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Performance remained stable in the first half of 2019

Hong Kong | Environmental Protection | Company Update

Company Update

For the six months ended 30 June 2019, the company’s revenue was HKD 2,004.0 million (corresponding
period in 2018: HKD 1,310.8 million), representing an increase of 52.9%. Revenue from power sales and
waste treatment was HKD 853.8 million (corresponding period in 2018: HKD 763.2 million), representing
an increase of 11.9%. The operating profit was HKD 566.0 million (corresponding period in 2018: HKD
440.1 million). Profit attributable to equity holders of the company was HKD 400.8 million
(corresponding period in 2018: HKD 318.0 million), representing an increase of 26.0%. Basic earnings
per share was HK16.3 cents (corresponding period in 2018: HK13.0 cents). The interim dividend of
HK3.2 cents per ordinary share for the six months ended 30 June 2019 (six months ended 30 June 2018:
HKZ1.9 cents per ordinary share). The company's performance of core business is basically consistent with
our forecast, related performance increase in total revenue was mainly contributed by the construction
revenue from the additional projects. Additionally, Xinfeng WTE plant and phase 2 of Beiliu WTE plant
commenced trial operation, and phase 1 of Lufeng WTE plant commenced trial operation in 2018Q3.
Together with the stable contribution from the existing plants, the company recorded satisfactory results.

Investment Highlights
Benefit from the development opportunities brought by environmental industry policies

With 2020 being the last year of the 13" Five Year Plan, new project opportunities will continue to be
tendered by local governments in order to achieve the 54% municipal solid waste treatment by
incineration target. Following the “Notice on the Implementation Plan of Municipal Solid Waste Sorting
System” released by the General Office of the State Council in March 2017, which targeted a municipal
solid waste recycle rate of 35% in 46 selected cities by 2020, a new “Circular of the Ministry of Housing
and Urban-Rural Development and other Departments on Implementing the Classification System for
Municipal Solid Waste in Cities at or above the Prefecture” was released in June 2019, which targeted to
establish municipal solid waste sorting system in 46 selected key cities by 2020, and in all prefecture and
above level cities by 2025. In response to the Central Government’s plan to promote the implementation
of waste sorting system, the “Shanghai Household Waste Management Regulation” became effective in
July 2019, and Shanghai became one of the first pilot cities to require its residents to strictly follow waste
sorting practice. The company believes that the waste incineration power generation industry will
continue to develop steadily and rapidly in the next few years, and it will capture the opportunity and
benefit from such new growth potentials.

Waste incineration business processing capacity has been steadily improved

As of 30 June 2019, the operating, secured, announced and under management agreement daily MSW
processing capacity of 23 projects was 34,490 tonnes, the operating daily MSW processing capacity of
12 projects (including the project under management) reached 15,890 tonnes. As of 22 August 2019, the
operating, secured, announced and under management agreement daily MSW processing capacity of 25
projects is 36,590 tonnes. During the period under review, the company’s implementation of innocuous
treatment of waste volume amounted to 2,836,859 tonnes, representing an increase of 19.8% YoY. The
company generated 1,124,759,000kWh from green energy, saving 348,650 tonnes of standard coal and
reducing emission of carbon dioxide by 1,907,847 tonnes. During the Period, the company further
expanded its presence to other provinces. 1) The company were awarded Mancheng WTE PPP project in
Hebei Province and the Ruili WTE PPP project in Yunnan Province, with the daily MSW processing
capacity both being 1,000 tonnes. 2) The company entered into an agreement for the acquisition of 49%
equity interest of the Machong Town WTE project in Guangdong Province with a total daily MSW
processing capacity of 2,250 tonnes. 3) The company were awarded the Shaoguan WTE public-private-
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partnership project in Guangdong Province in July 2019 and the Qiandongnan Prefecture South
Area WTE project in Guizhou Province in August 2019, with the daily MSW processing capacity
both being 1,050 tonnes.

Closer cooperation with SIHL

In March 2019, the company entered into an agreement with Shanghai Fudan Water Engineering
Technology Co., Ltd (a non-wholly-owned subsidiary of SIIC Environment Holdings Ltd, which
is an associate of SIHL), Shanghai Nanyi Environmental Technology Company Limited and
Shandong Sanding Company Limited, both of which are Independent Third Parties, for the
establishment of a project company, which will be principally engaged in the investment,
construction and operation of a WTE project with total daily MSW processing capacity of 1,200
tonnes located in the Circular Economy Industrial Park in Shen County, Shandong Province. The
establishment of a project company with SIHL represents an important new business development
model for the company, and the company will capture more new project opportunities via the
same cooperation model in the future.

New developed environmental hygiene services

To perfect its business model, the company further extended its business portfolio to the treatment
of fly ash, bottom ash and environmental hygiene business. The company indirectly holds 35%
equity interest in Dongguan Xindongyue, which currently owns the first landfill project for fly
ash in Dongguan City. During the first 6 months of 2019, it processed 49,048 tonnes solidified fly
ash under the strict treatment requirement by the local environment authority. The company
indirectly holds 40% equity interest in Zhongzhou Environmental, which is principally engaged
in the treatment of bottom ash created from the incineration of waste in China. Zhongzhou
Environmental is under trial operation. Sichuan Jiajieyuan, a renowned environmental hygiene
and related services player in China, continued to provide stable contributions during the period
under review. The company holds 41% equity interest in Johnson, which indirectly holds 100%
equity interest in Johnson Cleaning Services Company Limited, a leading environmental hygiene
service provider providing a wide range of environmental services in Hong Kong. Johnson
Cleaning Services Company Limited continued to provide stable contributions during the period
under review. In the first half year of 2019, the company recorded a total income of HKD 52,104
million of environmental hygiene services, accounting for 2.6%.
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Lufeng Phase Phase 1 of Lufeng WTE plant

I EreBeO”?e commenced trial operation in the 65,730 54965  83.6% 144,800 197,259  136.2%
(Guangdong) second half of 2018
Xinfeng Xinfeng WTE plant commenced

" > M&A trial operation in first half of 33,922 28,709 84.6% 89,600 109,155 121.8%
(Jiangxi) 2019,
Total 1,124,759 984,791 87.6% 2,539,133 2,836,859 111.7%

Source: Phillip Securities (HK) Research, Company Report

Table-2: 2018 Rankings of WTE Companies
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Financial Forecast and Valuation
Financial Performance

In the first half of 2019, the company realized gross profit of HKD 618.3 million, representing an
increase of 26.9% YoY as compared to HKD 487.2 million in 2018. The increase in gross profit
was mainly attributable to the construction plants. Gross profit margin of the company decreased
from 37.2% in 2018 to 30.9% in 2019. The decrease was mainly due to the profit from
construction projects which has lower margin.

Figure-1: Profitability level Figure-2: GPM of segments
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Source: Phillip Securities (HK) Research, Company Report

After the company went public in 2015, the liability-to-asset ratio fell to 52.25%. In recent years,
it has been a dynamic trend, and the average overall liability-to-asset ratio has remained at 53.91%,
increasing 2.4% compared with 2018. In terms of expense rate, the company's overall expense
rate has decreased from 12.18% in 2014 to 6.86% in 2018, and to 6% of the first half of 20109,
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which we believe that it was beneficial from the company's effective internal cost control, overall
expense has declined gradually year by years.

Figure-3: Liability-to-asset ratio Figure-4: Expense rates
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Table-3: Financial performance of last five years

HKD in million FY2014 FY2015 FY2016 FY2017 FY2018 FY2018H FY2019H
Power Sales Revenue 349.15 376.21 519.39 772.61 1,129.33 553.49 612.93
YoY 33.40% 7.75% 38.06% 48.75% 46.17% 10.74%
Waste Treatment  Revenue 192.80 204.92 256.20 306.56 434.37 209.68 240.88
Fee YoY 50.11% 6.29% 25.03% 19.66% 41.69% 14.88%
Revenue 541.95 581.13 775.59 1,079.17 1,563.69 763.17 853.81
Sub-total YoY 38.90% 7.23% 33.46% 39.14% 44.90% 11.88%
GP 296.77 322.02 414.46 555.18 748.56 371.26 391.02
GPM 54.76% 55.41% 53.44% 51.45% 47.87% 48.65% 45.80%
Construction Revenue 247.76 583.33 843.76 1,265.85 1,696.41 518.04 1,053.97
Revenue arising YoY 135.44% 44.65% 50.03% 34.01% 103.45%
from BOT GP 41.29 97.22 140.63 210.98 282.73 86.34 175.38
Arrangement GPM 16.67% 16.67% 16.67% 16.67% 16.67% 16.67% 16.64%
Finance Income Revenue 4.26 20.08 34.20 52.51 65.79 29.55 44.14
arising from BOT YoY 371.58% 70.33% 53.52% 25.31% 49.36%
Arrangement GP 4.26 20.08 34.20 52.51 65.79 29.55 44.14
GPM 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Revenue 793.97 1,184.54 1,653.55 2,397.53 3,325.89 1,310.77 2,004.03
Total YoY 103.49% 49.19% 39.59% 44.99% 38.72% 52.89%
GP 342.32 439.32 589.29 818.66 1,097.09 487.16 618.27
GPM 43.12% 37.09% 35.64% 34.15% 32.99% 37.17% 30.85%

Source: Phillip Securities (HK) Research, Company Report
Financial Forecast and Valuation

We adjust the company's revenue in FY19/FY20/FY21 to be HKD 4.13/4.83/5.71 billion,
representing increases of 24.18%/16.96%/18.14% YoY; gross profit will be HKD 1.34/1.57/1.88
billion, representing increases of 21.80%/17.22%/19.92% YoY; net profit attributable to
shareholders will be HKD 0.88/1.02/1.21 billion, representing increases of 16.06%/17.05%/18.27%
YoY:; corresponding EPSs are HKD 0.357/0.417/0.494. Based on our residual income valuation
model, we adjust a TP of HKD 5.07, corresponding to FY19/FY20/FY21 14.21x/12.14x/10.26x
PE with a +37.69% potential upside compared with CP of HKD 3.68 as of August 23, 2019, we
maintain “BUY” investment rating.
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Table-4: Key Actual Figures and Forecast

mn HKD 2019H Previous 2019 Forecast % of Completion
Revenue 2,004.03 4,040.20 49.6%
GP 618.27 1,327.64 46.6%
Operating Profit 498.01 1,050.31 47.4%
EBIT 580.06 1,237.16 46.9%
EBT 475.86 1,019.05 46.7%
NP attributable to shareholders 400.77 857.15 46.8%

Source: Phillip Securities (HK) Research, Company Report

Table-5: Key Forecast and Target Price Revision

mn HKD old New % Change
Revenue FY2019E 4,040.20 4,129.98 2.2%
FY2020E 4,723.44 4,830.58 2.3%
FY2021E 5,579.79 5,706.73 2.3%
GP FY2019E 1,327.64 1,336.31 0.7%
FY2020E 1,556.20 1,566.46 0.7%
FY2021E 1,866.78 1,878.51 0.6%
Operating Profit FY2019E 1,050.31 1,052.82 0.2%
FY2020E 1,231.96 1,234.87 0.2%
FY2021E 1,483.76 1,486.78 0.2%
NP attributable to shareholders FY2019E 894.93 875.50 -2.2%
FY2020E 1,030.30 1,024.76 -0.5%
FY2021E 1,218.93 1,212.01 -0.6%
RI TP 5.08 5.07 -0.3%

Source: Phillip Securities (HK) Research, Company Report
Risk

1.  Fail expectations of project progress
2. Policy risk of electricity price allowance
3. Fail expectations of acquisition of new projects
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Financials

Table-6: Financial data
FYE DEC FY17A FY18A FY19E FY20E FY21E

Valuation Ratios

P/E 15.33 11.98 10.32 8.82 7.45
P/B 1.77 1.71 1.50 1.32 1.15
Dividend Yield 0.90% 1.25% 1.67% 1.96% 2.32%
Per Share Data in HKD

EPS 0.24 0.31 0.36 0.42 0.49
DPS 0.03 0.05 0.06 0.07 0.09
BVPS 2.08 2.16 2.45 2.80 3.20

Growth & Margins (%)

Growth

Revenue 44.99% 38.72% 24.18% 16.96% 18.14%
Operating Profit 40.22% 32.85% 21.18% 17.29% 20.40%
Net Profit 41.06% 33.69% 16.06% 17.05% 18.27%
Margins

Gross Margin 34.15% 32.99% 32.36% 32.43% 32.92%
Operating Profit Margin 27.28% 26.12% 25.49% 25.56% 26.05%
Net Profit Margin 23.53% 22.68% 21.20% 21.21% 21.24%
Key Ratios

ROA 7.37% 7.48% 7.10% 6.73% 6.54%
ROE 14.82% 14.82% 15.48% 15.91% 16.45%

Income Statement in mn HKD

Revenue 2,397.53 3,325.89 4,129.98 4,830.58 5,706.73
Gross Profit 818.66 1,097.09 1,336.31 1,566.46 1,878.51
EBIT 749.15 1,022.26 1,239.67 1,455.09 1,747.41
EBT 643.58 852.27 1,021.56 1,176.10 1,391.01
Net Profit 564.25 754.36 875.49 1,024.76 1,212.01
Net Profit for Owners 564.25 754.36 875.50 1,024.77 1,212.02

Source: Company, Phillip Securities (HK) Research
(Financial data as of August 23)
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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.
© 2019 Phillip Securities (Hong Kong) Limited
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Website:  www.phillipcapital.com.au
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