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Fast Expansion Continued, Upgrade to “Buy” &
POy skbESE, HBE N :
° BEWG (00371 HK) 2014 revenue increased 39% YoY to HKD6,407 Rating: Buy
million. Net profit increased 65% YoY to HKD1,794 million. Results were Upgraded
better than expectation, mainly because of higher than expected
increase in other income. Gross margin increased 0.1 ppts YoY to 39.2%. P EN (L)
As at 31 Dec 2014, total borrowings were up 22% YoY to HKD23,490 million.
Net gearing was up 4.2 ppts YoY to 90.7%. 6-18m TP FHisih: HK$7.50
o Total daily design capacity was up 22% YoY to 20.2 million tons as at 31 Dec 658
2014, of which 4.7 million tons were new. Capacity expansion was much Share price i HK$5.480
faster than expected. With the release of new capacity, we expect sewage
and reclaimed water treatment services and water distribution services to first
overtake construction services as the main revenue contributor starting 2015. Snt(/)\Ck ?erformance
We expect overall revenue to increase at a CAGR of 28.3% and gross et
margin to increase from 39.2% to 41.8% in 2014-2017. In addition, we o ootrenn
think the Company might require financing new projects with more
equity financing. 100
5.0
®  Raise EPS estimates for FY15-16 by 5.1% and 8.9% to HKDO0.250 and oo |
HKDO0.336 respectively, and initiate that of FY17 at HKDO0.449. We think
current valuation of 21.9x/16.3x/12.2x FY15/16/17 PER is undervalued. GoT %
Raise the TP to HKD7.50, representing 30.0x/22.3x/16.7x FY15/16/17 (00 T N
. . [se}
PER. Upgrade to "Buy”. so a
o b#K%(00371 HK) 2014 EEMIR F LY 39%% 64.07 Z70(TT, TH). AR 00 ta 14 14 san1s Mar 15 é
¥ 65%ZF 17.94 {275. MG F . iﬁwhﬁﬁwﬁ&%ﬂ:?ﬁﬁg EHFRF L1 HSI index BEIJING ENTERPRISES WATER GR ;
0.1 NE A H % 39.2%. #Z 2014 4F 12 A 31 H, HME¥FALLEE 22%% 234.90 1476, 1% 5
TREGHHREE 4.2 MHA S A 90.7%. Change in Share Price 1M 3M 1Y ]
Wiz 1A 34A 1% =
o M 2014 4F 12 H 31 H, M HBRIHAEHEDy 20.2 HIME, [FEESE 22%. HAEigat Abs. % 202 154 222 §
S AT TN, AT RN I T BN, BOA AR, RATAGHAT 75K e e £
B P KRR BRGSO, LA B RSSIONAS T 2015 47 5 Vo i e N OO XM ) 9% 151 66 2 g
Kok F 2014 Z 2017 408, Bt IR R A HKR K 28.3%, BRRUTM 39.2% S it %‘;SH'“) 50 49 51 g
%EE 41.8%. ﬂtﬁln &ﬂﬁiﬁﬁﬁ?ﬂﬁﬂ@ﬁiﬁ%ﬁ He Source: Bloomberg, Guotai Junan International. g
[ 1l 2015-2016 4E43 % 2 R T 5.1%F1 8.9%, 43 A4 0.250 #5701 0.336 I, M E K
R4t 2017 AR AR T 0.449 v, RATAA LM MMM 21.9/16.3/12.2 %
2015/2016/2017 AFHITT B FRAMEAS, WRE HiFhE 7.50 ¥7n, AL 30.0/22.3/16.7
£% 2015/2016/2017 BT AE. LFEZE “IN” .
Year End Turnover Net Profit EBS ERS PER BPS PBR DPS Yield ROE
g8 [ION JBe AR 15 ) RG] LSRR E) WEE  ERE [ipEE BB BEE  EESREE
12/31 (HKD m) (HKD m) (HKD) (A%) (%) (HKD) (%) (HKD) (%) (%)
2013A 6,406 1,084 0.140 28.7 39.2 1.576 35 0.052 0.9 10.0
2014A 8,926 1,794 0.208 48.5 26.4 1.813 3.0 0.078 1.4 12.3
2015F 11,856 2,165 0.250 20.5 21.9 2.061 2.7 0.088 1.6 12.8
2016F 15,030 2,907 0.336 34.3 16.3 2.395 23 0.118 2.1 15.0
2017F 18,866 3,883 0.449 33.6 12.2 2.841 1.9 0.157 2.9 17.0
Shares in issue (m) &&% (m) 8,707.4 Major shareholder f%4: BEHL 43.9% | _
Market cap. (HK$ m) iifH (HK$ m) 47,716.6 Free float (%) HHELE (%) 561 | 9
3 month average vol. 3 ™A V4B 4 (000) 27,228.6 FY15 Net gearing (%) FY15 % A/ AR % & (%) 9.0 |2
52 Weeks high/low (HK$) 52 J& &/ 6.150 / 4.090 FY14-17 EPS CAGR 14-17 4 | 5 A FE K% (%) 293 |
Source: the Company, Guotai Junan International. §
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2014 net profit increased 65% YoY to HKD1,794 million. Results were better than expected. BEWG (00371 HK) 2014
revenue increased 39% YoY to HKD6,407 million. Net profit increased 65% YoY to HKD1,794 million. Results were better than
expected. The higher than expected results were mainly due to the increase in other income and gain by a triple in other
income and gain to HKD608 million (HKD101 million from gain on sales of land and HKD95 million from foreign exchange
gain). Gross margin increased 0.1 ppts YoY to 39.2%. Administrative expenses were up 37% YoY to HKD1,066 million due to
the fast expansion in businesses. Finance costs were up 38% YoY to HKD1,084 million due to increase in borrowings size and
slight increase in interest rate. As at 31 Dec 2014, total borrowings were HKD23,490 million, up 22% YoY. Net gearing was
90.7%, up 4.2 ppts YoY.

Capacity expansion faster than expected, sewage and reclaimed water treatment services revenue should overtake
construction services to be the largest contributor in 2015. As at 31 Dec 2014, BEWG had a total of 326 water plants,
which included 250 sewage treatment plants, 69 water distribution plants, 6 reclaimed water treatment plants, and 1 seawater
desalination plant. Total daily design capacity was 20,150,050 tons, up 21% YoY. Total daily design capacity for new projects
secured for the year was 4,651,900 tons, consisting of 1,944,200 tons of BOT, 283,500 tons of TOT, 228,000 tons of DBOO,
900,000 tons of PPP, 510,200 tons of entrustment operation and 786,000 tons through M&A. Increase in capacity was much
higher than the original target of 3.5 million tons/day. Due to the fast release in capacity, both sewage and reclaimed water
treatment services revenue and water distribution services revenue increased substantially (up 51.8% YoY and 111.8% YoY
respectively). We expect sewage and reclaimed water treatment services revenue (2015 estimate: HKD5,200 million) can first
overtake that of construction services (2015 estimate: HKD5,000 million) to be the largest revenue contributor.

Fig 1: 2014 Segmental Revenue Fig 2: 2014 Segmental Gross Profit
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Source: the Company. Source: the Company.

We expect a CAGR of 28.3% for the revenue during 2014-2017. Although the base seemed high, we think the Company
still has a lot of growth potential. Firstly, the Company expected to increase daily design capacity to 40 million tons within 4 to
5 years, doubling the current level. Secondly, only 54% of the Company'’s treatment plants reached 1A treatment standard,
45% were 1B and 1% was 2A. With the gradual upgrade for the 46% plants, water treatment tariff can be raised accordingly.
Thirdly, normal adjustment of tariff of existing plants. During 2014, tariff of 12 plants were raised on average of 13.8%. Given
these, we think revenue can maintain a fast growth in the next three years, with a CAGR of 28.3%.

Gross margin to increase from 40.8% to 41.8% in 2015-2017. Overall gross margin increased 0.1 ppts YoY to 39.2%,
despite a sharp decrease in gross margin of sewage and reclaimed water treatment services. This was because sewage and
reclaimed water treatment services gross margin was much higher than overall gross margin, and its revenue contribution
increased substantially during the year with fast expansion in capacity. In addition, gross margin of water distribution
increased 3.0 ppts YoY. We expect sewage and reclaimed water treatment services gross margin to further decline but that
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should still remain above 60%. Moreover, water distribution services gross margin should also remain above 50%. As both of
their gross margins remain higher than overall gross margin and their revenue contribution should increase further, we expect
overall gross margin to rise gradually from 40.8% in 2015 to 41.8% in 2017.

Table 1: 2014 Segmental Performance Summary

HKD million Revenue Growth Gross Profit Growth  Gross Margin YoY
Sewage and Reclaimed Water Treatment 3,250 +51.8% 2,050 +33.8% 63.1% -8.4 ppts
Construction Services 4,583 +21.7% 921 +22.4% 20.1% +0.1 ppts
Water Distribution 813 +111.8% 467 +123.6% 57.4% +3.0 ppts
Technical and Consultancy Services 281 +138.7% 196 +95.5% 69.8% -15.5 ppts
Less: Operating Concessions Amortization (137) +57.6%

Total 8,926 +39.3% 3,496 +39.5% 39.2% +0.1 ppts

Source: the Company.

Further equity financing should be coming. According to the current expansion pace, the Company should spend HKD7
billion to HKD8 billion in capital expenditure annually. Start 2015, we estimate that the Company’s operating cash inflow
should reach at least HKD4 billion annually, excluding approximately HKD1 billion for dividends payout and other
expenditures, the Company should have at least HKD3 billion free cash for investment. That is, the Company at most has to
borrow HKDS5 billion for building/acquiring new projects. This translates to a capital structure of 62.5% of debt of its new
projects (HKD5 billion / HKD8 billion), which is similar to the Company’s current capital structure (debt ratio 63.0% as at 2014).
Interest coverage should remain above 3x (3.2x for FY14). We think these suggest that even if the Company does not finance
through equity in the coming 3 years, it can still maintain debt ratio below 70%. However, this appears a bit tight, especially net
gearing should easily go through 100% (90.7% as at 2014) with just 1 more year of new investment financed purely by debt.
Hence, we still expect the Company to do equity financing within 3 years.

Raise the TP to HKD7.50, Upgrade to "Buy". Raise EPS estimates for FY15-16 by 5.1% and 8.9% respectively to
HKDO0.250 and HKDO0.336, and initiate the EPS estimate of FY17 at HKD0.449. The Company has continued to deliver
higher than expected results and we think the coming 3 years is another high growth period for the Company. On the back of
"Water Ten" policy being released very soon, the Company, being the largest sewage and reclaimed water treatment
services company in China, should benefit substantially from such. Moreover, the encouragement of the use of "PPP" to
invest in sewage treatment projects bring large opportunities to SOEs (work well with the authority and the local governments)
with private management (high efficiency), such as the Company. Its current valuation is at 21.9x/16.3x/12.2x FY15/16/17
PER, clearly underestimating the Company’s growth potential. Raise the TP to HKD7.50, representing 30.0x/22.3x/16.7x
FY15/16/17 PER. Upgrade to "Buy".
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end Dec (HKD million) 2013A  2014A 2015F 2016F  2017F Year end Dec (HKD million) 2013A  2014A 2015F 2016F 2017F
Revenue 6406 8926 11,856 15030 18,866 Property, plant and equipment 379 1243 1430 1506 1,605
Cost of sales (3901) (5430) (7.020) (8809) (10979  Goodwill 2513 2525 2951 3204 3482 -
Grass profit 2,506 3,49% 4,836 6,221 7,888 Amounts due fromcontract customers 5361 6817 7,02 7232 7,449 §
Long terminvestments 3028 3235 350 3917 4310 =
Interest income 434 446 477 510 546 Other non-current assets 17,694 22,742 29,351 36547 43856 f(L
Other income/expenses (188) 1 ( (2 13 Total non-current assets 28974 36563 44,315 52406 60,701 te
Other gains/losses 200 608 303 348 399
Administrative expenses (775 (L,066) (1303) (1,561) (L,771) Inventories 55 58 66 76 83
Operating profit 2,178 3473 4302 5506 7,048 Trade and bills receivables 2038 2505 2831 3313 3810
Prepayment and other receivables 5324 4310 4741 4883 5029
Share of profit of associates/JV 108 278 412 511 586 Other current assets 2282 2025 2316 2649 3030
Finance costs (788) (1084 (L,359) (1,563) (1,810) Cash and equivalents 5513 6181 6409 7,359 9902
Profit before tax 1,497 2,667 3,355 4,454 5824 Total current assets 15212 15078 16413 18280 21,860
Income Tax (352 (594 (772 (1,025 (1,340
Profit after Tax 1,145 2,073 2,583 3430 4485 Total assets 44187 51641 60,728 70687 82561
Net profit 1,084 1,79 2,165 2,907 3,883 Trade and hills payables 2755 3564 4734 6001 7533
Minority interests 61 279 418 523 601 Other payables and accruals 4566 3471 3818 3932 4,050
Short-term borrowings 2148 3945 2599 2858 3144
EPS (HKD) 0.140 0.208 0.250 0.336 0.449 Other current liabilities 2,182 440 849 1127 1474
DPS (HKD) 0.052 0078 0088 018 0157 Total current liabilities 11651 11419 11,999 13919 16,201
Cash How Statement Long-term borrowings 15303 19546 25189 29457 34,152
Year end Dec (HKD million) 2013A  2014A 2015F 2016F  2017F Other non-current liabilities 1308 1587 196 2457 3071
Total non-current liabilities 16611 21,133 27,145 31913 3722
Profit before tax 1497 2667 335 4454 5824
Depreciation and amortization 218 137 202 251 297 Share capital 844 871 871 871 871
Change in working capital (2653  (438) Bl (22 179 Reserves 12454 14914 17,079 19986 23,869
Other operating activities 2 307 453 250 216 Equity toshareholder 13298 15784 17949 20,856 24,740
Net cash from operating (986) 2674 4371 4734 6158 Minority interests 2627 3304 3635 3998 4,38
Total equity 15924 19,089 21,584 24854 29,138 <
Purchase of PPE & intangjble assets (276) (2243 (U7) (1,876) (1975 Total liabilities and eqity 44187 51641 60728 70687 82561 T
Cther investing activities (58) (2973) (5028) (4931) (4,846) E
Net cash used in investment (2857) (5215) (7,145) (6,808) (6:821) BPS (HKD) 1576 1813 2061 2395 2841 S
Stockissuance 2207 0 0 0 0 Financial Ratios 2
Issuance/(repayment) of debts 5206 4207 4297 4528 4981 2013A 2014A 20I5F 2016F 2017F =
Dividends paid (346) 44 (G (76) (102 t
Other financing activities (1732 (1061) (1,336) (L,541) (1,790) Gross margin (%) 291 392 408 414 418 g
Net cash used in financing 5425 3103 2892 2910 3089  Operating margin (%) 30 389 B3  3B6 34 =
Net margin (%) 69 201 183 193 206 8
Cash egivalents at beginning of the year 3640 5366 6024 6240 7179  ROA(% 23 32 33 38 47 s
Net increase in cash 1,632 561 118 837 2426 ROE (%9 10.0 123 128 15.0 17.0 %
Forex adjustment o7 % 9 101 104 Net gearing ratio (%) 865 907 90 1004 40 =
Add: Time deposits 147 157 168 181 194 =
Cash eguivalents at end of the year 5513 6181 6409 7,359 9902 @

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Buy Relative Performance >15%; 2
or the fundamental outlook of the company or sector is favorable. M
Accumulate Relative Performance is 5% to 15%; ?g
or the fundamental outlook of the company or sector is favorable. ©
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.
Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months
Rating Definition
Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.
DISCLOSURE OF INTERESTS %
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(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report. §
(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report. =
(3) Except for Shandong Chenming Paper Holdings Limited-H shares (01812), China All Access (Holdings) Limited (00633), Guangshen ;
Railway Company Limited-H shares (00525), Guotai Junan International Holdings Limited (01788) and Binhai Investment Company &
Limited (02886), Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the issuer =
mentioned in this Research Report. 5
(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report %
within the preceding 12 months. =
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DISCLAIMER =
=
This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities 2

(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2015 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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