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In the first three quarters, the results of were solid, with large
shareholders completing the overweight
Hong Kong | Environmental Protection| Company report

Buy

Summary of Investment CMP: RMB 15.75
(Closing price as at 30 Nov 2017)

TARGET: RMB 20.00 (27%)
- Major shareholders increased their holdings, and the margin of safety appeared;

COMPANY DATA

- The wide market space in the non-electric field is urgently needed to be released; 0/S SHARES (MN) : 1069
MARKET CAP (RMB MN) : 16,838
52 - WK HI/LO (RMB): 18.98/11.62

Investment Rating
SHARE HOLDING PATTERN * %

Fujian dongzheng investment co. LTD 17.17
As an industry leader, the company will certainly benefit from the promising market space
for future non-electric treatment sector. We forecast that the company’s net income for
2017-2018 will be RMB732 million and RMB815 million, respectively; EPS will be RMBO0.69 PRICE PERFORMANCE » %
and RMBO.76, respectively; equivalent to the PE ratio in 2017/2018 of 23.0/20.7. We give a 1-Month _ 3-Month 1-Year
target price of RMB20.0 for “Buy” rating. (Closing price as at 30 Nov 2017) LK -13.22 413 19.94
SSE -1.84 0.67 2.82
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Steady Growth in the First Three Quartel’s Source: Company reports, Phillip Securities Est.

Research Analyst

. . . . . . . . . Wang Yannan
Longking was listed in 2000 and is the first listed company in the field of environmental (+ 86 21 51699400-107)

protection equipment manufacturing in China. The company’s main products include flue wangyannan@phillip.com.cn
gas dust collection, FGD, SNCR, electrical control equipment, and bulk material conveying,

which are widely used in the air pollution control of electric power, building materials,

metallurgy, chemical industry and light industry. In 2016, the revenue of the company

exceeded RMBS billion for the first time. In 2012-2016, the revenue composite growth of

the company was 17.3%, and the compound growth rate of net profit attributable to the

parent company recorded 22.9%. The company recorded sustainable growth.
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Longking recorded a revenue of RMB4.971 billion, up by 0.86% yoy, a net profit
attributable to parent company of RMB470 million, up by 9.59% yoy, and 11.87% yoy
after deduction of non-recurring profit and loss. Equivalent earnings per share were
RMBO0.44. The figure was RMBO0.4 in the same period of last year. Specifically, Q1, Q2
and Q3 reported revenues of RMB1.14 billion, RMB1.81 billion and RMB2.01 billion,
respectively, and net profits of RMB84 million, RMB142 million and RMB245 million,
respectively. Profits are in line with expectation.

Revenue performance(mn)
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Source: Wind, Phillip Securities(HK)Research

Gross Margin and Net Profit Margin Increased

The gross margin in the period was 26.1%, up 1.81% from 24.29% in the same period
of last year. Net profit margin 9.56%, up by 0.81% yoy, in which the quarterly net
profit margin in the third quarter reached 12.19%, a sharp rise from the previous two
quarters. The period cost rate was 14.59%, up 1 ppts yoy, in which the financial
expense rate was up 161.5% yoy, to RMB23.56 million.

Net Operational Cash Flow Expected to Be Positivef the Year

The net operational cash flow in the first three quarters was RMB-283 million, which
was slightly improved from the mid-period of RMB-356 million. The net operational
cash flow will very probably be positive. The company’s account receivable
RMB2.026 billion, down from RMB2.147 billion of the beginning of the year.
Advances received were RMB6.483 billion, up RMB510 million compared with the
beginning of the year. Capital on paper reached RMB1.448 billion, down RMB1.1
billion from the start of the year, mainly because of the repayment of RMB500
million medium-term note and an increase in the net operating cash expenditure.
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Sufficient Orders In Hand, Leading Flue Gas Dust Clection
Technology

The company added RMB7.8 billion of orders in the first three quarters, with RMB2.6
billion added in the third quarter. By the end of the third quarter, the orders in hand
reached RMB18.1 billion. With sufficient orders in hand, sustained growth of results
is guaranteed. At present, the peak of investment in thermal power industry has
passed, and the newly-added scale of coal-fired power generating units is limited.
There is only a certain increment of space for the ultra-low emission transformation
of the existing units. With the gradual enhancement of the national policy on the
emission standards of non-electric sectors such as steel and chemical industry, the
demand for air treatment in the non-electric fields will soon be increased. The
company has been in the market for many years, especially in the R&D of
atmospheric management technology. In 2016, the R&D expenditure was RMB395
million, accounting for 4.9 percent of operating revenue. In 2016, the market share of
flue gas dust collection products ranked first in the country. We believe that the solid
technical reserve and R&D capability will help the company to win the first place in
the market of non-electric atmosphere management.

Major Shareholders Increased Their Holdings

After changes in share options are completed, Sunshine Group holds indirectly
17.17% stock rights (183.5 million shares) of Longking by holding directly 51% stock
rights of Eastright Investment & Development. In July, Sunshine Group increased its
holdings of 30,284,000 shares through the trust scheme, with the shareholding ratio
increased to 20%. In November, Sunshine Group continued to increase its holdings of
32,520,000 shares, with the shareholding ratio increased to 23.04%. At present, the
accumulative increased amount reached RMB965 million, with an increase of about
62.8 million shares, accounting for 5.87% of the total share capital. According to
estimation, Sunshine Group shares average at RMB18.8/share, and the current price
has a higher margin of safety.
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Risk Warnings

The bids of new units and large units in power industry reduce;
The market competition of non-electric field is fierce;
The market is not expanding as expected;

Industry policy risk;
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Financials
FYE FY14 FY15 FY16 FY17E FY18E
Valuation Ratios
P/IE 14.6 30.3 25.4 23.0 20.7
P/B 2.1 4.7 4.2 3.7 3.3
Dividend Yield(%) 2.1% 1.0% 1.2% 1.3% 1.5%
Per share data(RMB)
EPS,Adj+ 1.08 0.52 0.62 0.69 0.76
BVPS 7.36 3.33 3.74 4.24 4.80
DPS 0.33 0.16 0.19 0.21 0.23
Growth & Margins(%)
Growth
Revenue 8.2% 22.6% 8.6% 8.4% 10.0%
Operating income 0.6% 22.6% 3.7% 29.1% 11.9%
Net profit 1.5% 20.9% 18.5% 10.3% 11.3%
Margins
Gross profit margin 23.3% 22.9% 22.6% 24.8% 24.8%
Operating profit margin 8.4% 8.4% 8.1% 9.6% 9.8%
Net income margin 7.7% 7.6% 8.3% 8.4% 8.5%
Key Ratios
ROE (%) 14.7% 15.7% 16.6% 16.2% 15.9%
ROA(%) 4.6% 4.5% 4.7% 4.7% 4.7%
Income Statement(RMB mn) FY14 FY15 FY16 FY17E FY18E
Revenue 6,027 7,391 8,024 8,698 9,567
- Cost of Goods Sold 4,621 5,697 6,207 6,541 7,195
Gross Income 1,405 1,694 1,817 2,157 2,373
- Operating Expenses 823 922 1,031 1,131 1,228
Operating Income 509 624 647 836 935
- Net Non-Operating Losses (Gaing (40) (42) (170) (55) (55)
Pretax Income 549 665 817 891 990
- Income Tax Expense 82 104 145 153 170
Net profit 463 560 664 732 815

Source: Company, Phillip Securities (HK) Research Estimates
(Financial figures as at 30 Nov 2017)
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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

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.
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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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