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CGN's 2014 results came as no surprise - recurring net profit of Rmb5,387m is
in line with our forecasts of Rmb5,352m. Key takeaways from the briefing
confirm our concerns including (i) guidance of Taishan operation is too
aggressive and tariff remains uncertain (ii) utilization downtrend due to power  Yuxiao Peng, CFA
oversupply and (iii) tariff downside from thermal tariff cut. We reiterate Sell on  Research Analyst
CGN with a target price of HK$2.9 given its expensive valuation (19.2x 15E PE).  (+852) 2203 6235
Please refer to our F.L.T.T report “Risk Reality Check” on 1 January for more  yuxiao.peng@db.com
details. In China’s clean energy space, we prefer 1) Huadian Fuxin (0816.HK,
Buy, current price 3.54HKD), a diversified power play with rising nuclear

exposure but at cheaper valuation (8.0x 15E PE) despite stronger earnings [ Stock data

growth, and 2) Huaneng Renewable (958 HK, Buy, current price 2.73HKD), a  Market cap (HKDm) 145,890
pure wind play on strong earnings growth due to improvement in wind  Market cap (USDm) 18,805
conditions and faster capacity growth. Shares outstanding (m) 45,4488
In-line overall recurring earnings; Ningde/Hongyanhe fell below expectation Major shareholders -
Reported earnings increased up by 36% yoy to Rmb5,713m. Stripping out the Free float (%) 265

net FX gains (Rmb609m), fair value loss (Rmb371m) and disposal gain
(Rmb116m), recurring earnings was up by 33% to Rmb5,387m, in line with our ~ Avg daily value traded 26.1
forecasts of Rmb5,352m. While the generation of Daya Bay is slight above, (USDm)

profit from Ningde and Hongyanhe fell below even after excluding the impact 504 Pausche Bank

of unplanned outage for Ningde and low utilization for Hongyanhe. [Key data

Tariff downside for new units due to potential thermal tariff cut EYE 12/31 2013A  2014E  201SE
Although nuclear tariff of operating units should not be changed in the event of Sales (CNYm) 17365 19448 21642
thermal tariff change, potential thermal tariff cut in mid 2015 suggests tariff Net Profit 4 1'945 53;324 p 1'81 )
downside for their new units to be commissioned from 2H15, e.g. Ningde 3-4 (CNYm) U U U
and Hongyanhe 4. Currently, thermal tariff of Liaoning (Rmb404.4/MWh) and 5 ¢ps (CNY) 0153 0118 0136
Fujian (Rmb437.9/MWh) are already below or close to the nuclear benchmark PER (x) _ 219 19.0
tariff of Rmb430/MWh. A likely tariff cut of Rmb2cents/KWh will suggest Yield (net) (%) - 24 17
similar downside to nuclear tariff of new units, as the government set the : :
nuclear tariff using the lower between Rmb430/MWh and provincial on-grid =~ 52 2ousche Bank
thermal tariff when the unit enters into operation.

Taishan timeline remains challenging; limited NPV upside from HYH 5/6

For Taishan unit 1-2, the guidance of start-up time is maintained at 1TH16 and
2H16. Management targets to start cold testing for unit 1 after the completion
of system testing (in Mar to April). Based on prior experiences from Gll+ units,
we found normally it needs 12-17 months from cold testing to operation.
Assuming the cold testing starts in May 2015, CGN could barely fulfill the
1H16 start-up timeline for unit 1. Moreover, we think operation of unit 2 in
2H16 is even more difficult to achieve given the longer interval between unit 1
and 2 than 10 months designed. On 10 Mar 2015, Hongyanhe unit 5-6 (38.2%
owned) was approved by the NDRC. Based on 1) Rmb27.98bn investment cost
disclosed in its EIA report (Rmb12.6m/MW); 2) ¢.6500hrs of utilization (vs.
5,881-6,558hrs recorded by unit 1-2 in 2014) and 3) Rmb404/MWh tariff, we
estimated NPV upside as only 1.4% to our current target price.
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