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ENN ENERGY (2688 HK) 
1Q18 operation on track  

■ City gas sales vol. was up >20% YoY and gas dollar margin 

rebounded to RMB0.62/cu m in 1Q18 

■ Targets to add 60 integrated energy projects and generate a 

revenue of RMB2bn in 2018 

■ Maintain BUY and raise DCF-based TP to HK$88.0 

Solid operational performance in 1Q18 
ENN Energy’s city gas sales vol. was up >20% YoY in 1Q18, in line with 
mgmt.’s full year sales vol. guidance. Gas dollar margin rebounded from 
RMB0.6/cu m in 2H17 to RMB0.62/cu m as the pass-through rate of 
winter gas cost hike raised from 50% at the end of 2017 to 70-80% in 
1Q18. Mgmt. reiterates a stable dollar margin of RMB0.63/cu m in 2018 
thanks to 1) the cost saving of RMB0.1-0.29/cu m based on oil price of 
US$65-70/barrel (vs Zhejiang city-gate gas price of RMB2.19/cu m) from 
its LNG import, with import vol. target of 700mn cu m and 1.5bn cu m in 
2018 and 2019, respectively; and 2) relieving gas supply shortage 
problem in winter season due to ramping up capacities of 5 new LNG 
terminals in 2017-18, resumption of gas supply from Middle Asia and 
accelerating construction of storage facilities.  

Integrated energy business expansion on track  
Mgmt. targets to add 60 integrated energy projects with a capex of 
RMB1.2bn in 2018. Together with its existing 31 projects, mgmt. guides 
the energy sales (incl. electricity, steam and hot water) will reach 6bnkwh 
and generate a revenue of RMB2bn in 2018 (vs RMB294mn in 2017) 
assuming an ASP of RMB0.4/kwh. Leveraging on its >90k C&I customers 
base, mgmt. projects the energy sales vol. and revenue will quintuple to 
30bnkwh and RMB10bn, respectively, by 2020E. The gross margin is 
expected to improve to 10-15% once projects mature in 2-3 years.  

Maintain BUY and lift DCF-based TP to HK$88.0 
Although we have factored in higher revenue assumption of integrated 
energy business, given its low margin during the early development 
stage, we only revised up our 2018-20E earnings by 0.7-2.1%. In 
addition, with more positive assumptions on the integrated energy 
business in the mid-long term and terminal growth rate, we raised our 
DCF-based TP to HK$88.0. The shares are trading at 2019E P/E of 
14.0x, close to its 5-year historical P/E average of 13.9x. Valuation looks 
justified supported by the positive outlook. We reiterate our BUY rating.  

Financials 
Year ended 31 Dec 
(RMB mn) 2016 2017 2018E 2019E 2020E 

Revenue 34,103  48,269  61,307  75,887  91,063  

Gross profit 7,350  8,339  9,844  11,249  12,851  

Reported net profit 2,151  2,802  4,296  4,936  5,666  

Recurring net profit 3,212  3,697  4,296  4,936  5,666  

Recurring EPS 2.76  3.41  3.96  4.56  5.23  

Core P/E (x) 23.1  18.7  16.1  14.0  12.2  

P/B (x) 4.6  4.1  3.5  3.0  2.6  

Dividend yield (%) 1.2  1.4  1.8  2.3  2.9  

ROE (%) 15.1  17.6  23.3  22.8  22.5  

Net debt / equity (%) 52.0  48.7  45.5  40.8  35.4  

Sources: Company data, CMS (HK) estimates 
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TP & estimate changes 
 
 

BUY 
 

Previous Rating 

 
BUY 

 
Price (2018/05/23) HK$78.9 

12-month Target Price 
(Potential up/downside) 

HK$88.0 (+11.5%) 

Previous Target Price HK$71.6 

 

Price Performance 

 
Source: Bloomberg 

% 1m 6m 12m 

2688 HK 12.9 34.4 95.7 
HSCEI 0.8 3.0 16.3 
 
 

Sector: Oil and Gas 

Hang Seng Index 30,666 

HSCEI 12,091 

Key Data   

52-week range (HK$) 39.9-81.5 

Market cap (HK$ mn) 86,775 

Avg. daily volume (mn) 3.26 

BVPS (HK$) (2018E)  18.45 

Shareholding Structure   
ENN Group Intl Investment 30.35% 

Capital Group Companies Inc 11.97% 

Commonwealth Bank of Australia 6.68% 

Wellington Management Group 5.03% 

No. of shares outstanding (mn) 1,085  
Free float (mn) 755 

Related Research 

1. ENN ENERGY (2688 HK) - In line 2017 core profits 2018/03/23 

2. Gas sector - 2017 results preview: Expecting solid earnings 

growth 2018/03/08 

3. ENN ENERGY (2688 HK) - Supply is the golden key (BUY) 

2018/02/09 

4. Gas sector - Gas up China, BUY 2017/11/27 
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Focus charts 
Figure 1: ENN Energy – 2017 Gross profit mix  Figure 2: ENN Energy – Gas sales volume 

 

 

 
Sources: Company data, CMS (HK)  Sources: Company data, CMS (HK) estimates 

 

Figure 3: ENN Energy – Core profit forecasts  Figure 4: CMS vs consensus estimates 

 

 

 

Sources: Company data, CMS (HK) estimates  Sources: Bloomberg, CMS (HK) estimates 

 
Figure 5: ENN Energy – 12-month blended forward 
P/E 

 
Figure 6: ENN Energy – 12-month blended forward P/B 

 

 

 
Sources: Bloomberg, CMS (HK)  Sources: Bloomberg, CMS (HK) 
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Accelerating construction of gas storage facilities 

On 26 Apr 2018, NDRC released the “Opinions of accelerating the construction of gas storage facilities and 
improving the market mechanism for ancillary services for gas storage and peak load regulation” to promote the 
construction of gas storage facilities across the country. It requires upstream gas suppliers and downstream city 
gas operators to own gas storage facilities equivalent to more than 10% of their annual contracted sales volume 
and 5% of their annual gas usage volume, respectively, by 2020. If city gas operators construct the gas storage 
facilities for their gas projects, the related capex and operating costs can be included into their gas distribution 
projects’ costs, implying that these gas storage facilities could be entitled to a maximum ROA of 7%. For the 
independent gas storage facilities operators, the service fee of gas storage and peak load regulation will be market-
driven.  

Currently, ENN Energy has a gas storage capacity of 91mn cu m, including 46mn cu m LNG tanks and 45mn cu m 
LNG trucks. To meet the government’s requirement, ENN Energy intends to rent its parent company’s gas storage 
facilities of Zhoushan LNG terminal (~100mn cu m capacity). In addition, the company will spend RMB300-600mn 
(~5-10% of capex) to build storage facilities in 2018. We expect the increasing gas storage capacities will help the 
company stabilize gas costs in winter season.  

Maintain BUY and lift DCF-based TP to HK$88.0  

We revised up revenue assumption of integrated energy business by 91-186% in 2018-20E. However, given that 
the business is still in an early development stage, its gross margin is low at 6-9%. As a result, we only revised up 
our 2018-20E earnings by 1-2%. In addition, with more positive assumptions on the integrated energy business in 
the mid-long term and terminal growth rate (3.6% vs previous 3.2%), we raised our DCF-based TP to HK$88.0. The 
shares are trading at 2019E P/E of 14.0x, close to its 5-year historical P/E average of 13.9x. Valuation looks 
justified underpinned by the positive outlook. We reiterate our BUY rating.  

Figure 7: Key assumptions, earnings, target price revision  

 
Sources: CMS (HK) estimates 

 

  

Old New % chg

Key assumptions

Sales of integrated energy business (RMB mn) 2018E 617 1,176 90.5%

2019E 1,235 3,528 185.7%

2020E 2,346 6,350 170.7%

P&L

Revenue (RMB mn) 2018E 60,749   61,307   0.9%

2019E 73,593   75,887   3.1%

2020E 87,059   91,063   4.6%

Operating profits (RMB mn) 2018E 7,071     7,084     0.2%

2019E 8,061     8,147     1.1%

2020E 9,069     9,319     2.8%

Core profits (RMB mn) 2018E 4,266     4,296     0.7%

2019E 4,908     4,936     0.6%

2020E 5,551     5,666     2.1%

DCF - assumptions

Terminal growth rate 3.2% 3.6% 0.4pts

DCF target price (HK$) 71.60     88.00     22.9%
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Catalysts and key risks 

The near term catalysts and upside risks to our forecast are: 1) stronger gas demand; 2) more cost saving from 
LNG import resulting in less-than-expected gas dollar margin squeeze; and 3) faster-than-expected development of 
integrated energy business.  

The key downside risks to our target price include: 1) slowdown in gas demand; 2) delays in the commissioning of 
greenfield projects; and 3) an inability to pass through the increased costs to end users during the winter season.
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Financial Summary 
 

Balance Sheet   

Year ended 31 Dec (RMB mn) 2016 2017E 2018E 2019E 2020E 

Fixed assets 22,297  25,490  30,277  34,946  39,542  

Associates & JCE 5,054  5,434  5,879  6,396  6,965  

Goodwill & intangibles 1,675  1,873  1,770  1,667  1,564  

Deferred tax assets 745  941  941  941  941  

Others 7,770  7,851  7,796  7,790  7,806  

Non-current assets 37,541  41,589  46,663  51,740  56,819  

Inventories 515  744  959  1,204  1,457  

Trade & bills receivables 1,510  2,450  3,173  4,004  4,895  

Prepayments, deposits & others 2,945  3,801  4,889  6,128  7,444  

Cash 7,515  8,213  5,218  4,820  4,859  

Others 1,355  2,418  2,377  2,361  2,330  

Current assets 13,840  17,626  16,615  18,516  20,986  

Total assets 51,381  59,215  63,279  70,256  77,804  

Trade & bills payables 2,237  3,182  4,050  5,022  5,998  

Accruals & other payables 6,086  8,035  10,058  12,298  14,722  

Bank loans 3,944  1,737  3,274  3,274  3,274  

Bonds, CB & debentures 700  6,631  2,500  0  0  

Others 5,374  6,020  5,848  5,704  5,567  

Current liabilities 18,341  25,605  25,730  26,298  29,560  

Tax payable 732  982  982  982  982  

Bank loans 197  523  986  986  986  

Bonds, CB & debentures 11,950  9,176  9,174  11,674  11,674  

Others 3,039  3,694  3,839  4,067  4,295  

Non-current liabilities 15,186  13,393  13,999  16,727  16,955  

Total liabilities 33,527  38,998  39,729  43,025  46,515  

Total net assets 17,854  20,217  23,550  27,231  31,290  

Share capital 112  112  112  112  112  

Reserves 14,854  16,840  19,874  23,212  26,874  

Shareholder's equity 14,966  16,952  19,986  23,324  26,986  

Minority interests 2,888  3,265  3,564  3,907  4,304  

Total Equity  17,854   20,217   23,550   27,231   31,290  

Total debts  16,791   18,067   15,934   15,934   15,934  

Net cash/(debts)  (9,276)  (9,854)  (10,716)  (11,114)  (11,075) 

BVPS (RMB)  13.83   15.67   18.45   21.53   24.91  

      

Cashflow Statement   

Year ended 31 Dec (RMB mn) 2016 2017E 2018E 2019E 2020E 

Operating profit 4,644  5,327  6,425  7,484  8,653  

Dep. & Amort. 969  1,016  1,213  1,451  1,646  

Chg in working cap 751  767  737  769  832  

Others 454  454  556  543  449  

Tax paid (1,452) (1,471) (1,868) (2,142) (2,480) 

Net cash from operations 5,366  6,093  7,064  8,106  9,100  

Capex (3,049) (4,527) (6,000) (6,120) (6,242) 

Others (439) 236  858  863  897  

Net cash from investments (3,488) (4,291) (5,142) (5,257) (5,345) 

Issue/ buyback of shares (29) 0  0  0  0  

Dividends paid (705) (775) (975) (1,262) (1,598) 

Net change in debt 452  1,567  (2,133) 0  0  

Others (1,454) (1,500) (1,568) (1,745) (1,876) 

Net cash from financing (1,736) (708) (4,676) (3,006) (3,475) 

Net change in cash 142  1,094  (2,754) (157) 281  

Adjustments 18  (44) 0  0  0  

Opening cash 7,355  7,163  7,972  4,977  4,579  

Closing cash 7,515  8,213  5,218  4,820  4,859  
 

Profit & Loss Statement 
Year ended 31 Dec (RMB mn) 2016 2017E 2018E 2019E 2020E 

Turnover 34,103  48,269  61,307  75,887  91,063  

COGS (26,753) (39,930) (51,463) (64,637) (78,212) 

Gross profit 7,350  8,339  9,844  11,249  12,851  

Selling & distribution (534) (635) (721) (806) (911) 

Admin (2,172) (2,377) (2,698) (2,958) (3,287) 

Other opex 0  0  0  0  0  

Total opex (2,706) (3,012) (3,419) (3,765) (4,198) 

Operating profit 4,644  5,327  6,425  7,484  8,653  

Other income / (exp) (564) (441) 659  663  666  

Finance costs (456) (330) (374) (450) (408) 

JVs and associates' income 571  634  735  853  938  

Pre-tax profit 4,195  5,190  7,446  8,550  9,849  

Tax (1,307) (1,517) (1,868) (2,142) (2,480) 

Profit after tax 2,888  3,673  5,579  6,408  7,369  

Minority Interest (737) (871) (1,283) (1,471) (1,704) 

Net profit 2,151  2,802  4,296  4,936  5,666  

Non-core items adj. 1,061  895  0  0  0  

Core profit 3,212  3,697  4,296  4,936  5,666  

EBITDA 5,613  6,343  7,638  8,935  10,299  

Basic EPS (RMB) 1.99  2.59  3.96  4.56  5.23  

Fully diluted EPS (RMB) 2.76  3.41  3.96  4.56  5.23  

DPS (RMB) 0.74  0.90  1.16  1.48  1.85  

      

Financial Ratios      

 2016 2017E 2018E 2019E 2020E 

YoY growth rate (%)      

Turnover 6.4  41.5  27.0  23.8  20.0  

EBITDA 9.2  13.0  20.4  17.0  15.3  

Operating  profit 11.0  14.7  20.6  16.5  15.6  

Core profit 17.4  15.1  16.2  14.9  14.8  

Fully diluted core EPS  9.4  23.6  16.1  14.9  14.8  

DPS  15.6  21.6  29.4  26.6  25.4  

Margins (%)           

Gross margin 21.6  17.3  16.1  14.8  14.1  

EBITDA margin 16.5  13.1  12.5  11.8  11.3  

EBIT margin 13.6  11.0  10.5  9.9  9.5  

Net margin (Core profit) 9.4  7.7  7.0  6.5  6.2  

Effective tax rate (%) 36.1  33.3  27.8  27.8  27.8  

Total opex as % of rev 7.9  6.2  5.6  5.0  4.6  

Interest coverage (x) 10.2  16.1  17.2  16.6  21.2  

Dividend payout (%) 24.1  26.4  29.4  32.4  35.4  

Net debt/equity (%) 52.0  48.7  45.5  40.8  35.4  

Net debt/total cap (%) 34.2  32.8  31.3  29.0  26.1  

Current ratio (x) 0.8  0.7  0.6  0.7  0.7  

Returns (%)       

Asset turnover (x) 0.7  0.9  1.0  1.1  1.2  

Financial leverage (x) 3.5  3.5  3.3  3.1  2.9  

EBIT margin (%) 13.6  11.0  10.5  9.9  9.5  

Interest burden (x) 0.9  1.0  1.2  1.1  1.1  

Tax burden (x) 0.5  0.5  0.6  0.6  0.6  

ROE (%) 15.1  17.6  23.3  22.8  22.5  

ROIC (%) 12.4  13.6  18.2  18.5  19.0  

Sources: Company data, CMS (HK) estimates 
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Investment Ratings 

Industry Rating Definition 

OVERWEIGHT Expect sector to outperform the market over the next 12 months 

NEUTRAL Expect sector to perform in-line with the market over the next 12 months 

UNDERWEIGHT Expect sector to underperform the market over the next 12 months 

 

Company Rating Definition 

BUY Expect stock to generate 10%+ return over the next 12 months 

NEUTRAL Expect stock to generate +10% to -10% over the next 12 months 

SELL Expect stock to generate loss of 10%+ over the next 12 months 

 

Analyst Disclosure 

The analysts primarily responsible for the preparation of all or part of the research report contained herein hereby certify that: (i) the views expressed in this research report accurately reflect the 

personal views of each such analyst about the subject securities and issuers; and (ii) no part of the analyst’s compensation was, is, or will be directly or indirectly, related to the specific 

recommendations or views expressed in this research report. 

 

Regulatory Disclosure 

Please refer to the important disclosures on our website http://www.newone.com.hk/cmshk/en/disclosure.html or http://www.cmschina.com.hk/Research/Disclosure. 

 

Disclaimer 

This document is prepared by China Merchants Securities (HK) Co., Limited (“CMS HK”). CMS HK is a licensed corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), 

Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities and Futures Ordinance (Chapter 571). This 

document is for information purpose only. Neither the information nor opinion expressed shall be construed, expressly or impliedly, as an advice, offer or solicitation of an offer, invitation, 

advertisement, inducement, recommendation or representation of any kind or form whatsoever to buy or sell any security, financial instrument or any investment or other specific product. The 

securities, instruments or strategies discussed in this document may not be suitable for all investors, and certain investors may not be eligible to participate in some or all of them. Certain 

services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. CMS HK is not registered as a 

broker-dealer in the United States and its products and services are not available to U.S. persons except as permitted under SEC Rule 15a-6. 

 

The information and opinions, and associated estimates and forecasts, contained herein have been obtained from or are based on sources believed to be reliable. CMS HK, its holding or 

affiliated companies, or any of its or their directors, officers or employees (“CMS Group”) do not represent or warrant, expressly or impliedly, that it is accurate, correct or complete and it should 

not be relied upon. CMS Group will not accept any responsibility or liability whatsoever for any use of or reliance upon this document or any of the content thereof. The contents and information 

in this document are only current as of the date of their publication and will be subject to change without prior notice. Past performance is not indicative of future performance. Estimates of 

future performance are based on assumptions that may not be realized. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially 

different results. Opinions expressed herein may differ or be contrary to those expressed by other business divisions or other members of CMS Group as a result of using different assumptions 

and/or criteria. 

 

This document has been prepared without regard to the individual financial circumstances and investment objectives of the persons who receive it. Use of any information herein shall be at the 

sole discretion and risk of the user. Investors are advised to independently evaluate particular investments and strategies, take financial and/or tax advice as to the implications (including tax) of 

investing in any of the securities or products mentioned in this document, and make their own investment decisions without relying on this publication. 

 

CMS Group may have a long or short position, make markets, act as principal or agent, or engage in transactions in securities of companies referred to in this document and may also perform 

or seek to perform investment banking services or provide advisory or other services for those companies. This document is for the use of intended recipients only and this document may not 

be reproduced, distributed or published in whole or in part for any purpose without the prior consent of CMS Group. CMS Group will not be liable for any claims or lawsuits from any third parties 

arising from the use or distribution of this document. This document is for distribution only under such circumstances as may be permitted by applicable law. This document is not directed at you 

if CMS Group is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. In particular, this document is only made available to certain US 

persons to whom CMS Group is permitted to make available according to US securities laws, but cannot otherwise be made available, distributed or transmitted, whether directly or indirectly, 

into the US or to any US person. This document also cannot be distributed or transmitted, whether directly or indirectly, into Japan and Canada and not to the general public in the People’s 

Republic of China (for the purpose of this document, excluding Hong Kong, Macau and Taiwan). 
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Important Disclosures for UK Persons 

 

IN THE UNITED KINGDOM, THIS DOCUMENT IS FOR DISTRIBUTION ONLY TO PERSONS WHO: (I) ARE PERSONS FALLING WITHIN THE DEFINITION OF "INVESTMENT 

PROFESSIONALS" PURSUANT TO ARTICLE 19(5) OF THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005 (AS AMENDED, THE “FINANCIAL 

PROMOTION ORDER”); (II) ARE PERSONS FALLING WITHIN ARTICLE 49(2)(A) TO (D) (“HIGH NET WORTH COMPANIES, UNINCORPORATED ASSOCIATIONS ETC”) OF THE 

FINANCIAL PROMOTION ORDER; OR (III) ARE PERSONS TO WHOM AN INVITATION OR INDUCEMENT TO ENGAGE IN INVESTMENT ACTIVITY (WITHIN THE MEANING OF SECTION 

21 OF THE FINANCIAL SERVICES AND MARKETS ACT 2000) MAY OTHERWISE LAWFULLY BE COMMUNICATED OR CAUSED TO BE COMMUNICATED (ALL SUCH PERSONS 

TOGETHER BEING REFERRED TO AS "RELEVANT PERSONS"). THIS DOCUMENT IS DIRECTED ONLY AT RELEVANT PERSONS AND MUST NOT BE ACTED ON OR RELIED ON BY 

PERSONS WHO ARE NOT RELEVANT PERSONS. ANY INVESTMENT OR INVESTMENT ACTIVITY TO WHICH THIS DOCUMENT RELATES IS AVAILABLE ONLY TO RELEVANT 

PERSONS AND WILL BE ENGAGED IN ONLY WITH RELEVANT PERSONS. 

 

FOR NON-INDEPENDENT RESEARCH COMMISSIONED OR PRODUCED BY PERSONS AUTHORISED IN THE UK BY THE FSA: THIS DOCUMENT DOES NOT PROVIDE AN IMPARTIAL 

OR OBJECTIVE ASSESSMENT OF THE SUBJECT MATTER AND DOES NOT CONSTITUTE INDEPENDENT "INVESTMENT RESEARCH" UNDER THE APPLICABLE RULES OF THE 

FINANCIAL SERVICES AUTHORITY IN THE UK.  CONSEQUENTLY, THIS DOCUMENT HAS NOT BEEN PREPARED IN ACCORDANCE WITH LEGAL REQUIREMENTS DESIGNED TO 

PROMOTE THE INDEPENDENCE OF INVESTMENT RESEARCH AND IS NOT SUBJECT TO ANY PROHIBITION ON DEALING AHEAD OF THE DISSEMINATION OF INVESTMENT 

RESEARCH. 
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