
RMBmn FY15 FY16 FY17E FY18E 
Revenue 2403 2617 3223 4061 
Net Profit 333 534 506 640 
P/E,x     
EPS, RMB 

34.5 
0.39 

21.7 
0.62 

23.6 
0.57 

18.6 
0.72 

P/B, x 4.2 3.6 3.2 2.8 
BVPS, RMB 3.2 3.7 4.2 4.8 
ROE, %  12.1 16.2 13.7 15.1 
Source: Company reports, Phillip Securities Est. 
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Growth of net profit slowed down in H1 

 

In H1 2017, revenues and the net profit attributable to the parent company of 
Dongjiang Environmental Company Limited amounted to RMB1.403 billion and 
RMB220 million, respectively, representing a year-on-year increase of 19.96% and 
6.83%, respectively. The net profit attributable to the parent company after 
deduction of non-recurring profit or loss recorded at RMB215 million, with a basic 
EPS of RMB0.25 (+4.2%). As the Company stuck to enhance market development and 
technology R&D, sales costs and administration expenses increased significantly over 
the same period last year, resulting in higher growth rate of revenue than that of net 
profit. The Company reported that its net profit of the first three quarters were 
between RMB266-380 million, with a year-on-year growth of -30%-0%. If non-
recurring profit or loss brought by share sales in the same period last year was 
deducted, the year-on-year growth would be 0-30%. 
In terms of profitability, the gross margin of each business has declined slightly, but 
industrial waste disposal (47.3%) and industrial waste of resource utilization (29.2%) 
with higher gross margin reported a substantial increase in revenue, with the overall 
gross margin only down by 0.25% to 35.75%, while the net profit fell by 1.78% year 
on year to 17.31%. In addition, owing to acceleration of accounts receivable, 
operating cash flow improved significantly and net operating cash flow increased 3.5 
times year on year at the end of the period. 
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Source:Wind, Phillip securities(HK) Research 

 
The Company continues to optimize its business structure and 
maintains steady growth in its main business of hazardous waste 
treatment 

 

The Company yielded remarkable results in its business transformation and further 
optimized its business structure. In H1, 75% of its revenue came from industrial waste 
treatment and industrial waste utilization, which together contributed a total 
revenue of RMB1.051 billion, a year-on-year increase of 52.2%. In 2016, the 
contribution rate was 62.45%. Substantial increase in revenue was mainly due to the 
steady increase in new project production and capacity utilization. In particular, 
collection and treatment volume of materialized waste and incineration waste 
increased by about 100% and 50%, respectively, over the same period of last year. In 
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addition, production and sales volume and metal sales price also witnessed 
significant rise. 
 
In H1, the price of new environmental engineering contract was about RMB286 
million, which recorded an environmental engineering and service revenue of about 
RMB143 million, up by 31.08% year on year and a gross margin of 25.13%, 
representing a stabilized year-on-year increase. The Company actively built the EPC 
general contracting capability of hazardous waste facilities, introduced the full flow 
experience of hazardous waste project into the engineering market, and planned to 
build a high standard waste treatment and disposal facility for the industry. It is 
expected that the asset-light operation mode of "technology + service" may 
significantly increase the overall operational efficiency, while environmental 
engineering business is also expected to become another result growth engine of the 
Company. 
 
Considerable scale of projects under construction and release 
period of capacity concentration 

 

In 2017 H1, new project capacity recorded 70,000 tons/year, which promoted the 
development of industrial waste treatment and disposal, with an increase in revenue 
of 53.35% year on year to RMB526 million. Among the projects under construction of 
the Company, it is expected that a total of 155,000 tons of capacity per year will be 
put into operation by the end of 2017 and 647,800 tons will be put into operation in 
2018. Once completed and put into operation, this project will add a treatment 
volume of about 800,000 tons/year. It is expected that concentrated release of 
capacity in the next two years will continue to support high-speed growth. Rapidly 
promoting and enriching experience in extension and merger with newly 
constructed/increased project, the Company will be able to achieve the target of 3.5 
million tons of waste treatment in 2020. 
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Schedule of projects 

Time 
Name of project under 
construction 

Scale (ten 
thousand 
tons/year) Remarks 

Put into 
operation in 
H1 2017 

Burning of 20,000 tons/year, 
materialization of 10,000 tons/year 
and comprehensive utilization of 
30,000 tons/year in Tianyin, Hubei 6 Put into operation 

Burning of 9,100 tons/year and 
materialization of 950 tons/year in 
Yongxingsheng, Zhuhai 1.005 Put into operation 

Estimated to 
be put into 
operation in 
H2 2017 

80,000 tons/year of materialization 
project in Hengjian, Dongguan 8 

Estimated to be put 
into trial production 
in Q4 2017 

About 775,000 tons/year of harmless 
expansion project of Ruitao, 
Hengshui 7.75 

Estimated to be 
competed and put 
into trial production 
by the end of 2017 

Estimated to 
be put into 
operation in 
2018 

Second phase of solid waste resource 
project of 280,000 tons/year in 
Jiangxi 28 

Estimated to be 
completed in 2018 

20,000 tons/year incineration project 
in Nanping, Fujian 2 

Estimated to be 
completed in 2018 

About 200,000 tons/year resource 
and harmless project in Dongjiang, 
Weifang, Shandong 20 

Estimated to be 
completed in 2018 

17,800 tons/year resource project in 
Xiantao Lvyi, Hubei 1.78 

Estimated to be 
completed in 2018 

About 40,000 tons/year harmless 
project in Nantong, Jiangsu 4 

Estimated to be 
completed in 2018 

About 90,000 tons/year hazardous 
waste treatment project in Quanzhou 
PPP project 

9 

Obtained EIA 
approval in H1 and 
is currently under 
construction 

Total   87.535   

 

 
Source:Wind, Phillip securities(HK) Research 

 
New breakthrough in layout of Beijing-Tianjin-Hebei region 

In September 2017, the Company acquired 80% equity interest in Wondux 
(Caofeidian, Tangshan) with RMB130.4 million. Currently, the target company is 
preparing to build Caofeidian hazardous waste and general solid waste treatment 
center in Tangshan, with an annual treatment volume of 5.816 million tons, including 
incineration of 19,800 tons/year, landfill 18,900 of tons/year, materialization of 3,705 
tons/year, curing of 8,452 tons/year and other types of 7,323 tons/year. This project 
is expected to be completed by the end of 2018 and will become a comprehensive 
treatment base for widest range of hazardous waste in Tangshan. 
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At present, national waste treatment and disposal market develops dramatically. As 
one of the core markets for hazardous waste treatment in China, Beijing-Tianjin-
Hebei region is featured by large scale of hazardous waste production, while waste 
treatment and disposal facilities and capacity fail to manage such hazardous waste 
production, resulting in a huge rigid demand. The acquisition is another significant 
layout in hazardous waste market of Beijing-Tianjin-Hebei region following the 
acquisition of Hebei-Hengshui project, enhancing the Company`s treatment capacity 
in Beijing-Tianjin-Hebei region to 145,300 tons/year. It is expected that layout of 
hazardous waste market of Beijing-Tianjin-Hebei region may be achieved, laying a 
solid foundation for in-depth market development of Beijing-Tianjin-Hebei region. 
 

Multi-channel financing enhances financial strength 

 

The Company actively expands diversified financing channels and financing models 
and achieved remarkable results: 1) To issue asset-backed securities and acquire an 
actual financing of RMB300 million with sewage treatment fees and usufruct of 
controlling shareholder of Humen Lvyuan as underlying assets, which is the first 
transaction between Guangdong Province and Shenzhen Stock Exchange PPP+ABS 
business; 2) To issue first stage of green company bonds with an issue size of RMB600 
million, which is the first company that issues green bonds and lists in Shenzhen Stock 
Exchange; 3) To sign a framework agreement of industry M&A fund with GDRISING 
FINANCE with a total value of RMB3 billion and mother fund of RMB550 million and 
the Company subscribes RMB50 million; 4) To launch non-public offering of A shares 
project and raise funds of RMB2.3 billion. Diversified financing channels will help 
reduce financing costs, enhance capital strength and promote the development of 
main business. 
 
Risk Warnings 

 
Industry policy risks;  

Project progress below expectations;  
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Financials 
 
FYE FY14 FY15 FY16 FY17E FY18E
Valuation Ratios
Price Earnings(P/E) 18.2 34.5 21.7 23.6 18.6
Price to Book(P/B) 1.9 4.2 3.6 3.2 2.8
Per share data(RMB)
EPS,Adjusted 0.74 0.39 0.62 0.57 0.72
Book Value Per Share 7.02 3.17 3.71 4.16 4.77
Dividends Per Share 0.15 0.08 0.12 0.11 0.14
Growth & Margins(%)
Growth 
Revenue 29.3% 17.4% 8.9% 23.1% 26.0%
Operating income 27.0% 19.4% 61.4% -9.5% 31.2%
Net profit 20.8% 32.2% 60.5% -5.2% 26.5%
Margins
Gross profit margin 32.5% 32.4% 36.1% 36.5% 37.0%
Operating profit margin 14.8% 15.1% 22.3% 16.4% 17.1%
Net income margin 12.3% 13.8% 20.4% 15.7% 15.8%
Key Ratios
ROE(%) 10.3% 12.1% 16.2% 13.7% 15.1%
ROA(%) 6.1% 5.7% 7.2% 6.3% 7.8%
Income Statement(RMB mn)
Revenue 2,048 2,403 2,617 3,223 4,061
   - Cost of Goods Sold 1,382 1,624 1,672 2,046 2,558
Gross Income 665 779 945 1,176 1,502
    - Operating Expenses 362 417 361 648 809
Operating Income 303 362 584 529 694
 - Net Non-Operating Losses (Gains)(18) (87) (89) (110) (110)
Pretax Income 322 449 674 639 804
     - Income Tax Expense 39 64 97 93 117
Net profit 252 333 534 506 640

Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as at 9 Oct 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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