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KEY FINANCIALS

In 2017, Luenmei Holding recorded a revenue of RMB2.376 billion, up 16.24% yoy; net profit ~ pre—r FY14 FY15  FY16 FY17
attributable to parent company of RMB0.922 billion, up 31.93% yoy, equivalent to EPS of  Revenue 661 758 2044 2376
RMB1.157, up 12.6% yoy. Among them, the Q1/Q2/Q3/Q4 net profit attributable to parent  Net Profit 163 177 699 922
company hit 4.52/-1.43/1.72/4.55, respectively, with Q1 and Q4 contributed the most to the  P/Ex 31.1 286 234 207
result for the year. Based on this robust performance, the Company planned to add 10 more  EPS,RMB 077 084 103 116
shares by conversion of surplus reserves and distribute dividend RMB4.2 per 10 shares, P/B/X >1 43 66 3.0
topping the annual dividend rate to 40.08%. BVPS, RMB A7 55 37 81

ROE, % 165 152 282 13.0

Source: Company reports, Phillip Securities Est.
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Prompted by the growth of the gross margin, integrated gross margin and net profit
margin surged by 3.38pct and 4.72pct, respectively, and stood at 50% and 39.73%,
respectively, which suggested extraordinary profitability. This period also saw the
higher efficiency of company capital management. Signing of the bank deposit
agreement brought RMBO0.15 billion in interest income. This brought the financial
expense rate down to 6.74pct, at 6.32%. In addition, sales expense rate and
administration expense rate also maintained at a relatively low level, at
0.29%(+0.14%) and 4.93%(-0.32%), respectively, which indicates excellent capability
in expense management overall.
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The Main Business of Heating Drove Fast Growth of Bsult

With contribution of about 90% of revenue and 95% of gross margin, the three major
operating businesses provided robust support for profitability of the Company.
Specifically, heating and steaming supply business reported RMB1.532 billion
(+20.34%) of revenue, with gross margin at 37.52%, up 3.7pct yoy; engineering
business, RMBO0.181 billion of revenue(+19.5%), with gross margin at 80.23%, up
6.54pct yoy; and network access business, RMB0.421 billion of revenue(+6.27%), with
gross margin at 95.86%, up 4.82pct yoy. However, decline in power generation
capacity and number of utilization hours slashed the revenue in power generation by
6.48pct, at RMB0.189 billion, with gross margin decreasing by 7.04pct, at 14.64%.

Steady expansion of heating area and network access area spurred the growth of
result for the year. In 2017, the average heating area amounted to about 56 million
square meters, up 21.7% yoy; and the access area totaled 73.6 million square meters,
up 19.5% yoy. Meanwhile, the Company actively sought opportunities for geo-
replication projects. Franchise leasing project in Huanggu District, Shenyang has been
successfully replicated and expanded in asset-light operation mode. Heating business
in Baotou has showcased the Company's capability to geographically replicate the
same business. In the future, with its triple model of "self-
construction+purchasing+energy management", the Company will continue to speed
up its business expansion, increase its business scale, and enhance its profitability.
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3D Imaging the Strategic Layout Boosted Its Epitaxal Growth

At the end of the year 2017, book capital of the Company recorded RMB5.4 billion.
Abundant capital offered guarantee for the Company to make strategic layout of
financial industry, new-tech industry and so on. In October, 2017, the Company
acquired 400 million shares in CINDA P&C at RMBO0.651 billion. This move made the
Company take up 19.33% of its total share capital, and thus became its 2nd largest
shareholder. In January, 2018, the Company signed an equity investment agreement
with Mantis Vision Ltd (hereinafter referred to as MV Ltd), a 3D imaging solutions and
algorithm R&D company in Israel. In accordance with the agreement, the Company
will invest USD36 million, among which USD28 million is for series D funding of
preferred stocks of MV Ltd, and USD8 million is purchase of the shares held by the
former stockholders in MV Ltd. Upon completion of the investment, the Company
will transcend as the largest stockholder of MV Ltd with 17.36% shareholding. While
maintaining steady growth of its main business, the Company’s strategic investment
in financial industry and new-tech industry will strengthen its overall capability of risk
resistance and sustainable development, and nurture new growth poles for its future
profits.

Risk Warnings

Rising coal price;

Heating area and network access area below expectation;
Epitaxial growth below expectation;

Investment, merger and acquisition risks;
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Financials
FYE FY13 FY14 FY15 FY16 FY17
Valuation Ratios
Price Earnings(P/E) 36.5 31.1 28.6 23.4 20.7
Price to Book(P/B) 5.8 5.1 4.3 6.6 3.0
Per share data(RMB)
EPS,Adjusted 0.66 0.77 0.84 1.03 1.16
Book Value Per Share 412 4.69 5.52 3.65 8.07
Growth & Margins(%)
Growth
Revenue 17.88% 13.7% 14.5% 169.8% 16.2%
Operating income 26.65% 19.2% 27.0% 244.0% 36.3%
Net profit 25.91% 17.4% 8.5% 295.8% 31.9%
Margins
Gross profit margin 37.7% 36.8% 42.4% 46.6% 50.0%
Operating profit margin 29.3% 30.8% 34.1% 43.5% 51.0%
Net income margin 23.8% 24.6% 23.3% 34.2% 38.8%
Key Ratios
ROE(%) 16.0% 16.5% 15.2% 28.2% 13.0%
ROA(%) 6.88% 7.12% 7.27% 18.97% 12.14%
Income Statement(RMB n
Revenue 582 661 758 2044 2376
- Cost of Goods Sold 363 418 437 1091 1188
Gross Income 219 243 321 953 1188
- Operating Expenses 48 40 63 64 -24
Operating Income 171 204 259 890 1212
- Net Non-Operating Loss -13 -13 25 -34 -6
Pretax Income 184 217 233 924 1218
- Income Tax Expense 45 54 57 208 274
Net profit 139 163 177 699 922

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 25 April 2018)
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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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