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 FY14 normalised attributable net profit of RMB5,408m, up 
35% y-o-y, in line with consensus and 6% below HSBCe 

 Unchanged guidance for four projects’ commission time; 
expects Taishan acquisition to complete by March 2015   

 Remain N(V) with unchanged target price of HKD3.70 based 
on the average of DCF and RoE-implied PB valuations 

    
Investment case: CGN Power is a rare defensive stock in the China market and unique as a 

pure nuclear power owner and operator. We expect progress on new plant commissioning to 

be the key stock driver. We think government support and industry growth justify premium-to-

peer multiples, but we see the stock as fully valued. 

FY14 result: CGN reported FY14 attributable net profit of RMB5,713m, up 36% y-o-y; 

normalised attributable net profit was RMB5,408m (after excluding derivative loss and other 

gain and loss), up 35% y-o-y, in line with consensus and 6% below HSBCe.  Net gearing (net 

debt/ (net debt + equity) is at reasonable level at 46.8% by the end of FY14 after the IPO.  

Key takeaways from the analyst briefing: 1) Unchanged guidance for the commissioning 

time for four new projects in 2015 (Hongyanhe 3# in 1H15; and Yangjiang 2#, Ningde 3# / 

4#, Hongyanhe 4# in 2H15) ; 2) Taishan project is on track approaching the end of 

installation (85% completed) and ready for trial process. Tariff for Taishan project is not 

confirmed and still in discussion with the NDRC; 3) Utilisation hours for newly 

commissioned projects in 2014 is 6,939, which is lower than those of matured units of 7,793, 

mainly due to major outages; 4) Nuclear tariffs for the existing operational units are unlikely 

to be adjusted down with the linking of nuclear tariffs to lower coal tariffs.  This may have an 

impact on future new project, i.e. Fangchengang nuclear project developing under CGN’s 

parent. 

Valuation: Our TP of HKD3.70 is based on the average of two methodologies: DCF valuation 

of HKD3.81 (using a WACC of 4.84%) and RoE-implied PB valuation of HKD3.41 based on 

FY15e BVPS and a 2.1x multiple derived from FY16e RoE of 13.4% divided by CoE of 

6.5%. Upside / downside risks in the short term are on-time / on-budget completion of new 

units; and in the long term, the adequacy of provisioning for spent fuel and decommissioning. 

A major nuclear accident could have a material impact on earnings and valuation. Catalysts 

could include setting the tariff level for generation III projects; removing the linking of nuclear 

tariffs to coal tariffs; refinancing debt; completion milestones for new plants; further nuclear 

project acquisitions from the parent and project life extension. 
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Relative^ (%) 5.2 -10.6  
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Consolidated profit and loss 

 1H2014 2H2014 FY14 yoy HSBC FY14e vs HSBCe 2H / FY14 

Revenue               9,754              11,039                   20,793 20%                   19,791 5% 53% 
Less: Tax surcharge                (121)                  (183)                      (304) 19%                     (291) 4% 60% 
Cost of sales and 
services 

            (4,496)              (5,903)                (10,399) 16%               (10,076) 3% 57% 

Gross profit               5,137                 4,953                   10,090 24%                    9,424 7% 49% 
% margin 53% -4% 49% 48%   
     
Other income                   989                    811                     1,799 19%                    1,644 9% 45% 
(Loss) gain arising from 
changes in fair value of 
derivative financial 
instruments 

               (109)                  (262)                      (371) -336%                     (280) 32%  

Selling and distribution 
expenses 

                    (2)  
(2) 

                          (4) -1%                          (5) -13% 62% 

Other expenses                   (38)                  (185)                      (223) 27%                        (99) 126% 83% 
Administrative 
expenses 

               (584)                  (880)                   (1,465) 43%                  (1,171) 25% 60% 

Other gains and losses                   (57)                    773                         716 -3075%                           -   
Share of results of 
associates 

                  (39)                    272                         233 56%                        280 -17% 117% 

Share of results of JVs                (155)                    383                         228 59%                        245 -7% 168% 
Finance costs             (1,515)              (1,689)                   (3,204) 14%                  (2,265) 41% 53% 
Profit before taxation               3,626                 4,174                     7,800 29%                    7,774 0% 54% 
% margin 37% 38% 38% 39%   
     
Taxation                (537)                  (388)                      (925) -7%                  (1,289) -28% 42% 
Profit for the period               3,090                 3,785                     6,875 36%                    6,485 6% 55% 
% margin 32% 34% 33% 33%   
Non-controlling 
interests 

               (518)                    (1,162) 33%                     (997) 17%  

Profit for the period 
attributable to owners 
of the company 

              2,572                 3,141                     5,713 36%                    5,489 4% 55% 

% margin 26% 28% 27% 28%   
Recurring Profit for 
the period attributable 
to owners of the 
company 

              2,700                 2,709                     5,408 35%                    5,729 -6% 50% 

% margin 28% 25% 26% 29%   
     
Earnings per share- 
basic and diluted 

                0.09                   0.08                       0.17 12%                      0.16 4% 48% 

Recurring Earnings per 
share- basic and diluted 

                0.09                   0.07                       0.16 11%                      0.17 -6% 42% 

Source: Company data, HSBC estimates 
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Disclosure appendix 
Analyst Certification 
The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the 
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their 
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific 
recommendation(s) or views contained in this research report: Summer Huang and Jenny Cosgrove 

Important disclosures 

Equities: Stock ratings and basis for financial analysis 

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which 
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations. 
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities 
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon; 
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative, 
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating. 
HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at 
www.hsbcnet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this 
website. 

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts' views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 

Stock ratings 
HSBC assigns ratings to its stocks in this sector on the following basis: 

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, 
regional market established by our strategy team. The price target for a stock represents the value the analyst expects the stock 
to reach over our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the 
potential return, which equals the percentage difference between the current share price and the target price, including the 
forecast dividend yield when indicated, must exceed the required return by at least 5 percentage points over the next 12 months 
(or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock must be 
expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 percentage points 
for a stock classified as Volatile*).  Stocks between these bands are classified as Neutral. 

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility 
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review, 
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily 
triggering a rating change. 



 
 

4 

CGN Power Co Ltd (1816 HK) 
Electric Utilities 
19 March 2015 

abc

*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12 
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility.  However, 
stocks which we do not consider volatile may in fact also behave in such a way.  Historical volatility is defined as the past 
month's average of the daily 365-day moving average volatilities.  In order to avoid misleadingly frequent changes in rating, 
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change. 

Rating distribution for long-term investment opportunities 

As of 19 March 2015, the distribution of all ratings published is as follows: 
Overweight (Buy) 41% (30% of these provided with Investment Banking Services) 

Neutral (Hold) 39% (28% of these provided with Investment Banking Services) 

Underweight (Sell) 20% (20% of these provided with Investment Banking Services) 

   

Share price and rating changes for long-term investment opportunities 

CGN Power Co Ltd (1816.HK) Share Price performance HKD Vs HSBC rating 

history 

 Recommendation & price target history 

From To Date 

N/A Neutral (V) 13 January 2015 
Target Price Value Date 

Price 1 3.70 13 January 2015 

Source: HSBC 

 

Source: HSBC 
 
HSBC & Analyst disclosures 

None of the below disclosures applies to any of the stocks featured in this report. 

1 HSBC has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 

3 months. 
3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this company. 
4 As of 28 February 2015 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of investment banking services. 
6 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-investment banking securities-related services. 
7 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in 

securities in respect of this company 
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HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) 
of companies covered in HSBC Research on a principal or agency basis. 

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment 
banking revenues.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that 
company available at www.hsbcnet.com/research. 

Additional disclosures 
1 This report is dated as at 19 March 2015. 
2 All market data included in this report are dated as at close 18 March 2015, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 
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