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Summary of Investment 

-Sanitation business has become the driving force of income growth and structural 
transformation; 
-The funds in hand after fund-raising were abundant, providing strong momentum towards 
development; 
 
Investment Rating 

The development prospect of sanitation business of the company and cooperative 
development under the industry chain are optimistic. The company is now equipped with 
abundant funds and strengthened operation duration ability after the completion of 
directional private placement. We estimate, from 2018 to 2019, the net profit of the 
company will reach RMB1586/1980mn, respectively, EPS of 1.55/1.94, equivalent to a PE of 
18.9/15.1. We give a target price of RMB37.2 and the Buy rating. (Closing price as at 17 April 
2018) 
 
Historical  P/E Valuation 

 
Source: Wind, Phillip Securities(HK)Research 
 
Peer comparison  

TTM 18E 19E
600323.SH 10.9 16.76 14.4 12.26 2.05 12.85

000826.SZ 30.0 24.0 18.4 14.9 2.0 10.9

002672.SZ 11.8 27.7 22.1 17.4 3.7 12.7

603686.SH 7.1 28.5 26.6 19.9 5.3 18.9

603568.SH 15.3 30.2 26.3 22.0 6.7 24.0
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Buy 
CMP: RMB 29.32 
(Closing price as at 17 April 2018) 
TARGET: RMB 37.20 (26.9%) 
 
COMPANY DATA 
O/S SHARES (MN) : 1022 
MARKET CAP (RMB MN) : 299,60 
52 - WK HI/LO (RMB): 38.4/26.71 
 
 
SHARE HOLDING PATTERN，，，， % 
Enlightenment technology service co., LTD 16.56 
  
 
 
PRICE PERFORMANCE，，，， % 

 1-Month 3-Month 1-Year

Tus-sound -2.69 -10.72 -18.54
SSE -3.39 -8.08 -2.68
 
PRICE VS. SSE 

 
Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
RMBmn FY16 FY17 FY18E FY19E 
Revenue 6,917 9,358 12,688 16,254 
Net Profit 1,081 1,251 1586 1,980 
P/E,x     
EPS, RMB 

23.5 
1.25 

23.1 
1.27 

18.9 
1.55 

15.1 
1.94 

P/B, x 3.5 2.2 2.0 1.8 
BVPS, RMB 8.5 13.5 14.7 16.2 
ROE, %  13.1  9.0 10.5 11.9 
Source: Company reports, Phillip Securities Est. 
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The Growth of Net Profit is less than tttthat of Revenue 

 

In 2017, the operating revenues of Tus-Sound accounted to RMB9,358 million, 
representing a year-on-year increase of 35.3%. The net profit attributable to parent 
company stood at RMB1,251 million, representing a year-on-year increase of 15.7%, 
and a year-on-year increase of 11.65% after deduction of non-recurring items. 
Earnings per share were RMB1.27. The figure was RMB1.25 in last year. The 
performance was below our expectations. Specifically, the municipal construction 
revenue was RMB3,162 million (+36.6%) and the gross margin was 29.8%; the 
revenue from environmental protection equipment was RMB1,988 million (+9.4%) 
and the gross margin was 53.4%; the revenue from sanitation service business was 
RMB1,788 million (+125.4%) and the gross margin was 17.1%; the revenue from 
recycling of renewable resources was RMB1,733 million (+21.1%) and the gross 
margin was 22.2%. 
 
With respect to revenue structure, the revenue from sanitation service business 
accounted for 19%, the revenue from renewable resources business accounted for 
19%, the revenue from environmental protection equipment accounted for 21%, the 
revenue from solid waste and water services accounted for 6.5% and the revenue 
from traditional solid water municipal construction business accounted for 34%. The 
revenue from environmental service business including sanitation services and 
renewable resources over the period exceeded the construction revenue, 
representing the further optimization of business structure of the company. 
 
In terms of profitability, the overall gross margin was 30.95%, a year-on-year 
decrease of 1.93pct and the net profit margin fell by 2.11pct to 13.56% year-on-year. 
The period cost rate increased by 0.78pct to 15.19% year-on-year, among which the 
sales expense ratio was 1.66%, a year-on-year decrease of 0.04pct, the 
administration expense ratio was 8.86%, a year-on-year increase of 0.96pct, and the 
financial expense ratio was 4.67%, a year-on-year decrease of 0.15pct. In a word, the 
decrease of gross margin and net profit margin and the fast growth of the period 
costs resulted in that the growth of net profit is less than that of revenue. 
 
2011-2017 Revenue structure(mn)  
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Source: Wind, Phillip Securities(HK)Research 
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The change trend of gross and net income margin 
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Source: Wind, Phillip Securities(HK)Research 
 
Promote PPP Business, Build New Points of Growth 

 

The performance in solid waste market expansion was significant. The company has 
entered into the contracts of several household waste incineration power generation 
PPP projects in Baicheng, Aksu, Fuquan and Jinan, disposal projects of kitchen waste 
in Changzhi, Jingzhou, Chuxiong and Yishui, as well as biomass cogeneration projects 
in Heilongjiang and Inner Mongolia, with PPP contracts in hand of more than tens of 
billions of fund. Q1 in 2018 witnessed a good beginning of the company with 31 
projects newly signed, and about RMB15 billion of total investment. The newly added 
projects are mainly PPP projects in sanitation services and solid waste. The company 
actively strived to develop PPP business to build new profit growth points, 
constructing a solid base for the sustained growth of performance. 
 
Bright Prospects for Sanitation Services and Renewable Resources 

 

The sanitation service business in 2017 has presented a booming growth, with a year-
on-year increase of 125% of revenue to RMB1,788 million. Its revenue from 
sanitation service business lies in the forefront of the industry. The number of newly 
signed operation service contracts of Internet sanitation service was 235 with the 
annual amount of about RMB1,031 million in total and the total contract value of 
RMB12.316 billion during the operation of projects. As at the end of 2017, the 
number of contracts of sanitation services performed by the company was 487, the 
annual contract value was RMB2.3 billion and the total contract value was RMB31.3 
billion during the operation of projects. The company has started to establish the 
strategic layout of sanitation service business since 2014. Groups of sanitation service 
industry with the core of Internet sanitation service operation have begun to take 
shape. Sanitation service business is expected to keep a high momentum in the 
future, driving the further optimization of overall business structure of the company. 
 
The e-waste annual disassembly capacity has reached 22.59 million units per year in 
2017, ranking the first place at home in the scale of disposal of e-waste. The company 
continues establishing the layout in recycling industrial parks, discarded automobiles, 
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dangerous waste, intensive processing and other fields offline, optimizing and 
promoting the renewable O2O platform online, and improving the profitability of 
renewable resource business by integrating industry resources and expanding the 
industry chain. 
 
Fund-raising Brings about Abundant Funds for Development 

 

In August 2017, the company raised the funds of RMB4,589 million through private 
placement. The funds were used in integrated platform of sanitation services and 
service network construction, as well as the reconstruction of sanitation vehicles in 
Hubei, waste incineration power generation, projects of kitchen waste and 
supplementary current funds. The fund-raising has brought abundant funds for the 
business development and project investment, which helps to strengthen capital 
strength, optimize financial structure and improve the core competitiveness and 
operation duration ability. 
 
Risk Warnings 

 

The expansion and progress of projects fail to meet expectation; 
Risk of intensified market competition; 
Industry policy risk; 
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Financials 
 
FYE FY14 FY15 FY16 FY17 FY18E FY19E
Valuation Ratios
Price Earnings(P/E) 30.7 26.6 23.5 23.1 18.9 15.1
Price to Book(P/B) 4.8 4.0 3.5 2.2 2.0 1.8
Per share data(RMB)
EPS,Adjusted 0.96 1.10 1.25 1.27 1.55 1.94
Book Value Per Share 6.14 7.24 8.46 13.51 14.68 16.15
Dividends Per Share 0.10 0.15 0.20 0.40 0.47 0.58
Growth & Margins(%)
Growth 
Revenue 63.0% 45.0% 9.1% 35.3% 35.6% 28.1%
Operating income 38.1% 13.4% 14.6% 20.3% 26.1% 25.4%
Net profit 37.3% 15.8% 16.2% 15.7% 26.7% 24.9%
Margins
Gross profit margin 34.5% 30.5% 32.9% 31.0% 29.8% 29.8%
Operating profit margin 21.2% 16.5% 17.4% 15.5% 14.4% 14.1%
Net income margin 18.4% 14.7% 15.6% 13.4% 12.5% 12.2%
Key Ratios
ROE(%) 15.5% 15.2% 13.1% 9.0% 10.5% 11.9%
ROA(%) 9.5% 7.3% 5.6% 4.7% 5.0% 5.7%
Income Statement(RMB mn)
Revenue 4,374 6,341 6,917 9,358 12,688 16,254
   - Cost of Goods Sold 2,865 4,404 4,642 6,462 8,907 11,410
Gross Income 1,509 1,936 2,274 2,897 3,781 4,844
    - Operating Expenses 583 887 1,072 1,450 1,957 2,555
Operating Income 926 1,049 1,202 1,446 1,824 2,289
 - Net Non-Operating Losses (Gains)17 60 97 61 73 78
Pretax Income 943 1,109 1,299 1,508 1,897 2,367
     - Income Tax Expense 148 175 216 239 304 379
Net profit 804 931 1,081 1,251 1,586 1,980

Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as at 17 April 2018) 
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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.   

© 2018 Phillip Securities (Hong Kong) Limited 
 

Contact Information (Regional Member Companies) 

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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