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Sell Equity Research

In line with expectations: Connection growth offsets slowing gas sales 

What surprised us 

Towngas reported 2014 results with core net profit up 22% to HK$1,185mn 

excluding one-off forex and disposal gains/loss. Gas sales volumes growth 

slowed down to 10% yoy vs. 13% in 1H14, mainly due to slowing industrial 

demand growth (9% yoy vs. 12% in commercial and 14% for residential) 

and lack of gas supply in northeast regions. On the other hand, new user 

connections accelerated in 2H14 to 0.69mn vs. 0.28mn in 1H14, leading to 

21% full year growth. Tax credits from projects in Sichuan lowered the 

overall tax expense in 2014.   

What to do with the stock 

We view gas sales and the dollar margin trend as the key focus for 

Towngas in China. For Jan 2015, its gas sales grew 10% yoy and the 

company targets double-digit growth for the full year. The company 

targets 15% of the incremental volume growth to be contributed by new 

project acquisitions. As far as the tariff pass through is concerned, 42 out 

of its 50 projects affected by the city gate price hikes in 2014 have 

completed pass through and Towngas has maintained its gross dollar 

margin in 2H14 at Rmb0.67/m3, the same rate as in 1H14. Towngas expects 

over 30% of its gas sales from incremental gas volume in 2015 and around 

Rmb0.1/m3 average procurement cost reduction post the city gate price 

hike in April 2015. However, we are concerned that Towngas’s heavy 

reliance on organic-driven growth could lead to persistent gas sales 

growth pressure given the macro slowdown. We fine-tune our EPS by 1-

2% for 2015-16, mainly to factor in the lower SG&A and tax expenses. We 

introduce 2017E EPS of HK$0.57. Accordingly, we revise our 2015E EV/GCI 

vs. CROCI/WACC based 12m TP from HK$5.7 to HK$5.9 (1.16x val ratio 

unchanged). We reiterate our Sell rating, which is relative to our gas utility 

coverage. Risks: Value-accretive acquisitions and further gas price cuts.   

Towngas 2014 results summary 

Source: Company data.  
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Towngas China (HK$mn) 2H13 1H14 2H14 HoH% YoY% 2013 2014 YoY%
Reported net profit 554        489        565        16% 2% 1,106     1,054     -5%
Core net profit 458        633        552        -13% 20% 971        1,185     22%
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disclosure section of this document.

Towngas China (1083.HK)

Asia Pacific Conglomerates Peer Group Average

Key data Current

Price (HK$) 7.21

12 month price target (HK$) 5.90

Market cap (HK$ mn / US$ mn) 18,962.2 / 2,441.8

Foreign ownership (%) --

12/14 12/15E 12/16E 12/17E

EPS (HK$) New 0.40 0.48 0.53 0.57

EPS revision (%) (6.6) 1.9 1.2 --

EPS growth (%) (5.3) 20.2 10.5 7.4

EPS (dil) (HK$) New 0.40 0.48 0.53 0.57

P/E (X) 22.0 14.9 13.5 12.6

P/B (X) 1.8 1.3 1.2 1.2

EV/EBITDA (X) 20.4 15.2 13.8 12.6

Dividend yield (%) 1.1 1.7 1.8 2.0

ROE (%) 8.2 9.2 9.5 9.5

CROCI (%) 0.8 7.9 8.1 8.1
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Share price performance (%) 3 month 6 month 12 month
Absolute (8.0) (16.1) (25.0)

Rel. to MSCI China (15.2) (20.3) (37.5)

Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 3/17/2015 close.
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Profit model (HK$ mn) 12/14 12/15E 12/16E 12/17E Balance sheet (HK$ mn) 12/14 12/15E 12/16E 12/17E

Total revenue 7,881.8 8,447.8 9,490.5 10,331.5 Cash & equivalents 1,796.6 1,978.9 2,336.2 2,727.5

Cost of goods sold (5,128.0) (5,464.1) (6,306.5) (6,945.5) Accounts receivable 1,788.1 1,916.5 2,153.0 2,343.8

SG&A (788.0) (811.0) (873.1) (929.8) Inventory 566.0 603.0 696.0 766.5

R&D 0.0 0.0 0.0 0.0 Other current assets 225.4 225.4 225.4 225.4

Other operating profit/(expense) (899.8) (966.8) (1,019.1) (1,077.7) Total current assets 4,376.0 4,723.8 5,410.6 6,063.2

EBITDA 1,480.8 1,703.9 1,857.6 2,018.1 Net PP&E 11,026.4 12,062.1 13,030.0 13,924.2

Depreciation & amortization (414.8) (497.9) (565.9) (639.5) Net intangibles 6,498.9 6,465.2 6,431.5 6,397.8

EBIT 1,066.0 1,205.9 1,291.7 1,378.5 Total investments 4,943.3 5,665.9 6,446.5 7,279.6

Interest income 42.0 34.3 37.8 44.6 Other long-term assets 505.7 505.7 505.7 505.7

Interest expense (216.0) (228.8) (231.7) (231.7) Total assets 27,350.2 29,422.8 31,824.3 34,170.5

Income/(loss) from uncons. subs. 624.8 722.6 780.6 833.1

Others 144.9 60.0 60.0 60.0 Accounts payable 4,136.4 4,407.5 5,087.1 5,602.5

Pretax profits 1,531.1 1,794.1 1,938.3 2,084.5 Short-term debt 2,482.8 2,482.8 2,482.8 2,482.8

Income tax (350.1) (375.0) (370.5) (400.4) Other current liabilities 770.2 823.0 856.1 881.9

Minorities (126.8) (152.3) (168.3) (180.8) Total current liabilities 7,389.4 7,713.4 8,426.0 8,967.2

Long-term debt 5,068.8 5,268.8 5,268.8 5,268.8

Net income pre-preferred dividends 1,054.2 1,266.7 1,399.5 1,503.2 Other long-term liabilities 447.6 949.8 1,488.3 2,059.7

Preferred dividends 0.0 0.0 0.0 0.0 Total long-term liabilities 5,516.4 6,218.6 6,757.1 7,328.5

Net income (pre-exceptionals) 1,184.8 1,266.7 1,399.5 1,503.2 Total liabilities 12,905.8 13,932.0 15,183.1 16,295.7

Post-tax exceptionals (130.6) 0.0 0.0 0.0

Net income 1,054.2 1,266.7 1,399.5 1,503.2 Preferred shares 0.0 0.0 0.0 0.0

Total common equity 13,254.0 14,205.5 15,256.8 16,386.0

EPS (basic, pre-except) (HK$) 0.45 0.48 0.53 0.57 Minority interest 1,190.5 1,285.3 1,384.5 1,488.8

EPS (basic, post-except) (HK$) 0.40 0.48 0.53 0.57

EPS (diluted, post-except) (HK$) 0.40 0.48 0.53 0.57 Total liabilities & equity 27,350.2 29,422.8 31,824.3 34,170.5

DPS (HK$) 0.10 0.12 0.13 0.14

Dividend payout ratio (%) 24.8 24.8 24.8 24.8 BVPS (HK$) 5.04 5.40 5.80 6.23

Free cash flow yield (%) (6.9) 1.5 3.7 4.0

Growth & margins (%) 12/14 12/15E 12/16E 12/17E Ratios 12/14 12/15E 12/16E 12/17E

Sales growth 17.4 7.2 12.3 8.9 CROCI (%) 0.8 7.9 8.1 8.1

EBITDA growth 16.8 15.1 9.0 8.6 ROE (%) 8.2 9.2 9.5 9.5

EBIT growth 15.2 13.1 7.1 6.7 ROA (%) 4.0 4.5 4.6 4.6

Net income growth (4.7) 20.2 10.5 7.4 ROACE (%) 7.6 7.6 8.0 8.2

EPS growth (5.3) 20.2 10.5 7.4 Inventory days 41.1 39.0 37.6 38.4

Gross margin 34.9 35.3 33.5 32.8 Receivables days 78.0 80.0 78.3 79.4

EBITDA margin 18.8 20.2 19.6 19.5 Payable days 295.0 285.4 274.8 280.9

EBIT margin 13.5 14.3 13.6 13.3 Net debt/equity (%) 39.8 37.3 32.5 28.1

Interest cover - EBIT (X) 6.1 6.2 6.7 7.4

Cash flow statement (HK$ mn) 12/14 12/15E 12/16E 12/17E Valuation 12/14 12/15E 12/16E 12/17E

Net income pre-preferred dividends 1,054.2 1,266.7 1,399.5 1,503.2

D&A add-back 414.8 497.9 565.9 639.5 P/E (analyst) (X) 22.0 14.9 13.5 12.6

Minorities interests add-back 126.8 152.3 168.3 180.8 P/B (X) 1.8 1.3 1.2 1.2

Net (inc)/dec working capital (200.6) 105.6 350.0 254.1 EV/EBITDA (X) 20.4 15.2 13.8 12.6

Other operating cash flow (1,569.2) (220.4) (242.1) (261.7) EV/GCI (X) 1.4 1.1 1.0 0.9

Cash flow from operations (174.0) 1,802.2 2,241.7 2,315.9 Dividend yield (%) 1.1 1.7 1.8 2.0

Capital expenditures (1,500.0) (1,500.0) (1,500.0) (1,500.0)

Acquisitions 0.0 0.0 0.0 0.0

Divestitures 0.0 0.0 0.0 0.0

Others 0.0 0.0 0.0 0.0

Cash flow from investments (1,500.0) (1,500.0) (1,500.0) (1,500.0)

Dividends paid (common & pref) (208.4) (262.3) (315.2) (348.2)

Inc/(dec) in debt 651.2 200.0 0.0 0.0

Common stock issuance (repurchase) 0.0 0.0 0.0 0.0

Other financing cash flows 423.2 (57.6) (69.2) (76.4)

Cash flow from financing 866.0 (119.9) (384.4) (424.7)

Total cash flow (639.1) 182.4 357.3 391.3 Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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Exhibit 1: Towngas 2014 results summary 

 

Source: Company data. 

 

Towngas China (HK$mn) 2H13 1H14 2H14 HoH% YoY% 2013 2014 YoY% Comments

Turnover
Sales of piped gas 2,871     3,030     3,176     5% 11% 5,265     6,205     18% Driven by the 10% yoy growth of gas sales volume and higher gas prices
Gas connection 883        645        1,032     60% 17% 1,451     1,677     16% Driven by the 20% yoy growth of new household connections by subsidiaries

Total revenue 3,754     3,674     4,208     15% 12% 6,716   7,882   17%

EBIT
Sales of piped gas 205        273        199        -27% -3% 427        471        10%
Gas connection 360        294        452        54% 26% 638        746        17%
Unallocated corporate expenses (75)        (70)        (81)        15% 8% (140)      (151)      8%

Total EBIT 490        496        570        15% 16% 925      1,066   15%
Share of results of associates 173        183        164        -11% -5% 336        347        3%
Share of results of JCE 144        138        139        1% -4% 265        278        5%
Finance costs (129)      (82)        (134)      63% 3% (164)      (174)      6%
Other gains, net 168        (42)        57          N/A -66% 246        14          -94% There was HK$160mn FX gain in 2013
Profit before taxation 865        714        817        14% -6% 1,609   1,531   -5%
Taxation (232)      (171)      (179)      4% -23% (383)      (350)      -8%
Minority interest (79)        (54)        (73)        36% -7% (120)      (127)      6%
Net profit to shareholders 554        489        565        16% 2% 1,106   1,054   -5%
Recurrent profit 458        633        552        -13% 20% 971      1,185   22% Excluding HK$141mn FX loss and other one-off gains/losses in 2014
Reported EPS (HK$) 0.21       0.19       0.22       15% 1% 0.42     0.40     -5%
DPS (HK$) 0.08       N/A 0.10       N/A 25% 0.08       0.10       25%

Key financial and operating data 2H13 1H14 1H14 HoH% YoY% 2013 2014 YoY%
EBIT margin

Sales of piped gas 7.1% 9.0% 6.3% -2.7ppt -0.9ppt 8.1% 7.6% -0.5ppt
Gas connection 40.8% 45.6% 43.8% -1.8ppt 3.0ppt 44.0% 44.5% 0.5ppt
Total 13.1% 13.5% 13.5% 0.0ppt 0.5ppt 13.8% 13.5% -0.2ppt Gas sales margin decrease was offset by higher contribution from connection business

New connections 
Residential households - subsidiaries 193,000 130,000 243,000 87% 26% 310,000 373,000 20%
Residential households - overall 480,000 280,000 690,000 146% 44% 800,000 970,000 21%

Unit of piped gas sold (mn m3)
Total gas sold (mn m3) 3,017 3,295 3,216 -2% 7% 5,945     6,511 10% Driven by the 10% growth of commercial and industrial gas sales volume
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Disclosure Appendix 

Reg AC 

We, Frank He and Shuai Liu, hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject 

company or companies and its or their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly, related to 

the specific recommendations or views expressed in this report. 

Investment Profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe.  

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:  

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue.  Return is a year one prospective aggregate 

of various return on capital measures, e.g. CROCI, ROACE, and ROE.  Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book.  Volatility is measured as trailing twelve-month volatility adjusted for dividends.   

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.  

GS SUSTAIN 

GS SUSTAIN is a global investment strategy aimed at long-term, long-only performance with a low turnover of ideas. The GS SUSTAIN focus list 

includes leaders our analysis shows to be well positioned to deliver long term outperformance through sustained competitive advantage and 

superior returns on capital relative to their global industry peers. Leaders are identified based on quantifiable analysis of three aspects of corporate 

performance: cash return on cash invested, industry positioning and management quality (the effectiveness of companies' management of the 

environmental, social and governance issues facing their industry).  

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Frank He: Asia Pacific Conglomerates, Asia Pacific Infrastructure, China Clean Energy. 

Asia Pacific Conglomerates: Beijing Enterprises Holdings, Cheung Kong Holdings, Cheung Kong Infrastructure, China Gas Holdings, China Merchants 

Holdings, China Resources Gas Group, China Suntien Green Energy, CITIC Ltd., COSCO Pacific, Dalian Port Company, ENN Energy Holdings, Fosun 

International, Galaxy Entertainment Group, Hopewell Holdings, Hutchison Port Holdings Trust, Hutchison Whampoa, Jardine Matheson, Kunlun 

Energy Co., Melco Crown Entertainment, Melco Crown Entertainment Ltd., Melco International Development, MGM China, MTR Corp., NWS Holdings, 

Sands China, Shanghai Industrial, Shanghai International Port Group, Shun Tak Holdings, Sinopec Kantons, SJM Holdings, Summit Ascent Holdings 

Ltd., Swire Pacific (A), Tianhe Chemicals Group Limited, Tianjin Development Holdings, Tianjin Port Development Holdings, Towngas China, Wharf 

Holdings, Wheelock and Co., Wynn Macau, Yingde Gases Group.  

Asia Pacific Infrastructure: China Communications Construction, China Communications Construction, China Machinery Engineering Corp., China 

Railway Construction (A), China Railway Construction (H), China Railway Group (A), China Railway Group (H), China State Construction Intl, Jiangsu 

Expressway (A), Jiangsu Expressway (H), Shenzhen Expressway (A), Shenzhen Expressway (H), Sichuan Expressway (A), Sichuan Expressway(H), 

Sinopec Engineering Group Co, Zhejiang Expressway.  

China Clean Energy: Canadian Solar Inc, China High Speed Transmission, GCL-Poly Energy Holdings, JinkoSolar Holding Co., Longi Silicon Materials, 

Singyes Solar, Trina Solar, Xinjiang Goldwind, Xinjiang Goldwind (H).  

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 

covered by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: Towngas China (HK$7.21) 

Goldman Sachs had a non-securities services client relationship during the past 12 months with: Towngas China (HK$7.21) 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 33% 54% 13% 44% 38% 32% 
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as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell 

for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.      
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Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a 

global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.    

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each 

report adding or reiterating an Investment List membership.   

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation.  Attractive (A). The investment outlook over the following 12 
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