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Relevant policies issued, sector with high certainty

Hong Kong | Environmental Protection | Company Update

Event Update

On January 20, 2020, the Ministry of Finance, the National Reform Commission and the National Energy
Administration jointly issued "Several Opinions on Promoting the Healthy Development of Non-aqueous
Renewable Energy Power Generation” and "About Printing and Distribution Notice of the
"Administrative Measures for Renewable Energy Electricity Price Additional Funds", the "Opinions "
pointed out that the current subsidy method should be improved to settle expenditures and reasonably
determine the scale of new subsidy projects; fully guarantee the continuation of policies and reasonable
incomes on existing projects. For the renewable energy power generation projects that have been approved
(recorded) in accordance with regulations, all units have been connected to the grid, and reviewed and
included in the subsidy list, the central government subsidy quota will be determined based on reasonable
utilization hours. For existing projects that have been voluntarily converted to parity projects, the finance
and energy authorities will provide policy support in terms of preferential payment of subsidies and the
scale of new projects. Subsequently, on February 6, the National Development and Reform Commission
issued the "Notice on Implementing Several Opinions on Promoting the Healthy Development of Non-
aqueous Renewable Energy Power Generation and Accelerating the Compilation of Medium- and Long-
Term Special Plans for Domestic Waste Incineration and Power Generation." It requires the compilation
of special mid-to-long-term plans for domestic waste incineration and power generation, and prepare them
before March 31, 2020. "Notice" pointed out that the national renewable energy price supplementary
subsidy funds are preferentially used for projects included in special planning. For those provinces
(autonomous regions and municipalities) that is not received a special plan by development and reform
commissions before March 31, 2020, in principle, the subsidy funds needed for new domestic waste
incineration power generation projects should be settled by the provinces (autonomous regions and
municipalities) where they are located.

It’s believed that electricity price subsidies, as an important part of project investment returns, have made
great contributions to cultivating high-quality companies, promoting technological progress, and
promoting industrial development. But at the same time, due to the amount of waste treatment guarantee
and the price adjustment clauses of the treatment service fee when the project contract is signed, the
company has a certain bargaining power, which can offset the impact of the national subsidy and decline
to a certain extent, and maintain corporate profits. Refining management of single project, improving
operating efficiency while reducing operating costs, bring synergistic effects between projects, and
sharing fixed costs, will also be an alternative development direction for waste incineration enterprises.
According to statistics from the data center of the E20 Research Institute, from January to December 2019,
China has released more than 150 waste incineration projects with a total investment of more than 58
billion RMB. We believe that although the suspension of construction projects will have a negative impact
on enterprises due to the epidemic situation in early 2020, the stability of operating projects and the
increase in the requirements for waste disposal by the epidemic will also benefit the relevant sectors.

According to the company's disclosure, on January 20, 2020, the company's subsidiary, Canvest Kewei,
had obtained the PPP concession right for Yingkou WTE Plant in Yingkou City, Liaoning Province. The
total daily municipal solid waste processing capacity would be 2,250 tons. The Yingkou WTE plant will
be constructed in two phases, of which the processing capacity of the first phase is 1,500 tons and the
processing capacity of the second phase is 750 tons. The garbage disposal fee is expected to be RMB 66
per ton, while the construction cost is approximately RMB 50 to 60 per ton. The company's total
processing capacity is currently estimated to be approximately 42,680 tons, and the processing capacity
has been steadily increased.
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Maintain “BUY” investment rating

We are still optimistic about the performance of WTE companies in 2020, and the issuances of
related policies have also alleviated investors' concerns about the decline of the country subsidies.
With company’s high-quality projects in hand and cooperation with SIIC, and through the support
of policies such as the Yangtze River Delta development plan and the Yangtze River Protection,
it is expected the company would have a stable performance in 2020. We fine-tuned the model
and revised TP to HKD 5.06, corresponding to PE of FY19/FY20/FY21 14.20x/12.13x/10.26X,
with a +34.31% potential increase from the current price (HKD3.77 as of February 25, 2020),
maintaining "Buy" investment rating.

Table-1: 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

Figure-1: Forward P/E Figure-2: Forward EV/EBITDA
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Source: Phillip Securities (HK) Research, Bloomberg

Table-2: Comparable Companies

EV/TTM EV/EBITDA EV/EBITDA Dividend
EBITDA FY1 FY2 P/FCF  Yield

CANVEST ENVIRONMENTAL

PROTEC 9.17 12.70 8.82 8.39 6.84 11.03 10.22 8.1 N.A. 1.57
CNY (1 security)

DONGJIANG

ENVIRONMENTAL CO-A 8.67 12.06 N.A. 9.74 8.1 24 17.91 14.64 16.63 1.42
HKD (4 securities)

Median 9.46 15.80 7.39 7.6 6.22 8.64 7.66 6.16 0 3.46
Average 13.01 24.76 7.49 9.56 7.69 8.66 7.84 6.31 0 3.28
CHINA EVERBRIGHT INTL LTD 33.11 73.12 7.51 6.81 5.6 6.68 6.38 5.28 N.A. 4.64
DYNAGREEN

ENVIRONMENTAL PR-H 9.86 17.81 N.A. 17.14 13.49 10.61 8.95 7.04 N.A. 3.43
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CHINA EVERBRIGHT

GREENTECH L 9.46 15.80 6.37 5.88 4.82 6.34 5.8 4.8 N.A. 3.49
BEIJING ENTERPRISES URBAN
RE 3.46 4.38 7.26 N.A. N.A. N.A. N.A. N.A. N.A. N.A.

Source: Phillip Securities (HK) Research, Bloomberg
Risk

Fail expectations of project progress; policy risk of electricity price allowance; fail expectations
of acquisition of new projects
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Financials

Table-3: Financial data
FYE DEC FY17A FY18A FY19E FY20E FY21E

Valuation Ratios

P/E 15.71 12.27 10.57 9.03 7.64
P/B 1.81 1.75 1.54 1.35 1.18
Dividend Yield 0.88% 1.22% 1.63% 1.91% 2.26%
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 February 25)
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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.
© 2020 Phillip Securities (Hong Kong) Limited
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Phillip Securities Pte Ltd Phillip Capital Management Sdn Bhd
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Tel:  (65) 6533 6001 Tel (603) 21628841
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Website:  www.poems.com.sg Website: www.poems.com.my
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Phillip Securities (HK) Ltd PhillipCapital Japan K.K.
Exchange Participant of the Stock Exchange of Hong Kong Nagata-cho Bldg.,
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Hong Kong Chiyoda-ku, Tokyo 100-0014
Tel (852) 22776600 Tel (81-3) 35953631
Fax (852) 28685307 Fax (81-3) 35953630
Websites:  www.phillip.com.hk Website: www.phillip.co.jp
INDONESIA CHINA
PT Phillip Securities Indonesia Phillip Financial Advisory (Shanghai) Co. Ltd
ANZ Tower Level 23B, No 436 Hengfeng Road,
JI Jend Sudirman Kav 33A Greentech Unit 604,
Jakarta 10220 — Indonesia Postal code 200070
Tel (62-21) 57900800 Tel (86-21) 51699400
Fax (62-21) 57900809 Fax (86-21) 63532643
Website: www.phillip.co.id Website:  www.phillip.com.cn
THAILAND FRANCE
Phillip Securities (Thailand) Public Co. Ltd King & Shaxson Capital Limited
15th Floor, Vorawat Building, 3rd Floor, 35 Rue de la Bienfaisance 75008
849 Silom Road, Silom, Bangrak, Paris France
Bangkok 10500 Thailand Tel (33-1) 45633100
Tel (66-2) 6351700 / 22680999 Fax (33-1) 45636017
Fax (66-2) 22680921 Website:  www.kingandshaxson.com
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King & Shaxson Capital Limited Phillip Futures Inc
6th Floor, Candlewick House, 141 W Jackson Blvd Ste 3050
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London, EC4N 6AS Chicago, IL 60604 USA
Tel (44-20) 7426 5950 Tel +1.312.356.9000
Fax (44-20) 7626 1757 Fax +1.312.356.9005

Website: www.kingandshaxson.com
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PhillipCapital Australia
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Melbourne, Victoria 3000, Australia
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