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Expect a strong finish in FY18; lift TP
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Strong momentum in gas sales sustained in Jan-Mar 2018: We maintain our
positive stance on CGH’s growth prospect after a recent update with management.
We expect CGH to have maintained strong momentum in retail gas sales during
Jan-Mar this year with ~35% YoY growth after posting ~37% YoY growth during
10MFY18 period. Therefore, we are comfortable to uphold our FY18 forecast of
~36% YoY growth in retail gas sales and 53% YoY growth in total gas sales.
Management maintained the guidance of 25% YoY growth in retail gas sales for
FY19E and FY20E. Regarding dollar margin, we maintain our forecasts of
RMBO0.62/m3 for 2HFY18 and RMB0.63/m? for full-year FY18.

New connections to stay robust in FY19E: We estimate CGH to complete 1.1m
rural new connections in FY18, thanks to its strong execution of coal-to-gas
conversion campaign in 2017. Management explained that the rural new
connections were mainly in Hebei and Tianjin in FY18E. Together with 2.7m from
urban areas, total new residential connections should reach 3.8m in FY18E.
Management maintained FY19E rural area connection target of 2.0m, which will
further extend from Hebei and Tianjin to Shandong, Shanxi and Henan.

Investment in gas storage facilities not likely to speed up in short term:
Meanwhile, management guided for at least HK$6.5bn capex to be spent in FY19E.
Investment in rural coal-to-gas conversion and urban projects will be split into
around 1:1. Currently, management stated that CGH does not have plans to speed
up investment in gas storage facilities, before the company could see satisfactory
investment returns.

Valuation justified on higher growth; maintain Buy: After fine-tuning our model,
we lift our FY19/20E earnings by 2.2%/2.9% to factor in RMB appreciation against
HKD and more stable dollar margin forecasts after FY20E. We also revise up our
DCF-based TP to HKS$31.00 (from HKS$28.00). In our view, CGH’s highest gas sales
and net profit growth could justify its higher valuation at 18x forward P/E vs. ENN
(2688 HK) and CR Gas (1193 HK) (trading at ~14x/16x forward P/E). Maintain Buy.
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YIE 31 Mar 2016 2017 2018E 2019E 2020E
Revenue (HK$ m) 20497 31993 43810 55,544 66,924
Yo growth (%) 12 85 36.9 268 205
Net profit (HKS m) 2,273 4,148 6,260 7,573 8,839
EPS (HK$) 0.46 0.83 1.26 1.52 1.78  BOCOM International is
Yo growth (%) 19 80.3 50.9 210 16.7
Previous EPS (HKS) 126 149 173 proud to be a Gold
Change (%) 0.0 22 29
PIE (x) 594 329 218 18.0 155 Sponsor of the 71st CFA
BVPS (HK$) 364 414 512 6.26 757 Institute Conference to
PIB (x 76 6.6 54 44 36 .
Divicge)nd yield (%) 0.7 0.9 14 16 19 be heldin Hong Kong.

Source: Company data, BOCOM Int’l estimates
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Figure 1: DCF model
(HK$ m) / YIE 31 Dec 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E
Year 1 2 3 4 5 6 7 8 9 10
Cash from operations 9,389 11,390 12,814 14,476 15,805 17,584 19,395 21,605 24,213 27,750
Less: Capex (6,508) (6,874) (6,972) (6,813) (6,659) (6,511) (6,368) (6,083) (5,953) (5,690)
Free cash flow 2,881 4,516 5,841 7,663 9,146 11,073 13,027 15,522 18,261 22,060
Terminal growth rate (%) 1.5 WACC Derivation
Risk free rate 33
Sum of PV of FCF 60,041 Market risk premium 10.0
Terminal value 114,693 Beta 0.95
Less: Net cash/(debt) (2018E) (15,391) Cost of equity 128
Less: MI (2018E) (5,479) Pre-tax cost of debt 41
Equity value (HK$ m) 153,865 Effective tax rate 19.0
After-tax cost of debt 33
Total no. of shares (m) 4,969 Estimated debt ratio 355
Equity value per share (HK$) 31.00 WACC 9.4
Source: BOCOM Int’l estimates
Figure 2: DCF valuation sensitivity analysis
g/WACC 8.5% 9.0% 9.5% 10.0% 10.5%
0.5% 337 30.8 28.2 259 23.9
1.0% 355 323 295 27.0 248
1.5% 376 34.0 31.0 28.3 25.9
2.0% 40.0 36.0 326 29.7 271
2.5% 428 383 34.6 313 28.5
Source: BOCOM Int’l estimates
Figure 3: Forward P/E band (x) Figure 4: Forward P/B band (x)
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Financial Statements

Income statement (HK$ m) Cash flow statement (HK$ m)

YIE 31 Mar 2016 2017 2018E 2019E  2020E YIE 31 Mar 2016 2017 2018E 2019E 2020E
Turnover 29,497 31,993 43,810 55544 66,924 Pre-tax profit 3,718 5,902 8,902 10,769 12,571
COGS (22,283) (23,616) (32,346) (41,250) (50,225) Tax paid (992) (1,102) (1,620) (1,861)  (2,064)
Gross profit 7,214 8,377 11,464 14,293 16,699 Depreciation & amortization 914 960 1,033 1,197 1,375
Other income 486 446 536 626 713 Change in working capital 1,193 (1473) 2,521 952 1,317
Other income and gains (959) (215) 0 0 0 Others 1,030 (170)  (1,538)  (1,668)  (1,809)
Selling and distribution expenses (1,088)  (1,229) (1,665 (2,222)  (2,677) Cash from operations 5,862 4,116 9,299 9,389 11,390
Administrative expenses (1,561) (1,675  (2,191) (2,777)  (3,279) Capital expenditure (3,157)  (2,754) (4,470) (4,992) (5,285)
Operating profit 4,092 5,703 8,144 9,920 11,456 Others (845)  (1,358)  (1,448) (1,515)  (1,589)
Net finance costs (758) (705) (780) (819) (694) Cash from investing (4,001) (4,112) (5918) (6,508) (6,874)
Share of results of associates 185 293 346 380 418 Proceed of issue of shares 0 0 0 0 0
Share of results of joint ventures 198 611 1,192 1,287 1,390 Change in borrowing 23,035 18,516 2,144 1,288  (2,705)
Pre-tax profit 3,718 5,902 8,902 10,769 12,571 Dividends paid (942) (954)  (1,350)  (1,927)  (2,313)
Income tax expense (984)  (1,208)  (1,691)  (2,046)  (2,388) Others (23,420) (18,082) 0 0 0
After tax profit 2,733 4,695 7211 8,723 10,182 Cash from financing (1,327) (520) 794 (639) (5,018)
Minority interest (460) (547) (951)  (1,150)  (1,343) FX change (265) (256) 0 0 0
Net profit 2,273 4,148 6,260 7,573 8,839 Net change in cash 268 (772) 4,176 2,242 (502)
Balance sheet (HK$ m) Financial ratios

As of 31 Mar 2016 2017 2018E 2019E 2020E Y/E 31 Mar 2016 2017E 2018E 2019E 2020E
Cash & cash equivalent 5,497 4,725 8,900 11,143 10,641 Gross margin (%) 245 26.2 26.2 25.7 25.0
Inventories 1,213 1,679 2,215 2,825 3,440 EBIT margin (%) 13.9 17.8 18.6 17.9 171
Amounts due from customers 1,136 1,738 1,917 2,507 3,163 Net margin (%) 7.7 13.0 143 13.6 132
Trade and other receivables 5,094 6,067 8,042 10,196 11,918 ROA (%) 42 6.9 8.5 8.8 9.2
Other current assets 706 1,154 1,154 1,154 1,154 ROE (%) 12.7 20.2 246 243 235
Total current assets 13,647 15,363 22,229 27,825 30,316 Net gearing (%) 92.8 894 64.2 495 35.0
Property, plant & equipment 22,850 25,783 30,261 35,168 40,265 Interest coverage (x) 54 8.1 104 121 16.5
Investments in associates 3,833 4,166 4,886 5,641 6,434 Current ratio 0.7 0.7 0.7 0.8 0.8
Investments in joint ventures 5,070 5,412 6,629 7,942 9,358

Intangible assets 3,060 3,003 3,009 3,013 3,014

Other non-current assets 5,073 6,260 6,260 6,260 6,260

Total non-current assets 39,886 44,624 51,046 58,024 65,332

Short-term borrowings 10,324 10,873 14,020 14,721 13,249

Trade and other payables 8,549 9,650 14,622 18,647 22,705

Amounts due to customers 525 645 884 1,164 1,417

Other current liabilities 404 1,411 1,483 1,668 1,992

Total current liabilities 19,803 22,579 31,008 36,200 39,362

Long-term borrowings 12,010 12,745 11,743 12,330 11,097

Other non-current liabilities 756 735 735 735 735

Total non-current liabilities 12,766 13,480 12,478 13,065 11,832

Share capital 49 50 50 50 50

Reserves 17,803 20,501 25411 31,056 37,583

Equity attri. to shareholders 17,853 20,550 25460 31,105 37,632

Non-controlling interests 3,112 3,377 4,328 5,479 6,821

Total equity 20,964 23,928 29,789 36,584 44,454

Source: Company data, BOCOM Int’l estimates
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Rating System

Analyst Stock Ratings:

Analyst Industry Views:

Buy: The stock's total return is expected to exceed that of the
corresponding industry over the next 12 months.

Neutral: The stock's total return is expected to be in line with
that of the corresponding industry over the next 12 months.

Sell: The stock's total return is expected to be below that of the
corresponding industry over the next 12 months.

Not-Rated: The analyst does not have conviction regarding the
outlook of the stock's total return relative to that of the
corresponding industry over the next 12 months.

Outperform: The analyst expects the industry coverage
universe to be attractive relative to the relevant broad market
benchmark over the next 12 months.

Market perform: The analyst expects the industry coverage
universe to be in line with the relevant broad market
benchmark over the next 12 months.

Underperform: The analyst expects the industry coverage
universe to be unattractive relative to the relevant broad
market benchmark over the next 12 months.

Broad market benchmark for Hong Kong is the Hang Seng
Composite Index, for China A-shares is the MSCI China A Index,
for US-listed Chinese companies is S&P US Listed China 50
(USD) Index.
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Analyst certification

The authors of this report, hereby declare that: (i) all of the views expressed in this report accurately reflect their personal views about any and all of the subject
securities or issuers; and (ii) no part of any of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed in this report; (iii) no insider information/ non-public price-sensitive information in relation to the subject securities or issuers which may influence the
recommendations were being received by the authors.

The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of Conduct issued by the Hong Kong
Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue of the
report; (ii)) neither they nor their respective associates serve as an officer of any of the Hong Kong listed companies covered in this report; and (iii) neither they
nor their respective associates have any financial interests in the stock(s) covered in this report except for one coverage analyst who is holding shares of Shimao
Property Holdings Limited.

Disclosure of relevant business relationships

BOCOM International Securities Limited, and/or its associated companies, has investment banking relationship with Bank of Communications, Guolian Securities Co.
Ltd., ,Bank of Zhengzhou Co. Ltd., Human Health Holdings Limited, COFCO Meat Holdings Limited, Hebei Yichen Industrial Group Corporation Limited, China Aircraft
Leasing Group Holdings Limited, Orient Securities Company Limited, Wuxi Construction and Development Investment Co.China Development Bank Financial Leasing
Co., Ltd, Phoenix Healthcare Group ,Co. Ltd, Everbright Securities Company Limited, China First Capital Group Limited, Jiayuan International Group Limited, Luzhou
Xinglu Water (Group) Co., Ltd., Postal Savings Bank of China Co., Ltd., China Merchants Securities Co., Limited, Shandong International Trust Co., Ltd, Guangdong
Kanghua Healthcare Co., Ltd CSC Financial Co., Ltd, BOCOM International Holdings Company Limited, HPC Holdings Limited, Guotai Junan Securities Co., Ltd,
Zhongyuan Bank Co., Ltd, Sichuan Energy Investment Development Co., Ltd and Light Year Holdings Limited within the preceding 12 months.

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Orient Securities Company Limited.

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Everbright Securities Company Limited.
BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Guolian Securities Co., Ltd.

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Guotai Junan Securities Co., Ltd.

BOCOM International Prosperity Investment Limited currently holds more than 1% of the equity securities of China YuHua Education Corporation Ltd.

BOCOM International Prosperity Investment Limited currently holds more than 1% of the equity securities of China Xinhua Education Group Limited.

Disclaimer

By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is entitled to receive such report in
accordance with the restrictions set forth below and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may
constitute a violation of law.

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being supplied to you strictly on
the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii)
redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of BOCOM
International Securities Ltd.

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have positions in
securities of the company(ies) covered in this report or any securities related thereto and may from time to time add to or dispose of, or may be interested in, any such
securities. Further, BOCOM International Securities Ltd, its affiliates and its related companies may do and seek to do business with the company(ies) covered in this
report and may from time to time act as market maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy
them from customers on a principal basis and may also perform or seek to perform investment banking, advisory, underwriting, financing or other services for or
relating to such company(ies) as well as solicit such investment, advisory, financing or other services from any entity mentioned in this report. In reviewing this report,
an investor should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of issue of this report. This report does
not purport to contain all the information that a prospective investor may require and may be subject to late delivery, interruption and interception. BOCOM
International Securities Ltd does not make any guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability
or fairness of any such information and opinion contained in this report and accordingly, neither BOCOM International Securities Ltd nor any of its affiliates nor its
related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of
profits and damages) of any reliance thereon or usage thereof.

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst BOCOM International Securities Ltd’s
clients generally and does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. The information and opinions in this report are not and should not be construed or considered as an offer, recommendation or solicitation to
buy or sell the subject securities, related investments or other financial instruments thereof.

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International Securities Ltd or any of its affiliates,
and are subject to change without notice. BOCOM International Securities Ltd has no obligation to update its opinion or the information in this report.

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment
objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other
aspects before participating in any transaction in respect of the securities of company(ies) covered in this report. The securities of such company(ies) may not be
eligible for sale in all jurisdictions or to all categories of investors.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation, rule or other registration or licensing requirement.

BOCOM International Securities Ltd is a subsidiary of Bank of Communications Co Ltd.
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