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Makes Progress in Water and Solid Waste with Accelerated

Expansion
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Investment Rating

Buy

CMP: HKD 3.47
After being listed, Yunnan Water has shown a relatively strong project acquisition capacity,  (Closing price as at 25 July 2017)
gaining an abundant reserve of PPP projects, and it is predicted that the company will keep  TARGET: HKD 4.60 (32%)
strong growth momentum in water treatment industry in the future; meanwhile, there are
continuous acquisitions in solid waste treatment field, and with the regular performance  compANY DATA
contributed by the newly acquired projects, it is hopeful to help the company to achieve  0/sSHARES (MN) : 1,193
significant growth in its performance comprehensively. It is predicted that from 2017 to  MARKET CAP (HKDMN): 4,152
2018, the company’s revenues will reach RMB 4.06 billion and RMB 5.06 billion, respectively; 52 - WK HI/LO (HKD): 4.85/3.31
net profit RMB 528 million and RMB 630 million, respectively; EPS RMB 0.44 and RMB 0.53,
respectively and we set HKD4.6 as its target price, rated as "Buy". SHARE HOLDING PATTERN » %
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Peer Comparison KEY FINANCIALS
Stock code |[Name Market value(mn)| PE-TTM | PE-17E | PE-18E | PB RR""B"‘" Sl lein Aol
0270.HK __|GUANGDONG INV 73,223 17.5 16.0 156] 23 oo Lo AL e
0371.HK BJ ENT WATER 58,061 17.4 14.1 11.1 3.4 P/E x 149 122 91 76
1363.HK CTEG 8,844 15.2 10.9 9.0 2.5 EPS, RMB 027 033 044 053
1065.HK TIANJIN CAPITAL 7,379 14.1 13.0 12.0 1.4 P/B, x 118 113 103 093
0855.HK CHINA WATER 6,596 7.7 7.1 5.9 1.2 BVPS, RMB 340 355 3.90 4.29
6839.HK YUNNAN WATER 4,140 9.7 6.6 5.7 0.9 ROE, % 7.0 9.1 113 123
Source: Wind, Phillip Securities (HK) Research Source: Company reports, Phillip Securities Est.

Research Analyst

Water and Solid Waste Grow Together Wang Yannan
(+ 86 21 51699400-107)

After being listed, Yunnan Water has developed from a single water service supplier into a  wangyannan@phillip.com.cn
comprehensive supplier of city environment, mainly engaged in sewage treatment, water

supply, solid waste treatment, construction, equipment sales and so on. In recent years, the

company has accelerated its expansion to achieve high performance growth. From 2012 to

2016, its compound growth rate reached 63.7%, and the compound growth rate of the net

profit attributable to parent company reached 34.1%.
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The company achieved an income of RMB2,866 million in 2016, a year-on-year
increase of 83.9%; the profit reached RMB414 million, a year-on-year increase of
30.5%. Specifically, all the business items achieved great growth. The sewage
treatment segment reached an income of RMB628 million (+49.6%), the water supply
segment reached an income of RMB639 million (+40.7%), and the solid waste
segment reached an income of RMB425 million compared with only RMB8.2 million
during the same period in 2015, whose large increase was mainly driven by the
investment and operation of the newly purchased solid waste projects; the
construction and equipment sales reached an income of RMB1.11 billion (+85.9%)
and other business items reached an income of RMB63 million (-19.6%).

In respect of profitability, the gross profit margin fell by nearly 2% to 30.7%, mainly
affected by the relatively low revenue rate of the newly purchased solid waste
business and the relatively low unit price of the preliminary service of water supply
project. The period expense ratio increased to 20.4% (that was 17% in 2015), mainly
due to the multi-channel financing which nearly quadrupled the financial expense to
RMBO0.22 billion. Affected by the decrease of the gross profit margin and the
significant increase of financial expense, the net profit margin fell by 5.9% to 14.5%.

Performance of Yunnan Water(RMB:mn)
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Accelerating the Expansion on Domestic and Oversea®V/ater
Market

The company owns 151 water projects in total (including O&M Project), and the
treatment amount of water projects reached 4,005,000 tons per day (with 2,025,000
tons per day increased). Specifically, the number of sewage projects under
construction and operation is 84 (with 28 increased), the sewage treatment amount
is 2,434,000 tons per day (with 1.32 million tons per day increased, +118.5%) and the
average sewage treatment fees increased by 10.4% to RMB1.17 per ton; the number
of water supply projects under construction and operation is 40 (with 11 increased),
and the water supply scale is 1,571,000 tons per day (with 705 thousand tons per day
increased, +81.4%); the number of O&M Projects is 27 (with 1 increased) and the
daily treatment amount increased 14 thousand tons. The company adheres to a two-
wheel driven model of putting technology first and fund second and focuses on the
introduction and development of core technologies. OriginWater, the second largest
controlling shareholder of the company is a leader in the all-series membrane
technology field. Based on the advancing MRB water treatment technology, the
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company has occupied the water market in Yunnan and accelerated its pace in
entering domestic, South Asian and Southeast Asian market.

From 2016 to now, the company has acquired many PPP projects inside and outside
the province with a total investment amount of RMB7.03 billion. These projects
include the PPP project named "One Water, Two Wastes" (i.e. equipment
construction for water supply, sewage and domestic waste treatment in towns) in
Jianshui County, Yunnan Province (the investment amount was RMB1,409 million),
the black and odorous water body governance PPP project in Jinshuihe, Yuxi City (the
investment amount was RMB887 million), the comprehensive governance PPP
project in stream entering lake in Erhai, Dali City (the investment amount was
RMB800 million) in 2016, the water resources comprehensive utilization and urban
and rural sanitation integration PPP project in Luoyuan County, Fujian Province (the
investment amount was RMB1,335 million) in 2017 and environment governance and
ecological restoration PPP project in Yanjin Lake on Chishui River Basin in Guizhou
City (the investment amount was RMB2.6 billion). The abundant project reserve is
predicted to bring new driving force for the performance growth of the company in

the future.
Revenue Composition (RMB:mn)
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Solid Waste Treatment Business Grows Rapidly

As of the end of 2016, the company has owned 7 solid waste treatment projects,
covering such domestic markets as Yunnan, Fujian and Shandong as well as overseas
markets, such as Thailand and Indonesia. The annual solid wastes treatment amount
reached 985 thousand tons (with 209 thousand tons increased), with an increase rate
of 26.9%. Among them, 6 projects have been put into operation, with an annual
treatment scale of 729 thousand tons, and the actual solid waste treatment use ratio
is 89.1% (+3.4%). During this period, the company put greater efforts in the
technology R&D in waste solid treatment fields like sludge carbonization and waste
oxidation to enhance core technologies and equipment manufacture so as to expand
source of income. Meanwhile, the company adopts photovoltaic power generation
and accurate aeration technologies to reduce energy consumption and operation
cost so as to improve profitability. In the future, the company will seize the
opportunity brought by "One Belt & One Road" Strategy to expand emerging markets
like Southeast Asia and South Asia continuously so as to expand market penetration.

Diversified Financing Channels Help External Acquigtion
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The company is committed to external acquisition to improve market penetration
domestically as well as in Southeast Countries. The total investment and acquisition
amount of the company in 2016 reached over RMB4 billion, and the fund of the fast
expansion mainly came from the extensive financing channels of the company.
During this period, the company issued the first ABS with the sewage treatment and
water supply charge right as the basic asset in China and issued financing tools like
non-directional debt financing national PPN and corporate bond. Thanks to the
diversified financing tools, the average financing cost of the company fell from 6.36%
in 2015 to 4.7% and the company’s long-term credit rating rose from AA to AA+.

Risk Warnings

Slow implementation of PPP projects;
The profit contribution of acquired projects below expectations;

Related risks brought by cross-border acquisition.
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Financials
FYE FY14 FY15 FY16 FY17E FY18E
Valuation Ratios
P/E 19.12 14.87 12.17 9.07 7.60
P/B 1.45 1.18 1.13 1.03 0.93
Dividend Yield - - 3.3% 4.4% 5.3%
Per share data(RMB)
EPS,Adj+ 0.21 0.27 0.33 0.44 0.53
BVPS 2.76 3.40 3.55 3.90 4.29
Dividend Per Share 0.00 0.10 0.10 0.13 0.16
Growth & Margins(%)
Growth
Revenue 59.8% 41.5% 84.0% 41.2% 24.7%
Operating income 12.5% 58.1% 70.6% 34.5% 26.0%
Net profit -13.9% 71.3% 35.7% 36.0% 19.3%
Margins
Gross profit margin 30.5% 32.7% 30.9% 30.2% 30.2%
Operating profit margin 17.9% 20.0% 18.6% 17.7% 17.9%
Net profit margin 15.1% 18.3% 13.5% 13.0% 12.4%
Key Ratios
ROE (%) 7.0% 7.0% 9.1% 11.3% 12.3%
ROA(%) 3.9% 3.9% 2.6% 2.5% 2.5%
Income Statement(RMBmn)
Revenue 1,104 1,562 2,874 4,058 5,062
- Cost of Goods Sold 767 1,051 1,986 2,833 3,532
Gross Income 337 511 888 1,225 1,530
- Operating Expenses 139 198 354 507 625
Operating Income 198 313 534 718 905
- Net Non-Operating Losses (Gains) (28) (70) 17 21 80
Pretax Income 226 383 517 697 825
- Income Tax Expense 38 65 102 139 165
Net profit 167 286 388 528 630

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 25 July 2017)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within _+ 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock’s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report.

Firm's Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1%
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of
different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
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