China Everbright Water Limited

On-track expansion

SINGAPORE | UTILITIES | 1Q19 RESULTS

= Both 1Q19 revenue and PATMI met our expectations.

= Two projects secured, 14 projects under construction and one project commenced
operation during 1Q19. Seven WWT projects hiked tariff in 1Q19

= 10% price difference between HK and SG market post-dual-listing

= We raise our target price to S$0.50 (previously SGS$0.48) based on FY19e EPS of 5.5 SG
cents and the slightly higher peers’ PER of 9.0x (previously 8.9x), and we maintain our
BUY recommendation.

Results at a glance

(HKS mn) 1Q19 1Q18 YoY (%) Comments

1,313 1,041 26.2 Increase in construction revenue due to construction of several water environment
treatment projects and the water supply projects in addition to the expansion and
upgrading of several waste water treatment plants which were under construction
during the period; Increase in operation revenue due to result of commencement of
operation of new projects and tariff hikes for several projects; Increase in finance

Revenue

income due to increase in contract assets

Increase in the portion of construction revenue recognition where margin is lower
than the operation services

Increase in legal and professional fees incurred in connection with the proposed dual
primary listing; Increase in staff costs, business development expenses and other
operating expenses

Lower income tax due to the decrease in deferred tax

Gross profit 426 362 17.9

EBIT 377 338

PATMI 206 178 15.9

Source: Company , PSR

The Positives

+ Ongoing project expansion and tariff hike. In 1Q19, CEWL secured two more projects,
including an operation and management project and a sludge treatment project. During
the period, 14 projects were under construction, and one project commenced operation.
Meanwhile, seven waste water treatment (WWT) projects had tariff hikes ranging from
21% to 56%. There is still room for the group to hike the tariff with the upgrading of
domestic waste water discharge standard. Currently, the average G1A tariff ranges
between RMB1.1-1.3/tonne, and more than 90% of the operating WWT projects have
reached the standard.

+ Successful dual primary listing on the main board of stock exchange of Hong Kong. On
8-May, CEWL allotted and issued 103.97mn share with an offer price of HK$2.99
(equivalent to $$0.52). The total number of shares increased from 2,676mn to 2,780mn. As
of 16-May, the Singapore and Hong Kong closed price was S$$0.37 and HKS2.37
respectively, and the price difference after conversion was $50.04 or 10.8%.
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KEY FINANCIALS
Y/EDec, HK$ mn FY17 FY18 FY19e FY20e
Revenue 3,592 4,768 5,645 6,618
Gross profit 1,231 1,624 2,008 2,443
PATMI 513 676 841 1,051
P/E (x) 13.0 6.7 5.4 5.6
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Source: Company, PSR
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Outlook

CEWL has been solidifying its footprint in Jiangsu and Shandong provinces. In the
foreseeable future, we look forward to the new business expansion to other densely
populated regions such as Pearl River Delta and Great Bay Area. Recently, Ministry of
Housing and Urban-Rural Development, Ministry of Ecology and Environment, and National
Development and Reform Commission jointly published the upgrade of urban waste water
treatment quality action plan 2019- 2021, specifying areas demanding WWT and
reinforcing the fiscal and social financing support. Accordingly, we believe CEWL will
continue to be benefit from the benign business environment. Meanwhile, the 3ppt lower
in value-added tax (from 16% to 13%) that kicked in in Apr-19 is expected to provide some
relief to the group’s tax burden by RMB40mn in FY19. In a nutshell, we remain upbeat on
the outlook.

Maintain BUY with a higher TP of $$0.50

We raise our target price to S$0.50 (previously SGS$0.48) based on FY19e EPS of 5.5 SG
cents and the slightly higher peers’ PER of 9.0x (previously 8.9x), and we maintain the BUY
recommendation.

Figure 1: Hong Kong peers are valued higher on P/B basis but in part due to their higher ROEs

Bloomberg Mkt Cap EV EV/EBITDA PIE FRW P/E P/B Net D/E ROA ROE
Company Ticker (SGD mn) (SGD mn) TT™ (%) (%) (%)
China Everbright Water Ltd CEWL SP 1,056.4 2,214.8 8.5 8.2 7.7 0.7 61.5 35 8.3
Singapore
SIIC Environment Holdings Ltd SIIC SP 782.0 3756.4 10.6 6.7 6.4 0.5 97.8 21 75
Hong Kong
China Everbright Water Ltd 1857 HK 1,129.8 2,288.3 7.6 9.1 8.2 0.8 61.5 3.6 8.5
Beijing Enterprises Water Group Ltd 371 HK 7155.8 16798.8 115 8.5 7.6 15 114.0 4.2 19.3
CT Environmental Group Ltd 1363 HK 376.3 875.1 8.3 3.2 3.1 0.5 63.8 7.9 16.1
China Water Affairs Group Ltd 855 HK 2221.1 4422.8 8.3 10.1 9.4 1.8 71.5 4.2 18.5
Average 9.4 7.3 6.7 1.2 83.1 5.4 18.0
China
Beijing Originwater Technology Co Ltd 300070 CH 4,825.5 8,299.6 15.9 20.7 13.1 1.3 49.1 2.2 6.3
Chongqing Water Group Co Ltd 601158 CH 5,490.1 4,906.7 10.5 19.4 15.5 1.8 Net Cash 7.3 9.8
Tianjin Capital Environmental Protection Group Co Ltd 600874 CH 1,883.9 2,590.0 5.9 221 NA 2.0 41.8 4.0 9.6
Guangxi Nanning Waterworks Co Ltd 601368 CH 932.4 1,631.5 19.0 15.7 15.9 14 96.3 33 9.2
Jiangsu Jiangnan Water Co Ltd 601199 CH 710.6 570.2 13.2 18.8 NA 13 Net Cash 4.2 7.1
Wuhan Sanzhen Industry Holding Co Ltd 600168 CH 952.7 1,899.4 11.3 16.7 10.1 0.9 74.3 2.3 5.8
Average 12.6 18.9 13.7 15 65.4 3.9 8.0

Average (comparable companies, excluding CEWL)
Source: Bloomberg, PSR
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Financials

Income Statement

CHINA EVERBRIGHT WATER LIMITED JH3JVIRES

P PhillipCapital

Balance Sheet

Y/E Dec, HKS mn FY16 FY17 FY18 FY19e FY20e
Revenue 2,494 3,592 4,768 5,645 6,618

Cost of sales (1,588) (2,361) (3,145) (3,637) (4,176)
Gross profit 906 1,231 1,624 2,008 2,443

Other income 128 130 141 148 174
Admin & other opt exp (298)  (287) (440) (531) (625)
Operating profit 735 1,073 1,325 1,625 1,991

Finance income 8 12 18 24 30

Finance costs (205)  (241) (291) (343) (389)
Profit before tax 537 845 1,052 1,306 1,632

Income tax (165) (264) (315) (392)  (490)
Non-controlling interests 23 67 60 73 91

Net profit to shareholders 349 513 676 841 1,051

Per share data

Y/E Dec FY16 FY17 FY18 FY19e FY20e
EPS (HK Cents) 13.4 19.6 25.7 31.4 39.3

EPS (SG Cents) 2.5 34 4.4 5.5 6.9

DPS (HK Cents) 2.0 2.8 5.8 6.3 7.9

DPS (SG Cents) 0.4 0.5 1.0 1.1 1.4

BVPS (HKS) 2.6 3.0 3.0 3.4 3.8

BVPS (SG Cents) 48.7 52.6 52.1 59.3 66.2

The HKD/SGD rate is based on Bloomberg forward rate as of 17nd May 2019

Cash Flow

Y/E Dec, HKS mn FY16 FY17 FY18 FY19e FY20e
CFO

Profit before tax 537 845 1,052 1,306 1,632

Adjustments 258 341 422 427 481

WC changes (642) (1,376) (2,341) (1,286) (2,423)
Cash generated from ops 154 (190) (867) 448 (310)
Others (134) (74)  (148)  (392)  (490)
Cashflow from operations 20 (264) (1,016) 56 (800)
CFI

CAPEX, net (13)  (231)  (192)  (161) (161)
Acquisition of subsidiaries - - (51) - -

Others 6 (160) 190 24 30

Cashflow from investments (6) (391) (54) (137) (131)
CFF

Share issurance, net - - - - -

Loans, net of repayments 310 1,512 1,133 1,000 1,200

Dividends (26) (12) (60) (76) (91)
Others (141)  (218) (291) (419) (481)
Cashflow from financing 142 1,281 782 506 628

Net change in cash 156 626 (287) 424 (303)
Effects of exchange rate (85) 89 (80) - -

Ending cash 1,359 2,074 1,707 2,131 1,828

Source: Company, PSR

Y/E Dec, HKS mn FY16 FY17 FY18 FY19e FY20e
ASSETS

Cash and cash equivalents 1,903 2,717 1,729 2,988 2,805

Trade and other receivables 589 806 1,025 903 1,416
Financial receivables 792 1,201 1,424 1,621 1,902
Inventories 14 14 40 27 33

Total current assets 3,297 4,821 4,765 5,539 6,156

PP&E 148 152 150 149 143

Financial receivables 792 1,201 1,424 1,621 1,902

Intangible assets 1,259 1,490 1,536 1,593 1,643

Goodwill 1,185 1,260 1,243 1,324 1,357

Interest in an associate 1 1 3 3 3

Trade and other receivables 589 806 1,025 903 1,416

Total non-current assets 10,784 13,227 14,819 16,463 18,511

Total Assets 14,081 18,048 19,584 22,002 24,667

Borrowings 1,521 1,904 2,160 1,656 2,006

Trade and other paybales 937 1,554 1,895 2,178 2,526

Other financial liabilities - - - - -

Current tax liabilities 13 50 45 45 45

Total current liabilities 2,472 3,507 4,101 3,879 4,577

Borrowings 3,366 4,728 5,440 6,945 7,795

Other payables - - - - -

Deferred tax liabilities 1,052 1,271 1,380 1,380 1,380

Total non-current liabilities 4,418 5,999 6,820 8,324 9,174

Total liabilities 6,890 9,506 10,921 12,204 13,751

Shareholders equity 6,798 7,857 7,983 9,060 10,104

Non-controlling interests 394 685 681 739 812

Valuation Ratios

Y/E Dec FY16 FY17 FY18 FY19e FY20e
P/E(x) 15.4 11.2 8.7 7.0 5.6
P/B (x) 0.8 0.7 0.7 0.6 0.6
EV/EBITDA (x) 13.3 9.6 7.5 6.8 6.2
Growth & Margins (%)

Growth

Revenue 37% 44% 33% 18% 17%
Gross profit 10% 36% 32% 24% 22%
EBIT 3% 46% 23% 23% 23%
PATMI -14% 47% 32% 24% 25%
Margins

GPM 36.3% 343% 34.1% 35.6% 36.9%
OPM 29.5%  29.9% 27.8%  28.8% 30.1%
NPM 14.0% 14.3% 14.2% 14.9%  15.9%
Key Ratios

ROE (%) 5% 7% 8% 9% 10%
ROA (%) 2% 3% 3% 4% 4%
Dividend Yield (%) 0.7% 1.1% 3.3% 2.9% 3.6%
Net Debt or (Net Cash) 2,985 3,915 5,872 5,612 6,995

Gearing (%) 49% 53% 56% 55% 56%

*Forward multiples & yields based on current market price; historical multiples & yields based on historical market price.
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We do not base ourrecommendations 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
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Important Information

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under
the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express
or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in
this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or
to supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made
available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or
appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report 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 any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading
activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this
report, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided
advice or investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or
options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the
foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between
US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return
of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

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 Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report 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 report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including 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 report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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