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Yunnan Water (6839.HK)
Weak 1H17 results expected
Financial Highlights
YIE 31 Dec 2015 2016 2017E 2018E 2019E
Revenue (RMB m) 1,558 2,866 4,991 5,042 5,555
YoY growth (%) 416 83.9 741 1.0 10.2
Net profit (RMB m) 286 388 418 471 558
EPS (RMB) 0.240 0.325 0.350 0.395 0.468
EPS growth (%) 241 358 7.6 12.8 18.4
PIE (x) 114 8.4 78 6.9 538
BVPS (Rmb) 3.40 3.55 3.80 413 4.52
P/B (x) 0.8 0.8 0.7 0.7 0.6
Dividend yield (%) 3.7 3.7 26 29 34
Source: Company, BOCOM Int’| estimates (% We expect YNW to post weak 1H17
results with flattish growth YoY.
& 1H17 earnings muted on surging financing cost: We estimate Yunnan Water (YNW) to post
Rmb81m net profit for 1H17, up 1% YoY from Rmb80m net profit in 1H16. Total revenue and gross ¢ Weadjust 17€/18€/19E earnings
. . ) forecast by -16%/-18%/-8% on slow
profit in 1H17 are expected to have surged 108%/67% YoY to Rmb1.8bn/Rmb463m, given: (i) the contribution frominew proETEEIE
consolidation of the 24 wastewater and water supply projects from Galaxy Newspring (GNS), and surging financing cost.
(i) contribution of EPC contracts from PPP projects. Overall GPM is estimated to have slid from .
[ We lower TP to HK$4.00. Maintain
32.0% in 1H16 to 25.6% in 1H17, due to: (i) our conservative estimate of 10% operational GPM for Buy after sharp correction has sent
GNS projects; and (ii) lower GPM for EPC revenue from PPP projects (15% vs 26% from other EPC valuation to distressed levels.
and equipment sales). However, overall net profit was dragged by the 219% YoY increase in
financing cost after YNW almost doubled its debt level (perpetual instruments inclusive) to Stock data
Rmb11bn in 1H17 under our estimate. 52w High (HK$) 4.85
52w Low (HK$) 3.14
& What has actually gone wrong? We believe the overall development has derailed from our Market cap (HK$ m) 3,758.6
expectation, largely due to the slow contribution from newly acquired/obtained projects relative Issued shares (m) 1,193.2
to the rising financing cost and increasing need for working capital. Our understanding is that Avg daily vol (m) 1.03
YNW will slow down the pace of acquiring operational/greenfield wastewater or water suppl 1-mih change () 137
P quiring op & PPY" " vTD change (%) 226
projects, while seeking to secure more PPP projects with good return (IRR >5%). Overall, we slash 50d MA (HKS) 3.48
our 2017-19E net profit by 16%/18%/8% to Rmb418m/471m/558m, respectively. 200d MA (HK$) 388
14-day RSI 25.07
€ More conservative TP to factor in lower earnings visibility: We reset our valuation benchmark to Source: Company data, Bloomberg
8.8x 2018E P/E, which is 1 S.D. below historical average forward P/E. Coupled with the earnings 1 Year Performance chart
cut, we slash our target price from HK$5.88 to HK$4.00. We believe such valuation should have " a0k
20%
factored in: (i) earnings growth slowdown to 13% CAGR during 2016-19E from 24%/36% in 0%
2015/16; (ii) uncertainty on slower-than-expected earnings recovery from projects under GNS; 0%
and (iii) increasing net gearing from 85% in 2016 to 94%/103% in 2017/18E, respectively. -10%
-20%
& Negatives largely factored in, awaiting positive catalysts: YNW is currently trading at 6.9x 2018E -30%

P/E, which has ~23% discount to peers. We believe the sharp correction in share price in recent
month (down ~14% in past 30 days) should have factored in an even more bearish scenario of YoY
decline in YNW’s 2017E earnings. We argue that revenue from the PPP projects could partially
compensate for the surge in financing cost, such that YNW should still post a moderate YoY gain of
7.6% in 2017E net profit. Given the distressed valuation, we still maintain Buy on YNW. Near-term
catalyst could be the re-election of management board on Aug 28. We believe the new
management board could bring in improvement plan on the overall project execution and reset

corporate development.
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Source: Company data, Bloomberg
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Figure 1: Earnings forecast

YIE 31 Dec (RMB m) 2016 2017E 1H16 2H16 1H17E 2H1TE
Revenue 2,866 4,991 868 1,998 1,807 3,183
Cost of sales (1,986) (3,759) (590) (1,396) (1,344) (2,415)
Gross profit 880 1,231 278 602 463 768
Other income 160 184 44 116 51 133
Other gains 8 12 4 5 5 7
Selling expenses (23) (40) (13) (10) (23) (17)
Administrative expenses (331) (399) (142) (189) (184) (216)
Operating profit 694 988 170 524 313 675
Finance costs - net (220) (439) (63) (157) (202) (237)
Share of p/l of asso and jce 42 5 (0) 42 2 3
Profit before income tax 517 554 107 410 113 441
Income tax expenses (102) (110) (17) (85) (22) (88)
Profit for the year 414 444 89 325 90 354
M (26) (@7) ©) (7) O (7)
Net profit 388 418 80 308 81 336
GPM (%) 30.7 24.7 320 301 25.6 241
OPM (%) 242 19.8 19.6 26.2 17.3 21.2
NPM (%) 135 8.4 9.2 154 45 10.6

Source: Company data, BOCOM Int’l

Figure 2: Change in forecast

Old forecast ———— —— New forecast Change (%)
2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
Revenue (RMB m) 4,182 3,964 3,531 4,991 5,042 5,555 19.3 27.2 57.3
Net profit (RMB m) 497 575 606 418 471 558 -16.0 -18.1 -7.9
EPS (RMB) 0.417 0.482 0.508 0.350 0.395 0.468 -16.0 -18.1 -7.9
Source: BOCOM Int’l estimates
Figure 3: Forward P/E band of YNW Figure 4: Forward P/B band of YNW
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Figure 5: Valuation summary

Company Stock  Rating TP CP Reporting ——EPS——  EPS Consensus PIE P/B Yield
name ticker Currency FY17E FY18E FY17E FY18E FY17E FY18E FY17E FY18E FY17E
(x) (x) (x) (x) (%)
Environment (HK$)  (HKS$)
BEWG 371 HK Buy 7.55 6.42 HKD 0.444 0.573 0.461 0.576 144 11.2 3.0 25 2.2
Kangda 6136 HK Buy 2.35 1.49 RMB 0219  0.267 0.220 0.265 5.8 48 0.7 0.6 2.3
YN Water 6839 HK Buy 4.00 3.15 RMB 0.350 0.395  0.460 0.538 7.8 6.9 0.7 0.7 2.6
Canvest 1381 HK Buy 5.16 4.27 HKD 0.240 0.290 0.242 0.306 17.8 14.7 2.2 2.0 0.8
CEG 1257 HK Buy 7.00 5.47 HKD 0445  0.585 0.475 0.563 12.3 94 1.2 1.1 0.0
CTEG 1363 HK  Neutral 1.73 1.41 RMB 0.109  0.126 0.111 0.136 11.0 95 1.9 1.6 2.6
CEl 257 HK NA NA 10.34 HKD NA NA  0.769 0.908 134 114 2.3 2.0 25
Dynagreen 1330 HK NA NA 3.93 RMB NA NA 0442 0.519 7.6 6.5 1.1 0.9 2.3
Dongjiang 895 HK NA NA 1040 RMB NA NA 0574 0.701 154 12.6 2.0 17 0.7
Average 11.7 9.7 1.7 1.5 1.8

Source: Bloomberg, BOCOM Int’l estimates for covered stocks
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Yunnan Water is one of the leading integrated environmental service providers in municipal wastewater treatment and water

supply industries in Yunnan province. Major shareholders are Yunnan Metropolitan Construction (under Yunnan SASAC) and

Beijing Origin Water (300070.CH; NR).

Yunnan Water (6839.HK): Financial Statements

Profit & loss (RMB m)

Cash flow (RMB m)

Year ended 31 Dec 2015 2016  2017E  2018E  2019E Year ended 31 Dec 2015 2016E  2017E  2018E  2019E
Wastewater treatment 420 628 860 881 864 Pre-tax profit 383 517 554 625 740
Water supply 455 639 1,368 709 657 Tax paid (80) (63) (88) (99) (17)
EPC & equip sales 597 1,110 2,224 2,986 3,525 Dep'n and amortization 74 210 362 411 395
0&M 79 63 70 7 84 Change in working capital (1,175) (1,683) (1,183) (1,993) (1,064)
Solid waste 8 425 470 390 425 Others (56) (70) (5) (5) (5)
Turnover 1,558 2,866 4,991 5,042 5,555 Cash from operations (854) (1,088) (360) (1,062) (51)
COGS (1,051) (1,986) (3,759) (3,618) (3,921) Capital expenditure (814) (1,796) (1,560) (150) (150)
Gross profit 508 880 1,231 1,424 1,634 Others (517) (1,416) 0 0 0
Other income and gains 98 160 184 212 233 Cash from investing (1,332) (3,212) (1,560) (150) (150)
Selling & distribution expenses 12 8 12 12 12 Proceed from share issuance 1,514 0 0 0 0
Administrative expenses (17) (23) (40) (40) (44) Change in borrowings 1,835 6,810 703 200 212
Other expenses (181) (331) (399) (479) (583) Dividend paid 0 (119) (119) (84) (94)
Operating profit 419 694 988 1,128 1,252 Others (112) 47 0 0 0
Net finance costs (41) (220) (439) (508) (517) Cash from financing 3,237 6,738 583 117 118
Share of profit of jce/asso 5 42 5 5 5 FX change 8 21 0 0 0
Pre-tax profit 383 517 554 625 740 Net change in cash 1,059 2,458 (1,336) (1,095) (84)
Income tax expense (65) (102) (110) (124) (147)

After tax profit 317 414 444 501 593

Minority interest (32) (26) (27) (30) (36)

Net profit 286 388 418 47 558

Balance sheet (RMB m

Financial ratios

Year ended 31 Dec 2015 2016 2017E 2018E 2019E Year ended 31 Dec 2015 2016  2017E  2018E  2019E
Cash and cash equivalents 1,672 4,130 2,794 1,699 1,615 Gross margin (%) 326 30.7 247 28.2 29.4
Inventory 21 27 74 7 77 EBIT margin (%) 26.9 24.2 19.8 224 225
Trade and other receivables 1,197 2,724 2,724 3177 3,044 Net margin (%) 18.3 13.5 8.4 9.3 10.0
Other current assets 35 205 235 259 284 ROA (%) 3.0 1.9 19 21 24
Total current assets 2,924 7,086 5,826 5,205 5,020 ROE (%) 7.0 9.2 9.2 9.6 10.3
Property, plant and equipment 1,617 2,326 3,781 3,760 3,740 Net gearing (%) 278 85.0 93.5 103.3 101.0
Rece. under concession 1,942 2,860 4,436 5,627 6,840 Interest coverage (x) 10.2 3.2 2.3 22 24
Amounts due for contract works 404 660 834 1,030 1,265 Current ratio 13 1.2 0.9 0.8 0.8
Other non-current assets 2,715 7,126 6,875 6,639 6,419
Total non-current assets 6,678 12,972 15,925 17,057 18,265
Short term borrowings 1,038 2,609 2,739 2,712 2,685
Trade and other payables 1,074 2,859 3,502 3,371 3,652
Other current liabilities 78 233 255 280 309
Total current liabilities 2,190 5,701 6,496 6,363 6,647
Long term borrowings 2,026 5,690 5,062 5,289 5,528
Other non-current liabilities 443 1,422 1,422 1,422 1,422
Total non-current liabilities 2,469 7,11 6,483 6,711 6,950
Paid in capital 1,193 1,193 1,193 1,193 1,193
Reserves 2,865 3,047 3,346 3,733 4,197
Equity attri. to shareholders 4,058 4,241 4,539 4,927 5,390
MI 884 3,006 4,233 4,263 4,298
Total Equity 4,943 7,246 8,771 9,189 9,688

Source: Company data, BOCOM Intl estimates

Download our reports from Bloomberg: BOCM {enter)



X SR OB M

Yunnan Water (6839.HK) | Environmental Sector 15 August 2017 BOCOM International

BOCOM International

mUnit 1701, 17/F, Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong

| Main: + 852 2297 9888

| Fax:+852 2766 3183

| www.bocomgroup.com |

Rating System

Company Rating

Buy: Expect more than 20% upside in 12 months

LT Buy: Expect more than 20% upside but longer than 12 months

Neutral: Expect low volatility
Sell: Expect more than 20% downside in 12 months

Sector Rating

Outperform (“OP”): Expect more than 10% upside in 12 months

Market perform (“MP”): Expect low volatility

Underperform (“UP”): Expect more than 10% downside in 12 months

Research Team

Head of Research

@bocomgroup.com

Deputy Head of Research

@bocomgroup.com

Hao HONG, CFA (852) 3766 1802 hao.hong Geoffrey CHENG, CFA (852) 3766 1809 geoffrey.cheng

Macro-Strategy Internet

Hao HONG, CFA (852) 3766 1802 hao.hong Yuan MA, PhD (86) 10 8800 9788 - 8039 yuan.ma

Karen TAN (852) 3766 1825 karen.tan Connie GU, CPA (86) 10 8800 9788 - 8045 connie.gu

Grace HUA, CFA (852) 3766 1837 Grace.hua Menggi SUN (86) 10 8800 9788 - 8048 menggi.sun
Zhe ZHOU (86) 10 8800 9788 - 8041 zhe.zhou
Shan Ying (86) 10 8800 9788 - 8044 ying.shan

Banks/ Non-Bank Financials Property

Shanshan LI, CFA (86) 10 8800 9788 - 8058 lishanshan Alfred LAU, CFA, FRM (852) 3766 1807 alfred.lau

Li WAN, CFA, FRM (86) 10 8800 9788 - 8051 wanli Philip TSE, CFA, FRM (852) 3766 1815 philip.tse

Hannah HAN (852) 3766 1858 hannah.han Carmen WONG (852) 3766 1830 carmen.wong

Jennifer ZHANG (852) 3766 1850 yufan.zhang

Consumer Renewable Energy

Summer WANG, CFA (852) 3766 1808 summer.wang Louis SUN (86) 21 6065 3606 louis.sun

Environmental Services Technology

Wallace CHENG (852) 3766 1810 wallace.cheng Chris YIM (852) 3766 1803 christopher.yim

Gaming & Leisure

Transportation & Industrials

Alfred LAU, CFA, FRM (852) 3766 1807 alfred.lau Geoffrey CHENG, CFA (852) 3766 1809 geoffrey.cheng
Fay ZHOU (852) 3766 1816 fay.zhou

Healthcare Automobile & Defense

David LI (852) 3766 1811 david.li Angus CHAN (86) 21 6065 3601 angus.chan

Download our reports from Bloomberg: BOCM {enter)


http://www.bocomgroup.com/

X R B R

Yunnan Water (6839.HK) | Environmental Sector 15 August 2017 BOCOM International

Analyst Certification

The authors of this report, hereby declare that: (i) all of the views expressed in this report accurately reflect their personal views about any
and all of the subject securities or issuers; and (ii) no part of any of their compensation was, is, or will be directly or indirectly related to the
specific recommendations or views expressed in this report; (iii) no insider information/ non-public price-sensitive information in relation to
the subject securities or issuers which may influence the recommendations were being received by the authors.

The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of Conduct issued by the
Hong Kong Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days
prior to the date of issue of the report; (ii)) neither they nor their respective associates serve as an officer of any of the Hong Kong listed
companies covered in this report; and (iii) neither they nor their respective associates have any financial interests in the stock(s) covered in
this report except for one coverage analyst who is holding shares of Shimao Property Holdings Limited.

Disclosure of relevant business relationships

BOCOM International Securities Limited, and/or its associated companies, has investment banking relationship with Bank of Communications,
Guolian Securities Co. Ltd., Bank of Zhengzhou Co. Ltd., Human Health Holdings Limited, COFCO Meat Holdings Limited, Hebei Yichen
Industrial Group Corporation Limited, China Aircraft Leasing Group Holdings Limited, Orient Securities Company Limited, Wuxi Construction
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Securities Company Limited, China First Capital Group Limited, Jiayuan International Group Limited, Luzhou Xinglu Water (Group) Co., Ltd.,
Postal Savings Bank of China Co., Ltd., China Merchants Securities Co., Limited, Shandong International Trust Co., Ltd, Guangdong Kanghua
Healthcare Co., Ltd, CSC Financial Co., Ltd, BOCOM International Holdings Company Limited, HPC Holdings Limited, Guotai Junan Securities
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Disclaimer

By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is entitled to receive
such report in accordance with the restrictions set forth below and agrees to be bound by the limitations contained herein. Any failure to
comply with these limitations may constitute a violation of law.

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being
supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored
or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for
any purpose without the prior written consent of BOCOM International Securities Ltd.

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own
or have positions in securities of the company(ies) covered in this report or any securities related thereto and may from time to time add to or
dispose of, or may be interested in, any such securities. Further, BOCOM International Securities Ltd, its affiliates and its related companies may
do and seek to do business with the company(ies) covered in this report and may from time to time act as market maker or have assumed an
underwriting commitment in securities of such company(ies), may sell them to or buy them from customers on a principal basis and may also
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This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation,
rule or other registration or licensing requirement.

BOCOM International Securities Ltd is a subsidiary of Bank of Communications Co Ltd.

Download our reports from Bloomberg: BOCM {enter) 6



