EQUITY RESEARCH

PhillipCapital
China Resource Power (oosss.x) PEas

Rising Coal Price present Entry Opportunities. Beginning of a Multi-

Year Rerating Journey for CRP.
Hong Kong | Power and Renewables| Initial Coverage Research Report e

Investment Summary Buy Cnitial)
CRP aims to build 40GW renewable power capacity during the 14%™ fifth five year planning
period, around 3.57x times of the 11.2GW attributable capacity in operation at the end of
2020. Renewable segment would contribute over 75% of the earning by 2025E, a meaningful
transformation to renewable energy from just 38.9% contribution in 2020. We issue a price
target of $33.4 HKD for CRP, with the consideration of 1) Earning growth forecast of 13.6%
CAGR during the 14 fifth period 2). P/E rerating as renewable companies listed in the HKEX

CMP HKD 22.85
(Closing price as of 24 Sept)

Target HKD 33.4 (+46.2%)
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Scheme, 2). Electricity price differential widening during peak demand hours potentially

drive higher revenue on thermal power electricity, & 3). A-share listing prospect. SHARE HOLDING PATTERN, %

China Resource (power) Itd. 62.93%
; . . Vanguard Group Inc 1.57%
40GW Renewable Energy Installation Target during 2020-2025, a Meaningful Roadmap ;. ok Fund Advisors 0.73%

toward Renewable Energy that deserve a higher multiple.

Profit from renewable segment increase 70.5% yoy from $3b HKD in 1H20 to $5.11b HKD in
1H21, mainly from the increase on new capacity. Factoring in the 14 fifth planning period
target of 40GW, we expect renewable segment profit to print a 36.5% CAGR during 2020-
2025. We forecast renewable segment profit to contribute over 75% of total profit by 2025,  15%
drive an upward revision on trading multiple closer to the renewable energy companies 1y
listed in the HK market. We view CRP's current financial position is sufficient to meet an
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estimated 30-35 billion HKD CAPEX spending per annum, risk of equity financing in the HK i
market is remote. Dﬁm.‘zozmﬁmgém ATIBI2021 4791202
w0 ——836.HK Hsl

Power Electricity Giant absent from the A-share Market. Heavy Spending on Renewable
Projects present a Perfect Timing for A-Share Listing. Source: Wind, PSHK
We expect CRP to spend over $150 - $175 billion HKD during the 14 fifth period to meet
the 40GW renewable target, an estimated 43% to 67% increase over $104.9 billion HKD

KEY FINANCIALS
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spending during the 13% fifth period. We view the amount of spending is achievable without M Tl ETTR  EaShl  AldSS  AGEId
equity funding, an A-share listing is still possible if CRP plan to invest more aggressively. Mt Proit B850 758 B85 11,184
Equity financing in the HK market is unlikely in my view, given 1). A-share listing could raise ERS, HHED 317 5 158 5 1% 3 2®
fund with much lower share dilution. Peers listed on both HK and A shares market, Datang, ~ ~=* i e e S
Huaneng and Huadian, their average A/H share premium is 1.16x times based on close price ;;JAH‘ ;Zﬁ :Z.:: :a?; ijﬁ;
on Sep 15, 2021. 2). CRP current P/B ratio is still just slightly above 1 even with the recent 3':.3';4.;3; 455 08l 055 043
outperformance compare to the market of 157.32% return in the last 1-year. If the norm for  Diu. ieid %) 168% 18 16¥e  27E%

equity funding at P/B > 1 do applied, share price fluctuation could be a big uncertainty. We  source: Company reports, Phillip Securities Est.
view a HK market equity funding is not as practical as an A-share listing.

Rising Coal Price could tamper with Thermal Power Profitability this year, but Solid  Research Analyst
Renewable Energy Prospects still remain during the 14 Fifth Period. Stanley IP (+852 2277 6514)
Coal prices rises sharply, we expect thermal power segment to have near-zero profit in 2021.
We view thermal power profits to partially recover in 2022, because part of coal electricity
supply is sold under a direct purchase arrangement with pricing adjustment mechanism by
the end of the year to reflect rising coal price. Over the 14™ fifth period, thermal power
segment expects to grow modestly with rising utilization hours, while renewable segment
expected to record a profit CAGR of 36.5% over that period. We recommend to look through
the near-term challenge of rising coal price while focus on the positive prospect of
aggressive transformation to renewables.

stanleyip@phillip.com.hk
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Earning Forecast and Investment Recommendation

The three major segments: traditional thermal power, heat supply and renewable
power generation accounted for 74%/8%/18% of total revenue respectively in 2020.
Operating income in 1H21 was 42.23 billion HKD, a yoy increase of 35.4%. We
expected thermal power will grow modestly, except for the short-term negative
impact caused by the sharp spike on coal price. CAPEX spending on renewable
projects will accelerate profit growth and reduce the impact of coal price movement
on earnings. Our target price for CRP in 2021 is at $33.4 HKD, which corresponds to a
P/E ratio of 24.5x/14.4x/ 12.5x for 2021/2022/2023 EPS. It is covered for the first
time and is given a BUY rating.

Company Profile

China Resources Power was incorporated in 2001, and it was listed on the Hong Kong
Stock Exchange in 2003. CRP revenue mainly comes from thermal power, wind power,
hydropower, and photovoltaic power generation. CRP power plants are located
across the country. CRP exited the majority of its coal mining business in 2018 and
begin to meaningfully increase investment on renewable energy started from 2019.

Figure 1: CRP’s Revenue in the past ten years (HKD million).
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Company History:

CRP was incorporated in Hong Kong in 2001. In 2002, through the acquisition of three
power plants located in Wenzhou, Hubei and Guangdong, the company became an
independent power generator in China. In 2003, CRP was listed on the Hong Kong
Stock Exchange. In 2006 and 2007, the first wind power and hydropower projects
were established through acquisition and in-house R&D development respectively. In
2009, the Hunan branch was established, marking the first step in the reform of China
Resources Power's regional branch. In the same year, CRP become the first Mainland
China power company eligible for the inclusion into Hang Seng Index In 2010, the
company first achieved a supply of power generation, steam, hot water, and
refrigeration through technological transformation, becoming a regional distributed
energy project. In 2018, the company established power sales and integrated energy
services " "Lingxi" brand.

Figure 2: CRP Corporate History.
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Figure 3: Shareholder Structure of CRP.
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Key Operational Metrics:

CRP operates thermal coal power and renewable power generation businesses. Heat
supply business is to utilize the residual heat from thermal power plants. As of June
30, 2021, CRP’s attributable capacity amount to 47,063 MW. Thermal power capacity
is at 32,127 MW, accounting for approximately 68.3%; wind power, hydropower and
photovoltaic power capacity totaled 14,936 MW, accounting for 31.7%. CRP planned
to increase CAPEX investment on renewable projects to meet its 14 fifth
development target of 40GW and to align with the policy direction of carbon
neutrality and de-carbonization in China. In terms of geological exposure, it is mainly
concentrated in East China, Central China and South China.

Figure 4: Power Generation Capacity by type (MW) Figure 5: Renewable Projects Additions (MW)
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Figure 6: Sales by Segment in 2020 (%)

Figure 7: Profit by Segment in 2020 (%)
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Renewable Capacity accounts for a Rising Proportion of CRP Total Capacity.

CRP plans to add 40GW of renewable capacity within 2025. Renewables will account
for more than half of the total capacity at the end of 2025 from just 32% of total
capacity at the end of 2020. Proportion of renewable capacity have increased from
23% in 2019 to 26% in 2020, and the mix shift have further accelerated to 32% in
1H21 just half a year. We expect during the 14 fifth period, CRP would incur a CAPEX
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spending of $30-35 billion HKD per annum. Debt ratio expect to increase slightly
during that time but remain within a controllable range.

CRP begin Expanding Investment on Renewables in 2019 and exited Majority of
Coal Mining Business in 2018. It improve Earning Growth Visibility and reduce
Earning Impact from Rising Coal Price.

From 2011 to 2017 (figure 8), coal price movement is one of the primary drivers on
CRP earning per shares. Breaking it down into rising and falling coal price periods;
From 2011 to 2015, decline on coal prices led to a decline on fuel costs and rising
profit. From 2015 to 2017, rising coal prices brought pressure on the cost side and led
to a decline in profit. In 2018, a significant decline in (accounting) net profit was
mainly due to the one-time impairment loss recognized from the disposal of coal
mine assets. From 2018 to 2020, although coal prices remain at a similar level, more
solar and wind capacity begin operation contributing to a stable growth on earning.
About 50% of the total electricity generated is sold through a direct-supply contract,
and we assume a similar proportion of direct supply contract for coal-fired electricity.
Under direct power supply contract, electricity price for the next year will be reset at
the end year of this year to reflect current level of coal price. If coal prices record a
significant increase during a year, thermal power companies generally are unable to
pass on the rising cost to end users. Increasing the mix of profit contribution from
renewables will be able to smooth out the earning uncertainties caused by the
fluctuation on coal price.

Increase CAPEX Investment on Renewables expect to drive Earning Growth during
the 14 Fifth Planning Period.

CRP expects to build 40GW renewables by 2025, in which renewables capacity is
expected to surpass thermal capacity. 40GW renewables capacity is about 3.51 times
of current capacity of 11.2GW from the end of 2020, we believe it will reduce the
earning uncertainties of CRP related to coal price and potentially entice a P/E rerating.
In the past, CRP have used a minimum IRR threshold of about 8-9% for investment.

Figure 8: EPS and Coal Price Trend. Figure 9: CRP’s CAPEX Spending (million HKD)
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Relevant Government Policies on the Power Industry

We view the policy direction is friendly toward renewable energy, while the existing
stock of thermal capacity will also grow modestly. Hydro, solar and wind are weaker
reliability of supply, in terms of intermittence and adjustability, than thermal coal
power. During the transitional phase toward renewable energy, while battery storage
solution is still a costly option, thermal coal power remains an important role in peak
demand shaving to ensure stability of the power grid supply. For example: the policy
to reasonably widen the electricity price differential between peak demand and
regular time <<BUGRG HRRIER BHEMEZE, K& FILr K EE A FERRIE M 2>, which
will benefit thermal power operator providing peak shaving capability. Green power
trading scheme platform allows electricity companies to directly supply their
renewable electricity at a premium to the end users. Recent policy statement
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encourage financial institutions to increase their financing support to renewables
energy companies.

Review of Recent Policy Publications on the Power Industry.

Date: Policy Important Takeaways:

Sept 2021 Green energy trading pilot scheme was officially | During the initial phase of implementation, priority will be
launched. given to wind and solar electricity not eligible for the

national renewable energy subsidy, to participate into the
scheme.

Aug 2021 <<Notice of the National Development and Reform | 1). Encourage power generation companies to build their
Commission and the National Energy | own energy storage or other peak shaving capacities to
Administration on Encouraging Renewable Power | increase the capacity connected to the power grid.
Generation Companies to Build or Purchase peak | 2). Encourage power generation companies to purchase
shaving capability to expand the scale of power | energy storage or other peak shaving capacities to increase
generation connected to the grid>>. the capacity connected to the power grid.
<[l FERMNEE BRGNS B S AT AR AEYE S | 3). Encourage to connect additional peak shaving
A 3E E B IR RE BN AR 8 S>> capacities to the power grid.

July 2021 <<Notice on improving the time-of-use electricity | Establish a reasonable peak demand pricing scheme.
pricing mechanism>> In the places where the maximum system peak demand
<<[BI A — 2 52 3 43 B TR (ELR ) Fr0 88 e >> consumption is expected to exceed 40% in the previous

year or the current year, the peak demand electricity price
differential is not less than 4:1 in principle; in other places,
it is not less than 3:1 in principle.

Feb 2021 <<Notice on Guiding Increased Financial Support to | For outstanding subsidy receivable that have been officially
Promote the Healthy Development of Wind Power | confirmed the rights to subsidy, it shall be allowed to
and Solar Industries.>> pledge for loan applications. It shall provide reasonable
<BABI BN KGRl S U (R EEADEESATIE | support to loans applications related to subsidy officially
{8 R 38 Jre 1Y ad L >> confirmed by the government.

Source: Relevant Policy documents

Green Energy Trading Pilot Scheme launched on Sept 2021. Renewable Electricity
can be sold at a Premium through Direct Transaction with the End Users, to reduce
the Interest Burden on Subsidy Delays.
Green power trading scheme at the current phase only include renewable projects
not eligible for renewable subsidy from the government development fund.
According to Xinhua News Agency data, pricing of the first batch of green power
trading on September 7 is about 0.03 yuan-0.05 yuan/kWh higher than the mid-to-
long-term transaction price, that represent an 8-10% pricing premium compared to
the benchmark electricity price of desulfurized coal in their local areas. Large
corporations are willing to switch onto renewable energy consumption to fulfill their
corporate social responsibility (CSR) at a premium to standard coal-fired electricity.
The trading scheme is currently under pilot testing, therefore positive contribution
from the scheme is limited.

Policy statement is to Reasonably widen the Pricing Differential during Electricity
Peak Demand, and it is expected to slightly improve profitability on thermal coal
unit through higher pricing during peak demand.
During the 14™ fifth period, policy goal is to increase the proportion of renewable
electricity from about 11% to about 16.5% mix by 2025. Reliability of power supply
from solar and wind power generation is weaker, and thus it will cost more to ensure
stability of supply from the power grid. Electricity consumption is relatively
concentrated on several timeslots, intra-day fluctuation of power demand is high.
Establishing time-of-use electricity pricing mechanism will enable power grid
companies to pass on the higher operating cost to end users, that is to entice a power
consumption habit to reduce the overall cost of power generation. For thermal

power operators, widening price differential during peak hours is expected to be
positive as it is lifting the floor price on peak demand electricity.
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Excerpt from <<Notice on further Improving the Time-of-use Electricity Pricing
Mechanism>> <<l —3b 5238 4) B BE S K@ m>>

1). Determine a reasonable level of peak demand pricing differential, where the
system peak demand exceed 40%, peak demand electricity pricing differential shall
be no less than 4: 1 in principle; In other situations, it should not less than 3: 1 in
principle.

2). Peak demand period is reasonably determined based on the maximum load of
the system. In principle, the additional rate increase on peak shaving electricity price
is no less than 20%. Extreme peak shaving electricity price mechanism can be
established based on peak shaving price mechanism.

3) Establish a comprehensive electricity pricing mechanism to reflect seasonality of
demand and peak and trough level of demand. Pricing mechanisms need to adapt to
both the intraday and seasonal variation in electricity supply and demand. In places
with a significant proportion of renewable energy from hydropower, establish a
pricing mechanism that fit with the ups and down on power generation, and
reasonably determine the time-of-use electricity pricing, and the proportion of
electricity price fluctuations.

4) Clearly define the scope of implementation for time-of-use electricity pricing
mechanism. Time-of-use electricity pricing mechanism is expected to include all
electricity consumption including users under the industrial and commercial
electricity pricing scheme except for the electricity used by electrified railways
specified by the state.

5) Establish a dynamic adjustment mechanism. All localities are required to adjust
the time-of-use electricity price and the floating ratio of the time-of-use electricity
price in a timely manner that fit with the changes in the local power system's
electricity load or net load characteristics, while taking reference to price signal
provided by electricity spot market time-of-use electricity price.

6) Strengthen connection with the electricity market. Where the electricity spot
market is not yet in operation, if the electricity consumption curve or the time-of-use
price is not formed while electricity medium and long-term market transaction
contract is not declared, the electricity purchase price shall be in accordance with the
time-of-use electricity price mechanism and the peak demand pricing ratio and
floating ratio.

Thermal Power Capacity could adjust to the Shortfall and Surplus of Electricity
Supply allowing more Renewable Capacity to be connected to the Power Grid.
Thermal power and renewables are not mutually exclusive, power grid cannot solely
rely on renewables with low adjustability on power output. If power supply is
insufficient at a certain point in time, solar and wind energy is not able to react with
increased electricity output that would leads to blackout. Government encourages
simultaneous construction of 1). Backup power and 2). Power storage capacity to
address this issue. According to << Notice of the National Development and Reform
Commission and the National Energy Administration on Encouraging Renewable
Energy Power Generation Companies to Build or Purchase peak shaving capacity to
increase the Scale of Grid Connection >> The document encourage renewable players
to build peaking shaving capacity equivalent to 15% output (duration of 4 hours or
more) of the renewables capacity they intend to build, more than 20% peaking
shaving capacity will be given priority for grid connection. Thermal coal backup
capacity is needed to ensure reliable power supply if more renewable capacity need
to connect to the grid. In 2021, the guaranteed amount of renewable capacity quota
eligible to be connected to power grid will no less than 90 million kW that is below
120 million kW new capacity connection in 2020. Access to coal-fired back up
capacity is important for renewable companies to ensure priority access to the grid
connection beyond the guaranteed amount of quota. That will likely benefit power
companies with thermal coal capacity over renewable-only players.
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Demand and supply on electricity industry during 14 fifth period.

During the 14 Fifth Period, Electricity Consumption expect to grow at 4.17% CAGR.
Global Energy Interconnection Development and Cooperation Organization estimate
during the 14th fifth period, electricity consumption growth in China will be at 4.17%
CAGR. Electrification of automobiles will bring new growth momentum on power
consumption. According to forecast from the Global Energy Internet Development
Cooperation Organization, electricity consumption in China will increase from 7.5
trillion kilowatt-hours in 2020 to approximately 9.2 trillion and 10.7 trillion kilowatt-
hours respectively in 2025 and 2030. By 2050 and 2060, total electricity consumption
will reach approximately 16 trillion and 17. Trillions of kilowatt hours.

Figure 10: Electricity Consumption Demand Forecast in China.

Power consumption forecast in China

2020 2025 2030 2050 2060

Electricity consumption (trilion kwh) 7.5 9.2 107 16 AT
CAGR(%) Growth on consumption 4.17% 3.62% 2.56% 2.07%

Data Source : Global Energy Interconnection Development and Cooperation Organization » PSHK

2025 Outlook on Renewable Energy.

New build of renewable capacity expects to contribute most of the incremental
power consumption during the 14 fifth period. From our own calculation based on
growth forecast from relevant industry associations, new construction of solar and
wind energy projects will be able to provide about 2/3 of the incremental power
consumption per annum during 14" fifth period. Coal-fired electricity would be one
of the energy sources to fill the electricity consumption growth.

China's Renewable Energy Power Generation Capacity is expected to reach more
than 50% of the Total Mix by the end of 2025.

China's total installed renewable capacity accounts for 42.4% of the total energy
capacity, which increased by about 14.6% compare to 2012. According to statements
issued by the National Development and Reform Commission on April 2, 2021 "To
achieve leapfrog development for China's renewable energy", it is estimated that by
the end of 2025, the proportion of renewable energy power installed capacity in
China's power generation capacity will exceed 50%. Electricity consumption in China
continues to shift toward wind and solar, which provide positive outlook for the
renewable space. However, installed base of renewable capacity > 50% of the mix is
not the same as power generation exceeding 50% of the total power generation. The
main reason is average utilization hours of solar and wind energy are much lower
than that of thermal power. The actual power generation shall be formulated by =
Utilization hours x equipment scale (ex: 500MW).

Figure 11: Central People's Government Website in April 2021- Title: China's renewable energy

achieves leapfrog development [Excerpt]

1. Large-scale development. During the "14th Five-Year Plan" period, the
average annual installed capacity of renewable energy will be greatly
increased, and the installed capacity will be further expanded to more than
50% of the mix.

2. High proportion of development. By the end of the "14th Five-Year Plan", it is
estimated that renewable energy will account for about two-thirds of the
increase on electricity consumption in China, and it will account for more than
50% of the increase in primary energy consumption. Renewable energy will be
supplying most of the power consumption increase rather than just acting as a
supplement source of energy.

Source: company report, PSHK
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Figure 12: Power Generation in China by type (%) Figure 13: Power Capacity in China by type (%)
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Industry Representative predict Installed Base of Wind Energy to reach at least 800
million Kilowatts (800GW) by 2030.

According to the "Beijing Declaration on Wind Energy" jointly issued by
representatives from wind energy companies in October 2020, during the 14th Five-
Year Plan period, they guarantee to build an at least 50 million KW of wind energy
capacity per annum. After 2025, China's average new installed capacity of wind
power should not be Less than 60 million kilowatts per annum. By 2030, the total
installed base of wind power capacity will be no less than 800 million kilowatts, and
by 2060, no less than 3 billion kilowatts. According to the public data published by
GoldWind Technology, the national public bidding of wind power capacity amount to
Q1-14.2 GW, Q2 — 17.2 GW, which is roughly in line with the 50 GW annual target
from wind energy industry representative.

Total Cost of Wind Power Capacity is more expensive than Solar. However, if
adjusted for Difference in Utilitization Hour, the Investment Cost per Kilowatt-Hour
Electricity is about the Same.

According to relevant data from the industry peers, total CAPEX spending on wind
power and solar power generation capacity [including installation, construction, etc.]
is approximately $6,000 and $3,000-54,500 per kilowatt. The higher pricing of wind
capacity per KW is not necessarily worse than solar, considering solar capacity
utilization hours are much lower than wind power. Using their respective national
average utilization hours of 1,160 hours and 2,097 hours for solar and wind capacity,
the investment cost per kWh electricity is competitive between wind and solar
energy. We view the short-term factors affecting the amount of investment depend
on 1). The availability of wind resources across the country. 2). the regional
government's planning for renewable energy.

Figure 14: Public Tender market for Wind Capacity (GW) Figure 15: Monthly Average Bidding Price (RMB/kW)
Public Tender Market (GW) Average Bidding Price (Rmb/kW)
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Figure 16: Wind Energy Capacity and Growth Rate in China (MW)

Figure 17: Wind Energy Capacity Additions (MW)
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Installation Rate of Solar Capacity expect to accelerate during 14 fifth Period.

The China Photovoltaic Industry Association predicts that during the "14th Five-Year
Plan" period, the average annual installation rate of domestic photovoltaic capacity is
about 70-90GW. According to <<About 2021 wind power, photovoltaic power
generation development and construction related matters Notice (Draft for
Solicitation of Comments)>>, the national wind power and photovoltaic power
electricity generation is expected to increase from about 11% in 2021 to about 16.5%
in 2025.

Solar Energy Installation include from both Distributed and Centralized Projects,
Distributed Projects will no longer eligible to Subsidy.

According to data from the National Energy Administration, solar capacity installation
in the first half of 2021 was 13.01GW, of which, centralized photovoltaic projects was
5.36GW, and that of distributed photovoltaic projects was 7.65GW, accounting for
approximately 41.2% and 58.85%, respectively. Beginning on August 1, 2021, the
<<Notice on matters related to the 2021 new energy feed-in tariff policy>> will be
implemented in 2021 for newly filed centralized photovoltaic power plants, industrial
and commercial distributed photovoltaic projects, in which the central government
will no longer subsidize new projects. This will likely have downward pressure on
capacity pricing.

Figure 18: Solar Energy Capacity and Growth Rate in China (MW)

Figure 19: Solar Energy Capacity Additions yoy (MW)
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Figure 20: Solar Capacity Forecast by Solar Industry Association (MW)
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Forecast of Thermal Power Demand Growth during the 14th Five-Year Plan Period,:

Figure 21: Power Consumption Growth Estimate during 14 Fifth Period.

14th-fifth Period Power Consumption Growth Estimate
2020 2021E 2022E 2023E 2024E 2025E

Electricity consumption (trillion kwh}) 7.50 .81 8.14 5.48 8.83 9.20

yoy growth on electricity consumption 4.17% 4.17% 4.17% 4.17% 4.17%
Consumption addition yoy (trillion kwh) 0.313 0.326 0.339 0.354 0.368
Wind capacity addition (000 million kw) 05 0.5 0.5 0.5 0.5
Assumption (avyg. utilitization hrs) 2,000 2,000 2,000 2,000 2,000
Wind Electricity Addition (000 milion kwh} 1,000 1,000 1,000 1,000 1,000
Unit conversion 10,000 10,000 10,000 10,000 10,000
Wind Electricity Addition (trillion kwh) 0.100 0.100 0.100 0.100 0.100
Solar capacity addition (000 milion kw) Q.7 0.7 0.7 0.7 0.7
Assumption (avyg. utilitization hrs) 1,500 1,500 1,500 1,600 1,600
Solar Electricity Addition (000 million kwh) 1,060 1,060 1,060 1,050 1,050
Unit conversion 10,000 10,000 10,000 10,000 10,000
Solar Electricity Addition (trillion kwh) 0.105 0.105 0.105 0.105 0.105
Nuclear capacity addition (000 million kw) 0.04 0.04 0.04 0.04 0.04
Assumption (avg. utilitization hrs) 7,021 7,021 7,021 7,021 7,021
Nuclear Electricity Addition (000 milion kwh) 281 281 281 281 281
Unit conversion 10,000 10,000 10,000 10,000 10,000
Nuclear Electricity Addition (trillion kwh) 0.028 0.028 0.028 0.028 0.028
Hydro capacity addition (000 million kw) 0.1 0.1 0.1 0.1 0.1
Assumption (avg. utilitization hrs) 3,622 3,622 3,622 3,622 3,622
Hydro Electricity Addition (000 milion kwh) 362 362 362 362 362
Unit conversion 10,000 10,000 10,000 10,000 10,000
Hydro Electricity Addition (trillion kwh) 0.036 0.036 0.036 0.036 0.036
Leftover demand after incremental
contribution from hydro, nuclear, solar and 0.043 0.057 0.070 0.084 0.099
wind (trillion kwh)
Coal-fired capacity (trilion kwh) 0.0012 0.0012 0.0012 0.0012 0.0012
Utilization hours (increments) assuming coal-
fired capacity stairthe s ’ a 34,93 45.41 56.32 67.69 79.53

Source: PSHK, Nuclear Energy Industry Association, General Institute of Water Regulation, China Solar industry association

Page | 10 | PHILLIPCAPITAL HONGKONG RESEAREH




l PhillipCapital

Limited increase on nuclear power and hydropower generation is expected during
the 14-fifth period due to long construction cycle.

A. According to the Blue Book of the China Nuclear Energy Development Report
(2021) issued by the Nuclear Energy Industry Association, the operating capacity of
nuclear power units will reach 70 million kilowatts by 2025. Compared with the 50
million kilowatts capacity at the end of 2020, it represents an increase of 20 million
kilowatts.

B. According to the data of the China Renewable Energy Development Report
released by the General Institute of Water Regulation in June 2021, the scale of
hydropower under construction in China is about 48 million kilowatts. A typical
hydropower unit will take 5-7 years of construction. Therefore, we believe that the
capacity growth during the 14-fifth period will not exceed 50 million kilowatts.

Future Development of Thermal Power Energy expected to remain Stable.

Market is concerned with the future development of thermal power; that is due to a
misconception on solar and wind energy to replace coal-fired plants, and do not
recognize the installation of solar and wind energy capacity per annum is insufficient
to meet the incremental electricity consumption demand in China. Power companies
are increasing investment in renewable energy power generation especially during
the 14 fifth five-year planning period, it expects to only meet 2/3 of the demand
increment per annum. Thermal power will fulfill part of the new consumption
demand on top of existing electricity output. Therefore, the utilization hours of the
existing thermal power assets would remain stable to some extent a small increase.
The projection shall clear investor concern on coal-fired plants utilization as
renewable energy will be given a priority in the case of electricity surplus. According
to < <Administrative Measures for the Full Guaranteed Acquisition of Renewable
Energy Power Generation> 2016-In the case of limited power demand, the supply of
renewable energy (non-fossil energy) power generation projects will be given priority.
We view the investor concerns are unnecessarily given renewable energy alone is
unable to fulfill incremental consumption demand.

Supply of New Coal Power Plants is expected to be Relatively Limited

Our view is during 14 fifth period will extend tightening policy measures on thermal
power capacity during the 13" fifth period; 1) Eliminate outdated or inefficient
production capacity and 2). Optimize existing production capacity. In the future, new
thermal projects will likely come in more complex form combining with other energy
sources, such as solar, wind and energy storage rather than just as a standalone
thermal power plants. During 13 fifth period, policies have been relatively strict on
new thermal power projects. For example: Since 2017, policy statement released
"Opinions on Promoting Supply-Side Structural Reforms to Prevent and Resolve the
Risk of Overcapacity of Coal Power", "Government Issues Risks in Coal Power
Planning and Construction Early warning, the principle is to provide appropriate and
orderly reception, classification and guidance of the approval and construction of
self-use coal power projects in various regions." To reduce the construction of new
coal power production capacity. In 2019, the National Development and Reform
Commission and the Energy Administration jointly issued <<In-depth promotion of
supply-side structural reforms Opinions on further eliminating outdated or inefficient
coal power production capacity and promoting the optimization and upgrading of the
coal power industry >>, including the elimination and shutdown of 1) coal-fired units
that cannot be retrofitted for heating distribution supply. 2). Units which coal or
water thermal efficiency is still not up to the standard after upgrade. Our view is new
construction of coal-fired power plants in the future will be limited, and thus will
slightly increase the utilization hours of the existing thermal power.

Factors that moved Share Price:

Renewable energy sector has entered a phase with zero subsidy (grid parity) started
from 2021, and new construction projects will no longer be eligible for subsidy.
Existing capacity connected to the grid under subsidy scheme will remain eligible for
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subsidy. Because grid-parity projects have no subsidies, and thus will not be affected
by the delay on subsidies collection. Shortfall on China's renewable energy
development fund continues to widen, companies with outstanding subsidy
receivable begin to seek different financing channels (for example: ABS, ABN issuance
to speed up the cash inflow of renewable projects). Coal prices continue to rise,
putting cost pressure on the thermal power plants. Companies actively request local
governments to allow electricity price hike to partially compensate the higher cost of
thermal power generation.

Rise on Coal Prices Negatively affects Thermal Power Profitability in the Near-Term,
Industry Participants request for Price Increases to improve Operations.

Coal prices rise sharply in recent months, many thermal power companies operate at
a loss. Some local governments allow upward adjustment on electricity pricing for
direct supply contract by not more than 5%/10%/15% respectively. A pricing
adjustment require permission from the local government, and in some provinces
may not allow to increase price because of the added cost pressure to the local area.
Power companies including Datang International, Beijing Guodian Power, Jingneng
Power, Huaneng Group and other 11 coal-burning companies have jointly issue
statement, < "Request for re-signing the long-term agreement for the October-
December 2021 annual long-term agreement for direct electricity trading in the
Beijing area" to reduce the loss incurred by the sharp increase in coal prices. We view
thermal coal segment profitability to recover in next year as around 50% of the total
electricity generated is sold through a direct-supply contract, and we assume the
similar mix of direct supply contract for coal-fired electricity, which the contract price
for electricity for 2022 will be renegotiated according to the coal price by the year
end of 2021.

Figure 22: BSPI Coal Price Index [As of Sept 24, 2021]
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Source: 7% 5 Eyfi A www.cqcoal.com

Some local governments have issued documents to allow the price of direct power supply to rise:
Date Cities Main takeaways:

September Shanghai "Guidelines for Further Regulating the Price Behavior of Non-Grid

Direct Power Supply in this Municipality"

®  The electricity price for non-grid direct-powered end users is
determined in accordance with the "base price + floating rate",
and the maximum floating rate shall not exceed 10%

July Inner Mongolia "Notice on Clarifying the Upper Limit of Price Floating in the Electricity

Trading Market in West Inner Mongolia and Adjusting the Related

Matters of Market Trading Policies in Certain Industries"

° Starting from August 2021, the transaction price of coal-fired
power generation in the power trading market in the West Inner
Mongolia region can rise by no more than 10% based on the
benchmark price.
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August <<Notice on Adjusting Issues Related to Direct Electricity Trading in

2021"

° Orderly liberalize the priority power generation plan of coal-fired
power companies, and allow coal-fired power transaction prices
to rise. The monthly coal-fired power transaction price can rise
by no more than 10% of the benchmark price (0.2595
yuan/kWh). The implementation period is from August to
December 2021.

Ningxia

Source: Relevant Policy documents

Policy Statement encourage to provide Financing on Confirmed Right of Renewable
Subsidy Receivables.

Due to the large amount of funding shortfall on the China renewable development
fund, we estimate to reach an accumulated shortfall of about 315.8 billion yuan as of
the end of 2019. As the funding shortage continues to widen in 2020, payback period
is expected to further extend. Government is addressing the cash flow burden on
subsidy funding delay, for example: policy statement released at the end of 2020,
<<No more applications through the renewable energy subsidy catalogue to speed up
the review process of the subsidy list>>. The review process on outstanding subsidy
receivable is expected to shorten, thus companies would be able to use that legal
entitlement to subsidy as a pledge to access financing. Recent government policy
issued on February 2021 encourage renewable energy companies to use various
financing methods, such as securitization of renewable energy receivable, etc., which
would speed up the cash flow conversion and reinvestment for the industry.

Relevant Policies Supporting Financing Need of Renewable Energy Companies:
Date Policy Content
November <<Notice on Accelerating the | Shorten the review of information on existing projects and
2020 Review Process of Renewable | include them in the subsidy list in batches. Review process
Energy Power Generation Subsidy | will be performed according to the order of the time of the
Project List>> full capacity of the project, result will be announced by
batch. Approval and announcement of the subsidy list will
be performed as soon as possible.
November <<Notice on Carrying out the The state will no longer publishes a list of additional projects
2020 Relevant Work on the Review of eligible for renewable energy subsidy prices. The grid
the List of Renewable Energy companies will determine and regularly publish eligible list
Power Generation Subsidy of projects for the subsidy.
Projects>>
February 2021 | <<Notice on Guiding the Increase 1) Once the eligibility to renewable subsidy has been
of Financial Support to Promote confirmed, it can be used as pledge for loan application.
the Healthy Development of Wind 2) Provide reasonable support to loans pledged with
Power and solar Industries.>> outstanding energy subsidy receivable that have been
confirmed its eligibility...
Provide reasonable support to financing need of renewable
companies related to outstanding energy subsidy
receivables.

Source: Relevant Policy documents

Renewable Energy Development Fund Shortfall expects to remain with the Amount
of Shortfall shrinking year by year as New Projects not eligible for Subsidy.

With the current 1.9 cents/kWh renewable energy tariff surcharge, we estimate the
national energy subsidy shortfall will continue to exist. We view government will
avoid increasing the renewables energy surcharge, as it will cause unnecessary
burden on society. As it will no longer provide subsidy on new onshore wind and solar
projects, the expense outlay on the fund shall remain stable and declining as projects
mature. Existing project subsidy will at maximum last for 20 years, we view the
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current shortfall still remain healthy. Policy statements include <<Notice on Guiding
Increased Financial Support to Promote the Healthy Development of Wind Power and
Photovoltaic Industries>> and <<Notice on Accelerating the Review of Renewable
Energy Power Generation Subsidy Project List>> 1). Encourage financial institutions to
provide loan support to renewables companies, 2). Shorten the review process of
renewable projects subsidy entitlement, to relieve pressure on cash flow caused by
the delay in subsidies. Many power companies begin to issue subsidy receivable ABS
to improve its cash flow problems. Visibility to funding is improved for the renewable
companies with outstanding subsidy receivables.

Figure 23: Estimated Shortfall on Renewable Energy Development Fund (‘000 million RMB)
All figures are estimate.

2,000

) ‘ ‘ ‘ ‘ ‘ ‘

(1,000)

Renewable energy surcharges  mmmm Est. subsidy outlays = Annual shortfall

Source:PSHK estimate, Wind, Bloomberg

Company business analysis:

CRP plans to build 40GW Renewable Capacity during the 14th Five-Year Plan Period.
CPR management plans to add 40GW additional renewable capacity during period
between 2021 and 2025. The proportion mix of renewable energy capacity expect to
exceed thermal power. CAPEX spending will remain at an elevated level of 30-35
billion HKD per year, management view that 1) business organic cash flow growth, 2)
loan financing and 3) securitization of outstanding renewable subsidy shall be
sufficient to fund the required capital expenditure, as CRP liabilities remains below its
peers. As of the end of the first half of 2021, CRP has approved or registered about
0.6GW MW of wind power and 22.3GW of photovoltaic projects, a total of about
22.9GW. The current project backlog provides adequate visibility to the future 40GW
new construction target by 2025.

Issuing ABS for Outstanding Subsidy Receivable could speed up Cash Inflows and
support Future Capital Expenditures.

Total debt-to-asset ratio will expect to increase in the period between 2021 and 2022
but it expects to remain in an acceptable range. As more renewable projects
contribute to additional revenue, it will reduce cash flow pressure on CAPEX spending.
Debt to asset ratio will increase year by year and is expected to reach the peak and
start falling by 2023. Free cash flow is expected to turn positive in 2023. Renewable
energy will become the core earnings contributor by 2023-2025.

Figure 24: Cash Flow Forecast for CRP. (million HKD) Figure 25: Debt to total Assets Position remain resilient.
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Figure 26: Energy Capacity Forecast for CRP (MW) Figure 27: Segment Earnings Forecast for CRP (HKD million)
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Debt Ratio is currently below Industry Average, Sufficient Buffer for further CAPEX
Investment.

CRP expects to increase investment on renewable energy projects during the 14t
fifth period, it will slightly increase its debt ratio. CRP’s debt ratio will still be lower
than the industry average. Therefore, the impact of increasing debt ratio shall be
minimal. Pressure on equity financing is small. But we believe that 40GW of
renewable investment (about 30-35 billion annual investment) present a potential
opportunity for CRP to seek A-share listing. Meaningful transformation to renewable
energy would act as a trigger for P/E multiple rerating on CRP.

Figure 28: Interest-Bearing Debt/ Common Equity (x) Industry Figure 29: Net debt/ common equity (x) compare to industry avg.
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CRP Thermal Power Assets are of High Utiliziation Hours and can provide Cash Flow
to invest in Renewable energy.

Investors are concerned thermal power to have reduced level of utilization, because
many investments are pouring into renewable projects during the 14™ fifth period
that might adversely affect utilization rate for coal power. We view this concern is
unnecessary as the additional renewable power production is unable to meet the
incremental demand on power consumption. According to the industry forecast that
the electricity consumption in China will be grow at 4.17% CAGR, increase on wind
and solar power generation is expected to only meet about 2/3 of the increase in
electricity consumption. Although the proportion of renewable electricity as of total
electricity generation will continue to rise over time, it should have minimal impact
on the existing stock of coal power capacity as renewables will be responsible for the
incremental consumption demand. In the first half of 2021, the company’s thermal
power utilization hours still recorded an increase of approximately 10.5% year-on-
year to 2,254 hours. CRP’s average coal-fired capacity utilization hours is higher than
major peers, it shows that the company's thermal power assets are in areas with
strong power demand. Its thermal power operations utilization expects to remain
stable or slightly increasing, that would provide cash flow for renewable projects
investment.

Figure 30: CRP has higher Mix of Electricity Generation from Figure 31: Utilization Hours of CRP Thermal Capacity is above

Wind Energy than its Peers. its Peers.
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Recent Sharp Rise on Coal Prices impact Profitability for Thermal Power, which may
be Good Buying Opportunities.

Sharp rise in coal prices in the second half of 2021 put strong cost pressure on
thermal power operations. Thermal power segment may incur losses in the second
half of the year. For this time, CRP profitability expect to be different than the last
cycle of coal price increase during 2016-2017. CRP have increased CAPEX spending on
renewables will contribute to earning growth to meaningfully offset imapct on lower
profitability from coal power. If the rise in coal prices from September to December
has a negative impact on the company’s stock price, it will be a good time to enter
the market. Mainly because 1). About 50% of CRP’s electricity generated is sold
through a direct supply contract, if we assume 50% of the thermal electricity is sold
through a direct supply contract, about 50% of the thermal electricity pricing will be
reset by year end of 2021 to reflect higher coal price. Therefore, profitability of
thermal power is expected to start to improve in 2022. 2). CRP is in the progress of
transforming into renewable companies, which the reliance and influence of coal
power will decline over time. We veiw the impact of coal prices to be only a short-
term negative factor. It shall not affect the company's long-term investment
recommendation.
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Figure 32: Forecast of Segment Earnings (million HKD) Figure 33: Renewable Energy Capacity (MW)
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Valuation for renewable companies are higher, we view the renewable
transformation during 14" fifth period as an opportunity for P/E rerating.

We view CRP will be a different beast coming into 14 fifth period as it 1) has A-share
listing potential prospect, 2) transform into renewable energy giant with estimated
renewable energy contribution of over 75% profit by 2025. As of 2020, the company's
wind power generation accounted for 13.1%, which is a relatively high for a coal
power dominant company. A-share listed renewable energy companies have an
average forward 2021E P/E of about 33.6 times, and A-share traditional coal power
companies also have a P/E valuation of about 18.3 times. We view that a valuation
revision would happen as the market is pricing in the possibility of CRP A-share listing.
We view investor of CRP would expect return from both 1). Organic growth on
earnings coming from CAPEX investment during 14 fifth period and 2). Potential
revision on multiple as CRP gradually transform itself into a renewable play in the
electrictiy space.

Figure 34: Consensus P/B ratio for FY2021E [Sept 24, 2021]

Figure 35: Consensus P/E ratio for FY2021E [Sept 24, 2021]
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Collection Delay on Renewable Subsidies is manageable for CRP.

The market is concerned with the shortfall on renewable energy development fund
will affect cash flow position of CRP. We view the concern is unnecessary, as CRP is
acceelerating the cash inflow on outstanding subsidy A/R through ABS issuance. In
the first half of 2021, CRP issued about 2 billion of subsidy receivable securitization
ABS at a financing cost of approximately 3.25% per annum, which is lower than the
financing cost of CRP. CRP expects to issue another batch of ABS again in the second
half of the year to speed up cash flow collection.
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Earning Forecast:

2021 earnings expect to slightly decline yoy, mainly due to the strong rise in coal
prices in the second half of the year, which will affect the profitability of the thermal
power segment. About 50% of CRP’s electricity generated is sold through a direct
supply contract, if we assume 50% of the thermal electricity is sold through a direct
supply contract, about 50% of the thermal electricity pricing will be adjusted by year
end of 2021 to reflect higher coal price. Thermal power profitability is expected to
recover in 2022. Renewable energy profit scale is expected to be approximately 4.7
times in 2025 compare to 2020, mainly due to the contribution of the company's
40GW new project planning.

Figure 36: Forecast of Power Generation Capacity by type (MW) Figure 37: Forecast of Segment Profit (million HKD)
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Valuation Summary:

The recent outperformance compare Hang Seng index is justified, and we view there

shall be further upside ahead from 1). Expanding investment in renewable projects,

speeding up profit growth, and 2) closing the valuation gap with renewable
companies once the renewable transformation gather wider recognition on the
market. We issue CRP a target price of $33.4 HKD ($160.8 billion market
capitalization).

- Implied valuation of renewable segment is derived with earning forecast for 2022
to reach 14.42 billion HKD. The average 2022 forward P/E ratio of HK-listed
renewable companies is 11.7 times. From that, we issues a valuation at $168.7
billion for renewable segment.

- Implied valuation of thermal power segment is derived from the segment earning
forecast of 4.76 billion HKD in 2022, and the average 2022 forward P/E ratio of
coal power giants traded at 9.6 times. The coal power segment is valued at $45.7
billion.

- Assume the long-term tax rate is 25% to arrive at the SOTP valuation.
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| Close PIE P/B EV/EBITDA
Company Stock code ) Mkt Cap
Price M 2021E 2022E 2023E M 2021E 2022E 2023E M
L (Fm) (BEAET
|HKEX - Coal fired Power company
|China Resource Power 836 HK Equity 22 60 108,716 13.3x 11.9x 10.2x 8.3x 1.2 1.2 1.1x 1.0x 6.4x
?China Power corporation 2380 HK Equity 409 40,110 18 4x 16.4% 137x 10.9% 1.0x% 1.0 1.0 0.9x 9.6x
|Huaneng Power Corporati 902 HK Equity 4.37 129,629 54.6x 11.2x 9.1x Ty 0.8x 0.5x 0.5x 0.4x -
|Datang Power Corp 991 HK Equity 142 60,271 13.4x 2.0x 2.0x 7 4x 0.5x 0.5x 0.5x 0.4x -
;China Longyuan Power 916 HK Equity 1874 150,602 21.0x 20.4x 18.1x 15.7x 2.3x 2.0x 1.8x 1.7 9.8x
|Huadian Power 1071 HK Equity 320 53,405 6.4y .4y 6.3x 6.2 0.5x 0.4x 0.4x 0.4x 77
{18 (median) 15.9x 11.5x 9.6% 7.9x 0.9x 0.8x% 0.7x 0.7x 8.6x
'HKEX -- Renewable Power company
|JNCEC 579 HK Equity 263 21,683 T.2x 6.8x 6.0x 5.0x 0.7x 0.7x 0.6x 0.6x 6.7x
|Datang Renewable 1798 HK Equity 315 22912 11.8x 11.6% 10.0% 9.1x 1.5x 1.1x 1.0 0.9x 9.8x
|Xinyi Energy 3868 HK Equity 4.43 31,497 28.2x 24 Bx 21.9x 19.3x 2.6x 2.5x 2.5x 2.4x 19.1x
|CGN Mew Energy 1811 HK Equity 6.62 28 405 16.6x 16 4% 13 5x 11.0% 2 8x - - - 11 8x
F{IE (median) 14.2x 14.0x 11.7x 10.1x 2.0x 1.1x 1.0x 0.9x 10.8x
|A-share -- Coal fired Power company
|Huaneng Power Corporati 600011 CH Equity 9.92 129,629 124.0x 26.0x 19.6x 16.6x 1.8x 1.2 1.2 1.0x -
|Huadian Power 600027 CH Equity  5.89 53,503 13.3x 13.0% 11.7x% 10.2% 1.0 0.9x 0.8x 0.7x -
|GDPD 600795 CH Equity 382 68,143 14.1x 24 4x 19.8x 17.6x 1.2x - - - -
|Datang Power Corp 601991 CH Equity 417 60,271 39 4x 22 0% 22 3x 21.6x 1.6x 1.5x 1.4x 1.0 -
EZZEF'C 600023 CH Equity 477 64,913 9.7x 10.8x 9.5x 8.7x 0.8x 0.8x 0.8x 0.7x -
IHEGC 000883 CH Equity 6.88 44 784 13.1x 14 6x 13.6x - 1.3x - - - -
F {15 (median) 13.7x 18.3x 16.6x 16.6x 1.2x 1.0x 1.0x 0.8x =
|A-share -- Renewable Power company
ICTGR 600905 CH Equity .24 235536 37.9x 33.6x 26.3x 22.7x 3.3 31x 2.6x 2.2x -
ITYN 000591 CH Equity  13.66 41 063 27 6x 26.3x 21.8x 21.0x 2.4x - - - -
|Zhejiang Pro 600032 CH Equity 2212 46,002 122.3x - - - 5.2x - - - -
|Jinko Power 601778 CH Equity  11.49 31,798 50.2% 47 Tx 39.3x 31.8x 2.4x 2.3x 22% 2.1x 13.1x
|China Suntien Energy 600956 CH Equity  22.82 50,543 34.7x - - - 5.8x - - - 8.9x
|CECWPC 601016 CH Equity 7.98 39,998 38.3x 34 3x 25.5% 21.0x 31x 27x 2.3x 2.0x -
| ZMMNY 600163 CH Equity  11.05 20,380 23.4x 19.9x 16.1x 13.9x 3.9x 3.5 31x 2.8x -
\Jiaze Renewable 601619 CH Equity 679 16,024 36.9% - - - 2.9 - - - -
IJSMNE 603693 CH Equity  32.61 20,155 110.6x - - - 3.4x - - - -
${iIE (median) 37.9x 33.6x 25.5x 21.0x 3.3x 2.9x% 2.5x% 2.2x 11.0x

As of Sept 24, 2021
BiE#BE9H 24 H
Source: Bloomberg, PSHK

Risk factors
1) The illness is not controlled as expected
2) Coal prices continue to rise sharply.

3) The scale of new energy installed capacity is less than expected.
4) The price of photovoltaic/wind power equipment has risen more than expected.

5) The subsidy collection rate is slower than expected.

Historical P/E Trading Band:

— Price
+1 Std P/E of 15.9x
60 = -1 Std P/E of 6.5x
50
40
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———-2 Std P/E of 1.8x

Source: Bloomberg, As of Sept 24, 2021

Source: Bloomberg
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Financial Forecast:
Consolidated Statement of Profit or Loss

Consolidated Statement of Finandal Position

Dec Y¥/E, HKD mn FY19 FY20 FYZ1E FYZE FY23E Dec ¥/E, HKD mn FY19 FY20 FYZ1E FY22E FY23E
Revenue 67,756 69,551 51,455 56,614 90,724 Asset
COGS [fuel cost] (33,318) (32,484} (45,018} (40,675} (38,554) FFE 150,561  1B0,BLT 187,633 213,086 225575
Gross Profit 34440 37,057 36437 45835 51,130 Accounts receivable, netofalle 20,385 31,428 36B0E 30,130 40,906
Depreciation & amortization  (10,631) (11,713} (12,884) (14,747} (16,510} Cther receivables 12,076 9,850 11,536 12,267 12,849
Employes salary sxpenses (5,190) (6001} (5,282} (5631} ([697i) Azsooiates and IV loans Binver 14,440 14,503 15,108 15,750 16,424
Repair and maintenance (1,954} (2,119) (2,224} (2,351} (2,473} Inventories 3,172 2,912 3,410 3,626 3,758
naterial costs (1,036) (1043} (1,133} (1,216} (1,288 nining & natural resowrces righ 472 4,626 4,625 4,626 4,626
Rental and other costs [7&5) (701} [761) [B17) [BES) Cperating lease right of wse a:: 5,378 5,704 &,6ED 7,103 7,440
Other expensss (2,684) (2,157} (2,342} (2,514} (2,654 Cash and cazh eguivalents 4,507 5,036 5,585 5,548 B,A76
Operating Profit 12179 13323 10,711 17,659 20,358 Cthers 4,315 4,756 4,503 4,867 5,018
Impairment losses [2,284] (500} [e51) [558) (741} Total Assets 215736 250,632  ZBGAOE 307,211 326,202
Other income 2,851 2,460 2,881 3,064 3,209
Other gains and losses 143 (1,000 - - - Liabalites
Financing costs (3,787} (3,422} (3,522} (4,324} (a,50B) Accounts Payable and Accrued 18,720 33,587 39,335 41,627 43,512
JV and assocites 551 780 g36 ge6 1,043 Bomowings E7,004 102,267 115660 124,627 131,406
Earning before tax 9,653 11471 995 16606 19,262 Payabiles to associate & Vs 7,357 B,257 9670 10,283 10,770
Income tax expense (2,312) (2,74} (2425} (4,067) ([a,692) Cthers 5,039 9571 11208 11919 12484
Met earning 7341 EET7T 753 12,629 14,570 Total Lishilities 179020 153,682 175875 1BRE55 198472
Attrib. to NC [751) [B5E) (7as) [L248) (1,441)
Attrib. to Pespetual Equity - [235] (235 [235] {235) Equity
Profit attributable to owner 6,580 7,583 6,551 11,144 12 803 Perpetual equity 5,562 10,827 10,827 10,827 10,827
NCI 8,210 9,320 10085 11315 12,756
¥ey Finandal Data Sharehokders' Equity 72,824  B5,B03  ED,73L 95415 104,147
Dec Y/E F¥Y19 Y20 FYZ1E FY22E FY23E Toital Equity BB, 716 105,950 110,624 11556 127,730
valuaticn Ratio Total Lizbilities and Equity 215736 250632 286498 307,211 326,202
F/E ratio, x 24.52 1R.52 24.53 1442 1246 Net gearing [H) 95. 7% o1.58% 99.5% o9.5% o5, 2%
F/B ratio, x 2.20 1ET 17 167 1.54 Tota! iabifities total Assets [H) 59.8% 58.2% &1.4% &1.4% 50.8%
Dividend Yield , % 160% 18%% 163% 278% 3.21%
Consolidated Statement of Cash Flow
Per share data [RMB) Dec Y¥/E, HKD mn FYig FY20 FYZ1E FY22E FY23E
ERS 1.37 158 138 232 158 CFO 20,506 20,702 23,761  30ELT 34,735
BVP= 15.18 1754 1B.65 20.04 2165 Profit before tax 5,853 11,470 0,958 16,806 15,282
RS [HKD) 0.55 0.63 0.55 0.53 1.07 DEA 10631 11,743 12,880 14747 16,510
Chg in working cap {2,336) (3,485) 260 113 50
Growth & Margin Income tax paid [2,044) [2,723) [2,425) [4,067) [4,882)
Growth Cthers 4,603 3,808 2,586 3,329 3,565
Revenue Growth -11.0% 26% 17.1% £.3% 4.7% CFl (21,355} [2B,624) (29,668) (20,647) (28,630
Gross Profit Growth -B.2% 76%  -17H 261% 113% Capex (22,542} [30,529) (30,000} (30,000) (30,000
Cperating Profit Growth 3.2% 4% -19.5% 64.9% 15.3% Others 1,146 1,905 332 353 370
et Profit Growth 66.5% 151% -136% T0A%  15.7% CFF {2,085 7,435 6,614 (s}  (3,225)
Margin Interest paid (4,230) (3,575) [4,157) (4,560) (4,843
Gross Profit Margin 50.5% 533% 447%  53.0%  56.4% Dividend paid {2,573} (3,581} (2,622} (4,261} {5,161}
Cperating Profit Margin 18.0% 192%  13.2%  204%  224% Total bond izsurance (1,483} 14,286 13,383 8,567 6,779
Net profit Margin 0. 7% 10.9% E.0% 12.5% 14.2% Others 6,202 765 & B E
Met Change in Cash (2,972 [a27) 706 1,116 1,579
Key Ratios Foreign exchange [87) 555 - - -
ROE 0.2% o,5% 7.5%  1z0%  12.0% Cach and CE at Y/E 4,907 5,036 5,743 £,550 E,73E
ROA 3.1% 3.2% 2.4% 3.5% 4.1%
Source: Wind, PSHK, as of Sept 24, 2021
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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.

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.
© 2021 Phillip Securities (Hong Kong) Limited
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