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Stable Earnings and Dividends, Initiate with "Accumulate”
REMBRABE, HREHRN Ik

° Power Assets Holdings ("PAH" or the "Company") is a global investor
primarily in utilities-related businesses. The Company’s assets focus on
electricity and gas distribution in addition to some power generation capacity.
The Company operates in 8 countries with the majority of profits generated in
the UK.
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[ We estimate shareholders’ profit in 2018E-2020E to be HK$ 8,206 mn,
HK$ 8,192 mn, and HK$ 8,309 mn, respectively. Our forecast represents
YoY growth of (1.4%)/(0.2%)/1.4%, respectively. Our forecast for profits from
JV and associates during 2018E-2020E are HK$ 6,494 mn/HK$ 6,519
mn/HK$ 6,534 mn, respectively. Our forecast represents YoY growth of

6-18m TP Hist: HK$60.00

Share price fIZfh: HK$55.950

. g 5.5%/0.4%/0.2% over the same period, respectively, and also represents a
ik 2 3-year CAGR of 2.0%. Regionally, we expect earnings to grow in Canada, Stock performance
*x O Australia, and Europe, which will offset declines in Hong Kong and China. We e 2
- . . .
W % expect earnings from the UK to remain relatively stable. »s  obofretum
g8 a2 o We initiate our coverage with a TP of HK$60.00 and investment rating 20
& "Accumulate". The TP represents 15.6x/15.6x/15.4x 2018E-2020E PER and 5
i > 1.5x/1.5x/1.4x 2018E-2020E PBR. The 2-year historical average PER and
& g PBR of PAH are 16.2x and 1.1x, respectively. The Company is an attractive 10
w defensive investment that offers stable dividend payout. Our TP represents a °
12.6% discount to our DCF valuation. We expect stability in dividend growth 0 - - A I
and contribution of earnings from PAH’s various business segments. ©) w
° mEgslk ( “PAR"ER “AH” ) R—FXEFENFARTWARIFHRNLREAT . (10
Br—su RAeHLAh, R B T A RRR R AL 8 MERLE WS, (1s)
ELPjC%B%%/FH%ﬁﬁa Jul-17 Sep-17 Nov-17 Jan-18 Mar-18 May-18
HSI index Power Assets
®  RAIF 2018 ££-2020 SR I AR FNE Sy 82.06 1Z¥7T, 81.92 ¥kt 83.09 /L#ETT
5 AT TIN5 HAR 2T (1.4%)/(0.2%)/1.4% ) [F] EL I o AT 2018 4F-2020 F 458
iz g I A R Ry 64.94 12570, 65.19 12 TN 65.34 1215 70 FRATTHI I 43 51K W T 5.5%/ Change in Share Price Y M 1y
i) (g 0.4%/ 0.2%FFILLIGHAN 2.0%0) 3 FEGFHKE. MBXRE, AT AMER, #H - LA N L
57 = IR SRR 1) 8 e S, T R S0 5 o A o [ R R O O T JRAT Tt 22 Abs. % 2o “s) w22
= IR AU LRAF AR RS B HREE %
i g . _ — B . Rel. % to HS Index 28 25 8.7
0 ® BRATHRERIATREIPEA “BE” MEFFM 60.00 ¥jo. HFNSHMALT 15.6 HIXHEIRES) %
5 115.6 £i5 / 15.4 fi5 2018 4:-2020 ETi /%M 1.5 £iF / 1.5 £% / 1.4 fif 2018 4:-2020 4 ﬁ;ﬂjni‘?f?r?iiﬂ/ﬁmm) 57.1 55.9 58.5
méﬁia /A\a 2 iFETTigm%%;&méﬁz%%ﬂj\j 16.2 {ﬁ& 11 {%o Q}ﬂﬁ]"ﬂifj“ﬁﬁﬂ[ﬁ:& Source: Bloomberg, Guotai Junan International.
B, HAMWS, R E RIRE A IATH HAR X BA18) DCF fHEH 12.6%HH
Hrike AT IS G DUB 2 7] %ok 55 O 8 M o kol B AR e 1k
Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
Gk [ION Jie AR 15 (yeE il WRIEFIAES) WEF G R 5313195 AR R
& 12/31 (HK$ m) (HK$ m) (HK$) (A %) ) (HK$) (x) (HK$) (%) (%)
g 2016A 1,288 6.417 3.010 (16.9) 18.6 55.481 1.0 2.720 4.9 5.3
B § 2017A 1,420 8,319 3.898 29.5 14.4 44.784 1.2 15.290 27.3 7.8
- =) 2018F 2,019 8,206 3.845 (1.4) 14.6 39.828 1.4 8.800 15.7 9.1
‘b 12 2019F 1,908 8,192 3.839 (0.2) 14.6 40.811 1.4 2.856 5.1 9.5
e § 2020F 2,015 8,309 3.893 1.4 14.4 41.791 1.3 2.913 5.2 9.4
L4 f Shares in issue (m) &M% (m) 2,134.3 Major shareholder % Cheung Kong Infrastructure Holdings 38.9%
g Market cap. (HK$ m) i{& (HK$ m) 119,414.1 Free float (%) H i@ (%) 61.1
DO_ 3 month average vol. 3 > A P42 i 5 (‘000) 4,032.6 FY18 Net gearing (%) FY18 i ffi/lk 4% 4 (%) net cash
52 Weeks high/low (HK$) 52 & &i/{& (HK$) 67.607 / 54.000 FY18 Est. NAV (HK$) FY18 f i i (#i0) 68.7

Source: the Company, Guotai Junan International.
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INDUSTRY OVERVIEW

Global GDP is estimated to grow 3.9%/3.9%/3.8% in 2018/2019/2020. The International Monetary Fund’s ("IMF") April 2018
World Economic Outlook reported 2017 global GDP growth as 3.8%, 0.6ppts higher YoY. The forecasts for growth in 2018-2020
remain largely unchanged from IMF estimates in January 2018. Asian countries are expected to grow most over the next few
years, with China and India expected to lead the pack. Overall economic conditions are optimistic, with synchronized growth
momentum in emerging economies and advanced nations expected to continue in the near term.

International Electricity Markets

Economic growth is a strong driver for electricity demand growth, with the IEA estimating 60% electricity demand growth
as GDP is expected to grow by 124% by 2040. The IEA estimates for developing countries’ GDP to grow 180% to 2040, while
electricity demand is expected to increase by marginally less than 100%. Prior to the global financial crisis in 2008, a 1% rise in
global economic growth required close to a 1% increase in global electricity demand. The relationship has weakened since then
however, as a structural transition towards service-oriented economies takes place within the global economy, reducing industrial
electricity use. Finally, as electrification continues in developing economies, efficiency improvements and technological progress
on decreasing electricity intensity required to support economic growth will be important factors as well.

From 2016-2040, the International Energy Agency ("IEA") estimates electricity demand to increase at a CAGR of 2.0%,
from 21,375 TWh to 34,470 TWh, and led by developing economies. Electricity demand in India, Africa, Southeast Asia, and
China is expected to grow at CAGRs of 5.1%, 4.1%, 3.7%, and 2.3% over the same period, respectively. Despite lower overall
growth in electricity demand projected for China, it will still account for the largest growth in demand by magnitude, rising by 3,910
TWh during 2016-2040. From 2000 through 2016, electricity consumption grew at a CAGR of 3.1% from 13,199 TWh to 21,375
TWh.

Table-1: Electricity Demand by Region ("Base Scenario"), 2000-2040

CAGR CAGR

TWh 2000 2016 2020 2025 2030 2035 2040
'00-'16 '16-'40
North America 4,261 4,694 0.6% 4,866 5,017 5,208 5,417 5,651 0.8%
United States 3,590 3,886 0.5% 4,027 4,131 4,266 4,409 4,570 0.7%
C & S America 660 163 3.0% 1,164 1,308 1,479 1,664 1,858 2.4%
Brazil 327 512 2.8% 559 617 690 769 852 2.1%
Europe 3,114 3,555 0.8% 3,698 3,790 3,902 441 4,194 0.7%
European Union 2,605 2,857 0.6% 2,947 2,980 3,026 3,096 3,178 0.4%
Africa 385 655 3.4% 736 885 199 1,371 1,707 4.1%
South Africa 190 207 0.5% 221 240 267 299 335 2.0%
Middle East 359 910 6.0% 974 1,118 1,337 1,576 1,798 2.9%
Eurasia 809 1,065 1.7% 1,120 1,193 1,273 1,354 1,432 1.2%
Russia 677 865 1.5% 896 934 985 1,030 1,069 0.9%
Asia Pacific 3,611 9,433 6.2% 10,738 12,551 14,434 16,199 17,827 2.7%
China 1,174 5,320 9.9% 6,087 7,018 7,905 8,645 9,230 2.3%
India 376 1,102 6.9% 1,383 1,880 2,449 333 3,606 5.1%
Japan 1,005 969 (0.2%) 962 967 978 991 1,005 0.2%
Southeast Asia 322 837 6.2% 993 1,214 1,461 1,718 1,997 3.7%
World 13,199 21,375 3.1% 23,295 25,861 28,733 31,622 34,467 2.0%

Source: IEA World Energy Outlook 2017.

Growth in RES generation is expected to be driven by the energy policies of various economies as countries focus on
reducing emissions. At the same time, growth in deployment of RES is expected to enjoy additional momentum in the form of
efficiency improvements and reduced cost. With the recent exception of the U.S. repeal of its Clean Power Plan, most advanced
and developing economies are committed to new energy policies that either promote renewable-based, gas-fired, or nuclear
electricity generation, or phase out coal-fired generation, or any combination thereof.
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The IEA forecasts electricity generation to increase by 58.6% from 2016 to 2040 in its New Policies Scenario ("NPS"), led
by growth in RES and gas-fired generation as coal-fired generation remains nearly flat. Led by preferential energy policies
promoting capacity expansion to shift away from coal and towards RES, RES generation is forecast to rise by 260.6% by 2040
from 2016 levels, with solar PV expected to lead ahead of wind power for the majority in RES capacity expansion due to recent
policy changes in China and falling capital costs. Gas-fired and nuclear generation is forecast to rise 69.7% and 47.2% over the
same period, respectively. Coal-fired generation is expected to rise only 8.7% by 2040 as global retirements of coal-fired capacity
offset new capacity additions predominantly based in China and India.

Figure 1: Energy Demand for Power Generation, NPS Figure 2: Electricity Generation by Type, NPS
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Source: IEA World Energy Outlook 2017. Source: IEA World Energy Outlook 2017.

Electricity Investment

According to the IEA’s World Energy Investment 2018 report, global investment in the power sector fell by 6% YoY to
US$ 750 bn in 2017, as a 10% YoY decrease in power generation investment outweighed a 1% YoY increase in
transmission and distribution ("T&D") networks. T&D and RES investment were the largest area of spending at US$ 303 bn
and US$ 298 bn, up 1% YoY and down 7% YoY, respectively. Fossil fuel power generation investment and nuclear power
investment reached US$ 132 bn and US$ 17 bn, down YoY 9% and 44%, respectively. Coal-fired investment continued to fall, led
by decline in China and India. Solar PV investment increased despite decline in Solar PV unit costs. Other forms of RES
investment largely decreased. Led by economic and environmental factors, investment in coal-fired generation is expected to
continue its decline, whereas investment in RES power generation (including nuclear power) and T&D is expected to remain high.

RES and T&D future investments are expected to account for 39.4% and 41.6% of the total power sector investment to
2040, equivalent to US$ 7,597 bn and US$ 8,025 bn over a 23-year period, respectively. The IEA’'s average annualized power
sector investment projections for 2017-2040 represent US$ 111 bn, US$ 48 bn, US$ 330 bn, US$ 349 bn p.a. for fossil fuels,
nuclear, RES, and T&D, respectively. Regionally, China and India will account for the largest portions of total power sector
investment, at 23.2% and 12.1% of total projected investment, equivalent to US$ 4,467 bn and US$ 2,336 bn, respectively. RES
investments have been rising even as unit costs for solar PV and continue to fall, which we expect to accelerate capacity buildup
for RES as long as grid integration is sufficient; hence, significant portions of the even larger estimates for T&D investment will be
targeted to improve the current curtailment and overall utilization issues of RES power generation. Fossil fuel investment will be
primarily focused on increasing gas-fired power generation with certain emerging countries and countries with a lack of stable and
cheap natural gas sources, such as India, which is expected to build up coal-fired capacity over the forecasted period.
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Figure-3: Cumulative Investments in the Power Sector
by Region and Type, 2017-2040

Figure-4: Cumulative Investments in the Global Power
Sector by Type
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Source: IEA World Energy Outlook 2017. Source: IEA World Energy Outlook 2017.

Policy will continue to determine scale and direction of electricity supply investment, and will be especially important in
influencing RES investment. In 2016, 94% of global power generation investment was made by companies operating under fully
regulated revenue schemes. In China, where 21% or approximately US$ 145 bn of total investment in the global electricity sector
in 2016 was generated, public policy is the driving force behind that investment. In July 2017, China’s National Energy
Administration ("NEA") issued the "13" Five-Year Plan Implementation Guidance" for RES, which aims to add cumulative wind
and solar capacity of 110.4GW and 86.5GW from 2017-2020, respectively. This would mean a 65.4% increase from China’s total
wind power generation capacity of 168.7GW in 2016 and a 111.8% increase in solar PV capacity from 77.4GW in 2016; which also
represents 4-year CAGRs for China’s wind and solar PV capacity of 13.4% and 20.6%, respectively. In Hong Kong, the
government entered into long-term contracts with the two utilities companies that allow for a fixed return on average net fixed
assets, which impacts the level of investment to be expected. In Australia, the electricity market is regulated by the Australian
Energy Regulator ("AER') according to the "National Electricity Rules”, and the COAG Energy Council issues the 15-year
"National Energy Productivity Plan", which provides guidance for new energy investment.

UK Electricity and Gas Distribution Markets

The UK’s 14 electricity distribution networks ("DNO") distributed 284.9 TWh of electricity in 2017, down 0.7% YoY. The
IMF estimates the UK’s GDP to grow at a 5-year CAGR of 1.6% from 2018-2023. The UK’s population is expected to grow at an
average rate of 0.5% per year during 2017-2023 from 65.7 mn to 68.0 mn. UK Power Networks ("UKPN"), collectively owned by
PAH and CKI Holdings (01038 HK), through its 3 DNOs distributed 80.0 TWh, up 0.6% YoY and represents 28.1% of the total.
The UK’s 8 gas distribution network companies ("GDN') are responsible for maintaining and extending the gas distribution
network and for providing a 24-hour gas emergency service. PAH together with CKI Holdings own Northern Gas Networks
("NGN") and Wales & West Utilities ("WWU"). As of March 31* 2017, both GDNs met their annual output requirements under
RIIO-GD1 in terms of reliability, environment, connections, customer satisfaction, social obligations, and safety.

The UK market is regulated by Great Britain’s Office of Gas and Electricity Markets ("Ofgem"), with price controls set
using the RIIO (Revenue=Incentives+innovation+Output) model, a performance-based framework for setting prices. The
RIIO-ED1 regulatory framework for electricity DNOs runs for an 8-year period from April 1%, 2015 to March 31%, 2023. The
RIIO-GD1 regulatory framework for GDNs runs for an 8-year period from April 1%, 2013 to March 31%, 2021. Returns for DNOs and
GDNs are expressed in terms of return on regulatory equity ("RoRE"), where regulatory equity is measured using a number of
regulatory assumptions. Figure-5 shows a breakdown of how allowed revenue for DNOs and GDNSs are calculated, with inflation a
significant independent factor of the formula. Figure-6 shows the estimated RoRE of the entire DNO and GDN sectors based on
the most recent forecasts by Ofgem, where 9.45% and 10.58% represent the regulatory asset value ("RAV") weighted average
RORE of the sectors for the 8-year regulatory period, respectively. Under the RIIO framework, companies that most efficiently
spend their allowed capital and operating expenditures in addition to successfully qualifying for various incentive schemes tend to
realize higher returns than their peers.
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Figure-5: Simplified Process for Calculating Allowed
Revenue Under RIIO

Figure-6: Simplified RORE to Show Key Drivers of
Industry Performance
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Source: Ofgem.

Australia Electricity and Gas Markets

Source: Ofgem.
Note: IQI=Information Quality Incentive; lIS=Interruption Incentive Scheme.

The IMF estimates Australia’s GDP to grow at a 5-year CAGR of 2.8% from 2018-2023. Australia’s population is expected to
grow at an average 1.6% per year during 2016-2023 from 24.4 million to 27.2 million. While annual electricity generation over the
past decade was up only 7.0%, proportion of RES to total generation is estimated to have increased from 8.6% during 2006-2007
to 15.8% in 2016-2017, up from 21 TWh to 41 TWh per year. Australia’s gas prices have steadily increased over the past few
years, with average quarterly prices for March 30", 2018 at AU$ 8.61/GJ, up from AU$ 5.24/GJ at March 30™, 2012, which

represents a 5-year CAGR of 10.4%.

Figure-7: Australia Electricity Generated by Fuel Type,
2006-2017

Figure-8: Australia Quarterly Gas Prices, Sep. 2010 to
Mar. 2018
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Source: AER, AEMO.

Energy policy uncertainty at the federal level is likely to persist in the short term as the National Energy Guarantee
("NEG") remains unratified. The meeting in April was met with opposition from states who felt the 26% reduction in emissions

from 2005 levels by 2030 was too low of a target. Queensland’s own target is 30% reduction in emissions from 2005 levels by

2030, with 50% of energy from RES by 2030.

Distribution network service providers ("DNSP") that PAH has interest in have 5-year regulatory schemes with revenue
caps determined by the Australian Energy Regulator ("AER") expiring between 2020-2022. The AER's final decision takes
into consideration estimated operating expenses, capital expenses, and cost of capital investments for the regulated operators, as
well as controlling tariff impacts for customers. With the exception of PAH’s newly acquired DUET Group’s EDL business, the vast
majority of PAH’s Australia based assets are fully regulated network distributors.
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Hong Kong Electricity Market

The IMF estimates Hong Kong’s GDP to grow at a 5-year CAGR of 3.1% from 2018-2023; electricity consumption is likely
to remain flat. Population growth is estimated by the Census and Statistics Department of Hong Kong ("C&SD") to remain near
historical rates, growing at a CAGR of 0.6% from 2017-2023, similar to the historical CAGR of 0.6% for 2000-2017. Despite some
population growth, electricity consumption has remained nearly flat, with a CAGR of 0.1% during 2005-2017. This is primarily due
to a lack of energy intensive industries and the majority of demand from commercial use, where 64.0% of total electricity in 2017
was consumed. Over the forecast period 2017-2023, we expect electricity consumption to remain flat due to efficiency gains;
however, a transition towards more gas-fired generation sources is underway in Hong Kong, which adds a degree of uncertainty
as the possibility of rising electricity prices in Hong Kong could increase.

Hong Kong’s "Climate Action Plan 2030+", published by the Environment Bureau, aims to achieve a reduction in energy
intensity of 65%-70% from 2005 levels by 2030. In accordance with the Paris Agreement, the Environment Bureau plans to
reduce coal use in the fuel mix for electricity generation from 48% in 2015 to 25% by 2020. Hong Kong has limited opportunity for
RES generation so natural gas will become the dominant component of Hong Kong's power generation mix over the next 10 years
as coal is phased out. The C&SD estimates electricity generated using natural gas to rise from 15.7 TWh in 2017 to 30.0 TWh in
2026, representing a CAGR of 7.5%.

Figure-10: Hong Kong Annual Electricity Consumption

Figure-9: Hong Kong GDP and Population, 2000-2022E and YoY Growth, 2000-2016
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In 2017, Hong Kong’s maximum installed power generation capacity was 12,492 MW. Hong Kong’s power generation
capacity has remained practically unchanged over the past decade. Hong Kong’s primary power stations, CLP’s Black Point,
CLP’s Castle Peak, and Hong Kong Electric’'s Lamma Island Power Station were all originally commissioned in the late 1980s and
1990s, which, apart from minor modifications, have since remained largely unchanged.

Hong Kong is likely to import approximately 25% of its electricity from Nuclear power plants in China through the
medium term. Hong Kong’s total electricity generation (before system loss and exports) was 178.2 PJ in 2017, nearly flat over a
10-year period. Consistent with the "Climate Action Plan 2030+", 2017 imports of nuclear electricity from China were 43.5 PJ, up
8.2% YoY, and represents 25.4% of total electricity generation. From 2007-2017, nuclear electricity imported from China averaged
22.2% of total electricity generation. The Environment Bureau expects Chinese nuclear electricity imports to account for
approximately 25% of total electricity generated through the medium term, citing that its import agreement expires in 2034.
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Figure-11: Maximum Installed Generating Capacity, Figure-12: Hong Kong Electricity Production Breakdown,
2007-2017 2007-2017
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COMPANY OVERVIEW

PAH is a global investor primarily in utilities-related businesses. PAH owns assets in 8 countries with 45.6% of its profits in
2017 (2016: 69.2%) originating from the UK due to significant holdings in electricity and gas utilities. CK Infrastructure Holdings
(01038 HK) is PAH’s largest shareholder through its 38.87% interest in the Company; additionally, CK Hutchison Holdings (00001
HK) has a 75.67% interest in CK Infrastructure Holdings. As a part of the CK group corporate structure, PAH achieves synergy in
its acquisitions through focusing on primarily energy based assets. PAH’s net profit in 2017 was HK$ 8,319 mn, up 29.6% YoY.

Figure-13: Power Assets Holdings Corporate Structure
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Figure-14: PAH’s Generation Capacity by Region Figure-15: PAH’s Network Length, 2017
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The UK

PAH’s UK assets contributed HK$ 3,790 mn to its net profit in 2017, down 14.7% YoY. The decline in profit was mostly due
to a decline in exchange rates. UKPN constitutes the London Power Networks, South Eastern Power Networks, and Eastern
Power Networks. UKPN distributed 28.1% of total distributed units by network operators regulated by Ofgem during FY2017
(year ended March 31%, 2017) making them the largest UK regulated DNO. NGN and WWU are the two smallest GDNs out of
four in the UK by RAV as at March 31%, 2017. PAH also owns 25% of Seabank Power Plant, a combined cycle gas-fired 1,150
MW power plant.

30 July 2018
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Hong Kong

HKEI contributed HK$ 1,115 mn, down 7.2% YoY, and represented 13.4% of PAH’s net profit in 2017. The Company’s
reduced interest in HKEI freed up resources to pursue overseas acquisitions. The new SoC agreement, to be implemented
beginning January 2019, will reduce the permitted return from 9.99% to 8.0% of average net fixed assets for HKEI, which is
equivalent to a reduction in permitted returns of approximately HK$ 972 mn in 2019E by our estimates. HKEI announced a 1.9%
increase in net tariffs to HK$ 112.5/kWh for 2018 after cutting them by 17.2% YoY in 2017; dramatic increases to tariffs over the
next few years remain unlikely. Expenses on the installation of new 350MW L10 and L11 gas turbine combined cycle units
("GTCC") are to comply with Hong Kong’s fuel mix target by 2020, in addition to rising fuel costs limiting upside for HKEI's
performance.

Figure-16: HKEI Financial Highlights, 2014-2020E
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Source: the Company, Guotai Junan International.
*Note: 2017-2020E are estimated figures

Australia

In 2017, net profit contribution from PAH’s Australian assets were HK$ 1,388 mn, up 42.7% YoY. The large increase in
profit is due to the acquisition of DUET Group, completed on May 2017 together with CKI (01038 HK) and CKAH (01113 HK).
PAH, CKIl, and CKAH collectively own 20%, 40%, and 40% of DUET Group, respectively. Assets acquired through the DUET
acquisition are consistent with PAH’s investment strategy and area of expertise in stable regulated businesses such as DNSPs.

PAH’s DNSPs are consistently the best performing in Australia measured, in terms of multilateral total factor
productivity ("MTFP"). MTFP is an econometric measurement of productivity of DNSPs based on a variety of inputs and
outputs including throughput, customers, maximum demand, sub-transmission lines & cables, circuit length, operating expenses,
and cost of capital. In 2016, CitiPower, SA Power Networks, United Energy, and Powercor were the top 4 DNSPs by MTFP.
Historically, with the exception of Powercor, PAH’s DNSPs have been the top 3 DNSPs by MTFP. An overall reversion to growth
has occurred in the MTFP indexes broadly following the implementation of the 5-year distribution schemes in 2016. This is likely
to result in earnings growth underpinned by efficiency improvements; however, there remains uncertainty regarding the electricity
and gas markets as a whole which could negatively impact DNSP performance.

30 July 2018

Power Assets HEESIL (00006 HK)

Company Report

See the last page for disclaimer Page 10 of 18



O ERERIES

GUOTAI JUNAN SECURITIES Power Assets (00006 HK)

Figure-17: Australia Volume Weighted Wholesale

Electricity Prices, 2012-2017 Figure-18: Australia DNSP MTFP Indexes, 2006-2016
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China

Investment opportunities in RES generation and grid expansion may present themselves over the next few years as
China’s energy reform continues moving forward. PAH’s net profit from its China assets in 2017 were HK$ 271 mn, down
12.0% YoY. PAH has invested in 2,800 MW of thermal power generation as well as two wind farms with 97.5 MW of combined
capacity in China. The Company'’s coal-fired power plants in recent years have faced difficulties due to China’s gradual energy
reform policies as the industry struggles with oversupply and a transition towards RES. Since grid integration as well as RES
capacity are expected to be the focus of new investment, synergic opportunities that PAH’s investment profile may present
themselves in the near future.

Canada

The Company’s Canadian assets typically operate under long-term sales agreements and should contribute stable
earnings to the Company. The Company’s Canadian assets include power generation capacity of 1,382MW with Meridian and
Transalta Cogeneration, as well as 48.75% interest in the midstream assets of Husky Energy. The Husky asset portfolio includes
a 1,900 km pipeline in the Lloydminster region, 4.1 mb of storage capacity in Hardisty and Lloydminster regions, and other
ancillary assets. The Husky pipeline output and power generation are guaranteed by long-term off-take contracts and PPAs.

Power Assets HEESIL (00006 HK)

Other Segments

The Company is also interested in a number of energy related assets in the Netherlands, Portugal, Thailand, and New
Zealand. PAH’s interest in the Netherlands and Portugal are RES focused, with a 20% stake in the 145 MW energy-from-waste
business of Dutch Enviro Energy Holdings and a 50% stake in Iberwind’s 726 MW wind power generation. PAH’s 25% interest in
the 1,400 MW gas-fired CCGT under Ratchaburi Power in Thailand and the 50% interest in Wellington Electricity Lines which
distributes power to 167,000 customers over 4,700 km of network round out the remainder of PAH’s asset portfolio.

Company Report
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FINANCIAL ANALYSIS

Revenue

We forecast revenue for PAH to be HK$ 2,019 mn, HK$ 1,908 mn, and HK$ 2,015 mn for 2018E-2020E. The Company’s
revenue represents interest income from loans to JVs & associates as well as dividends from other financial assets and
consulting fees. Since the Company’s spin-off of its HK Electric business in 2014 and subsequent sale of 16.53% of its interest in
HK Electric to Qatar Investment Authority in 2015, PAH’s interest in HK Electric stands at 33.37%. The Company’s revenue for
2017 was HK$ 1,420 mn, up 10.2% YoY. The increase in revenue was due to higher interest income from PAH’s loans to JVs and
associates, which amounted HK$ 1,380 mn, up 11.7% YoY.

Figure-19: PAH’s Revenue Breakdown and Loans to JV/A, 2013-2020E
ﬁK$miIIion HK$ million
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Source: the Company, Guotai Junan International.
*note: 2013-2014 revenues are adjusted to exclude HK Electric related income.

Results of JVs and Associates

We forecast share of profits from JVs for 2018E-2020E to be HK$ 4,683 mn, HK$ 4,686 mn, and HK$ 4,706 mn,
respectively, representing a 3-year CAGR of 2.1%. We expect stable earnings from Australian Gas Networks and some
earnings growth from Husky Midstream in Canada. The Company’s profits from its UK T&D assets are expected to remain
relatively stable under the Ofgem RIIO Regulation scheme as we expect RPI to remain near 3.0% over our forecast period.

We forecast share of profits from associates for 2018E-2020E to be HK$ 1,811 mn, HK$ 1,833 mn, and HK$ 1,829 mn,
respectively, representing a 3-year CAGR of 1.8%. Over the forecast period, we expect growth from Australia due to higher
electricity prices to offset decline in profit contribution from HKEI along with higher fuel and operating costs as well as lower
permitted return.

Our forecast for profits from JV and associates during 2018E-2020E are HK$ 6,494 mn/HK$6,519 mn/HK$ 6,534 mn
respectively. Our forecast represents YoY growth of 5.5%/0.4%/0.2% over the same period, respectively, and also represents a
3-year CAGR of 2.0%.

Shareholders’ Profit

We estimate shareholders’ profit in 2018E-2020E to be HK$ 8,206 mn, HK$ 8,291 mn, and HK$ 8,412 mn, respectively,
representing a 3-year CAGR of (0.0%). Our forecast represents YoY growth of (1.4%)/(0.2%)/1.4%, respectively. Shareholders’
profit in 2017 was HK$ 8,319 mn, up 29.6% YoY, which was primarily due to a one-off gain of HK$ 922 mn from disposal of
properties. In addition, an exchange gain of HK$ 209 mn was booked in 2017, compared to a loss of HK$ 787 mn in 2016.
Looking forward, earnings in the UK, Australia, Europe, and Canada are expected to offset weaknesses in Hong Kong and China,
keeping shareholders’ profit nearly flat over our forecast period.

See the last page for disclaimer Page 12 of 18
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Figure-20: PAH’s Shareholders’ Profit by Region, 2015-2020E
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Table-2: PAH’s Financial Highlights
2016 2017 2018E 2019E 2020E
Income Statement (HK$ mn):
Revenue 1,288 1,420 2,019 1,908 2,015
Operating income/(costs) - net (1,036) 1,137 39 79 118
Operating profit 252 2,557 2,057 1,987 2,133
Finance costs (248) (295) (251) (215) (255)
Share of profits from JV 4,705 4,421 4,683 4,686 4,706
Share of profits from Associates 1,696 1,733 1,811 1,833 1,829
Profit before tax 6,405 8,416 8,300 8,291 8,412
Income tax 12 97) (94) (99) (104)
Shareholders' profit 6,417 8,319 8,206 8,192 8,309
<
Profitability & liquidity: T
ROE (%) 5.3 7.8 9.1 95 94 S
ROA (%) 48 7.0 8.2 8.6 85 S
Current ratio (x) 234 3.7 3.1 3.0 3.2 =
Interest coverage (X) 25.9 28.2 327 38.1 326 7
Net gearing (%) net cash net cash net cash net cash net cash m
2
Valuation: b
1)
DPS 7.72 16.30 2.84 2.90 2.94 <
Payout ratio (%) 256.8 418.2 73.9 75.5 75.6 ¢
PER 18.6 14.4 14.6 14.6 144 | ©
PBR 1.0 1.3 1.4 1.4 1.3
Source: the Company, Guotai Junan International.
1H2018 Review
The Company’s 1H2018 shareholders’ profit increased 2.4% YoY to HK$ 4,120 million. Interim dividend was held
unchanged YoY at HK$ 0.77/share, representing a payout ratio of 39.9%. The increase in earnings was primarily due to lower
interest expenses in the UK, profit contribution from newly acquired DUET Group in Australia, and higher electricity sales in
mainland China. Decreased interest income from the Company’s bank deposits as well as higher operating and financing costs
of HKEI in Hong Kong affected earnings negatively.
5
Q.
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o
>
c
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O
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Table-3: PAH’s 1H2018 Results

HK$ million 1H2018 1H2017 A YoY
UK 2,205 2,075 6.3%
Hong Kong 328 335 (2.1%)
Australia 830 623 33.2%
Mainland China 234 163 43.6%
Others 523 828 (36.8%)
Shareholders' profit 4,120 4,024 2.4%
EPS (HK$/share) 1.93 1.89 2.4%
DPS (HK$/share)* 0.77 0.77 0.0%

Source: the Company, Guotai Junan International. *Note: excludes special dividends.

On June 13", 2018, the Company in concert with the CK Consortium (00001 HK, 01113 HK, 01038 HK, and 00006 HK)
announced its proposal to acquire 100% of APA Group in Australia. APA Group is a regulated natural gas infrastructure
business in Australia and owns the majority of gas transmission pipelines in Australia. It also has significant interests in
distribution networks as well as gas storage facilities, gas-fired power stations, and wind farms. The CK Consortium’s offer of
AUS$ 11.00 per share represents a 33.0% premium on APA Group’s closing price on June 12™ 2018 of AU$ 8.27 per share. As of
June 29”1, 2018, APA Group announced that it has allowed the CK Consortium to undertake due diligence, but has not responded
to the offer. If successful, the acquisition would further expand upon the CK Consortium’s already substantial ownership of
Australia’s energy T&D assets.

MAJOR RISKS

* Exchange rate risk — approximately half of PAH’s earnings come from the UK, fluctuations in sterling exchange rates could
result in large foreign exchange losses for the Company.

e Inflation risk in UK — regulated tariffs are based on RPI in the UK, weakness in the RPI could reduce PAH’s UK assets’
earnings.

* Future acquisition difficulties — while PAH has the most expertise when it comes to management of energy based assets,
future acquisitions by the CK Group could favor CKI and CKAH over PAH. Specifically, uncertainty exists surrounding the
Company'’s prospects on future acquisitions in Australia.

* HKEI weakness - the outlook for HKEI is skewed bearish due to the new SoC agreement and higher expected operating and
fuel costs.

30 July 2018
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VALUATION

We initiate our coverage with a TP of HK$60.00 and investment rating "Accumulate". The TP represents 15.6x/15.6x/15.4x
2018E-2020E PER and 1.5x/1.5x/1.4x 2018E-2020E PBR. The 2-year historical average PER and PBR of PAH are 16.2x and
1.1x, respectively. The weighted average PER of PAH’s Hong Kong-listed peers for 2018E-2020E are 15.5x, 16.8x, and 16.2x,
respectively. We think the fair PER for PAH lies between 15.0x-16.0x near the peer average, mostly due to its healthy cash

balance and stable dividends. The 5-year historical average of PAH’s adjusted (excl. special dividends and non-recurring gains)

payout ratio is 71.3%. We believe PAH’s payout ratio will remain at a relatively high level, and we expect the combination of

stable earnings and dividend growth to support its share price.

Figure-21: PAH’s 2-Year PER Curve

Figure-22: PAH’s 2-Year PBR Curve
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Source: Bloomberg.

Figure-23: PAH’s Dividend, YoY Growth, and Payout Ratio, 2013-2020E
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Our DCF Valuation suggests a valuation of HK$ 146,562 mn, equivalent to HK$ 68.7 per share. Our DCF valuation
represents 17.9x / 17.9x / 17.6x 2018E-2020E PER and 1.7x / 1.7x / 1.6x 2018E-2020E PBR. Our TP represents a 12.6%

discount to our DCF valuation.
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Table-4: DCF Valuation

WACC Calculation DCF Calculation 0=1.0%
Risk-free rate 2.3% PV of FCF and terminal value (2018E-2033E) 142,184
Market risk premium 11.4% Net (Debt)/Cash 4,378
Beta 0.550 NAV (HK$ mn) 146,562 @
Cost of equity 8.5% NAV per share 68.7 &
Interest rate 4.3% TP (HK$) 60.0 =
Effective Tax rate 5.2% TP % discount to NAV 12.6% o
Cost of debt 4.1% E
Equity ratio 96.4% L . Perpetual growth rate (%)
. Sensitivity Analysis for NAV (HK$ ‘000)
Debt ratio 3.6% 0.0% 0.5% 1.0% 1.5% 2.0%
WACC 8.4% 6.9% 179,605 188,500 198,905 211,240 226,098
Terminal growth rate 1.0% _ 7.4% 162,877 170,048 178,342 188,043 199,545
& 7.9% 148,600 154,441 161,129 168,865 177,913
8 8.4% 136,312 141,112 146,562 152,802 160,019
<§E 8.9% 125,657 129,633 134,113 139,199 145,023
9.4% 116,356 119,673 123,385 127,567 132,315
9.9% 108,188 110,972 114,070 117,536 121,442
Source: Guotai Junan International.
Table-5: Peers Comparison
G Stock Last PE (fiscal year) PB (fiscal year) ROE(%) DI/Y(%) EVIEBITDA
Code Currency  price 17A  18F  19F  20F 17A  18F  19F  20F 18F 18F 18F
HK-Listed Peers
Power Assets Holdings Ltd 6 HK HKD  56.10 144 152 152 148 1.3 14 14 14 8.7 5.0 92.7
Ck Infrastructure Holdings L 1038 HK HKD  58.70 144 131 124 124 14 1.3 1.3 1.2 10.2 43 66.5
Clp Holdings Ltd 2HK HKD  88.15 156 157 174 164 20 1.9 18 1.7 12.7 34 10.7
Hk Electric Investments -Ss 2638 HK HKD 7.98 211 208 274 270 14 14 14 14 6.8 5.0 138
Simple Average 164 162 181 176 1.5 1.5 1.5 14 9.6 44 459 .
Weighted Average 157 155 168 162 1.6 1.6 1.5 1.5 105 4.2 436 =
HK-Listed Large Cap Gas g
Distributors e
Kunlun Energy Co Ltd 135 HK HKD 6.75 99 1041 8.7 8.0 1.1 1.1 1.0 0.9 1.8 35 55 :
Beijing Enterprises Hldgs 392 HK HKD  38.50 741 6.7 6.1 55 0.7 0.7 0.6 0.6 10.3 28 12.0 _;
China Gas Holdings Ltd 384 HK HKD 3245 382 264 209 176 78 57 4.8 41 249 1.2 19.0 -3
Enn Energy Holdings Ltd 2688 HK HKD  80.90 271 183 154 134 43 37 3.2 2.7 21.7 1.8 10.9 2
China Resources Gas Group Lt 1193 HK HKD  36.45 217 189 169 147 37 3.3 2.8 25 178 1.8 10.2 ﬁ
Hong Kong & China Gas 3HK HKD  16.10 301 303 288 272 41 39 38 36 135 2.1 258 5
Towngas China Co Ltd 1083 HK HKD 7.70 154 151 135 120 1.3 1.3 1.2 1.1 8.7 2.1 12.8 §
Simple Average 214 180 157 140 33 2.8 25 22 155 22 138
Weighted Average 270 229 203 183 44 37 33 3.0 17.1 20 17.7
International Peers
Nextera Energy Inc NEE US usb  81.09 186 171 163 155 14 1.3 1.3 1.3 78 45 12.0
Duke Energy Corp DUK US USD 166.98 146 215 199 187 28 2.3 22 21 12.0 27 129
Southern Co/The SO UuS Usbh 4797 571 165 159 153 20 18 1.7 1.7 1.4 5.0 122
American Electric Power AEP US usb 71.14 183 182 173 163 1.9 18 18 1.7 10.3 35 1.2
P G &E Corp PCG US USD 4348 135 120 108 115 1.2 1.1 1.0 0.9 9.9 24 75
Edison International EIXUS USD  66.51 384 163 147 137 1.9 1.7 1.6 1.6 10.8 36 9.0
Xcel Energy Inc XELUS USD  46.59 206 190 180 170 2.1 20 1.9 18 10.6 33 1.1
Ppl Corp PPL US usb  28.79 176 123 118 113 1.9 1.6 1.6 15 14.2 5.7 10.0
Allete Inc ALE US usb 77.16 228 226 210 191 1.9 18 18 1.7 8.0 29 12.8
Firstenergy Corp FE US Usbh  35.01 na. 147 139 137 4.0 24 22 20 23.8 41 9.4
Entergy Corp ETRUS USD  80.55 352 126 136 143 1.8 1.7 1.6 1.6 126 45 104
Eversource Energy ESUS UsSD  60.08 193 184 173 164 1.7 1.7 1.6 15 9.1 34 124 -
Ausnet Services ASTAU AUD 1.62 226 200 241 2341 1.6 1.6 14 15 8.0 55 1.3 :f}
Erm Power Ltd EPW AU AUD 1.52 na. 505 26.1 7.9 0.7 0.8 0.8 0.7 1.5 4.6 37 D;
Simple Average 249 194 172 153 1.9 1.7 1.6 15 10.7 4.0 104 é
Weighted Average 249 175 165 158 2.1 1.8 1.7 1.7 1.3 3.8 1.4 £
o

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet

Year end 31 Dec (HKD m) 2016A 2017A 2018F 2019F 2020F Year end 31 Dec (HKD m) 2016A 2017A 2018F 2019F 2020F
Total Revenue 1,288 1,420 2,019 1,908 2,015 Fixed assets 29 14 14 14 15
Direct costs (6) 1) (5) (3) 4) Interest in joint ventures 42,739 56,415 58,948 61,261 63,197 g
Other net income/(loss) (221) 1,663 559 587 616 Interest in associates 24,202 24,589 24,769 24974 25,201 (;
Other operating costs (809) (525) (515) (504) (494) Other non-current assets 936 409 417 425 433 é
Operating Profit 252 2,557 2,057 1,987 2,133 Total Non-current Assets 67,906 81,427 84,148 86,673 88,846 8
Finance costs (248) (295) (251) (215) (255)
Share of profits of JV 4,705 4421 4,683 4,686 4,706 Cash & Cash Equivalents 15,212 24,557 8,811 9,148 9,541
Share of profits of Associates 1,696 1,733 1,811 1,833 1,829 Bank deposits >3m + overdrafts 46,498 850 0 0 0
Profit Before Tax 6,405 8416 8,300 8,291 8412 Trade and other receivables 161 167 367 363 404
Income Tax 12 97) (94) (99) (104) Total Current Assets 61,871 25,574 9,178 9,511 9,945
Profit After Tax 6,417 8,319 8,206 8,192 8,309
Non-controlling Interest 0 0 0 0 0 Total Assets 129,777 107,001 93,326 96,184 98,791
Shareholders' Profit/ Loss 6,417 8,319 8,206 8,192 8,309

Trade and other payables 2,595 3,197 2,949 3,105 3,061
Basic EPS 3.010 3.898 3.845 3.839 3.893 Other current liabilities 46 3,635 59 65 72

Total Current Liabilities 2,641 6,832 3,008 3,170 3,133

Cash Flow Statement Bank loans and other interest-bearing

Year end 31 Dec (HKD m) 2016A 2017A 2018F 2019F 2020F borrowings 8514 3,679 4433 5,067 5,656
PBT 6,405 8416 8,300 8,291 8,412 Derivative financial instruments 52 789 750 712 676
Income from JV/A (6,401) (6,154) (6,494) (6,519) (6,534) Other non-current liabilities 159 121 132 135 133
Tax paid 42 (49) (94) (99) (104) Total Non-current Liabilities 8,725 4,589 5315 5914 6,466
Other operating cash flows 680 (1,100) (480) 166 (78)
Cash from Operating Activities 726 1,113 1,232 1,839 1,696 Total Liabilities 11,366 11421 8,323 9,084 9,599
(Increase)/decrease in bank deposits (44,471) 45,648 850 0 0 Share capital 6,610 6,610 6,610 6,610 6,610
Investments in JV/A (5.215) 133) (1.391) 70 812 Reserves 111,801 88970 78394 80,491 82,582 <
Dividends from JV/A 379 3727 3844 3939 3981 Total Shareholders' Equity 118,411 95,580 85,004 87,101 89,192 i
(Loans to)/repayments from JV/A - net 0 (3323) 1,327 (647) (423) Minority Interest 0 0 0 0 0 §
Other investing activities “ o74 ®) ® ©) Total Equity 118411 95,580 85,004 87,101 89192 | ©
Cash from Investing Activities (45,848) 42,893 4,622 3,994 4,362 %

Ly

Change in gross debt 0 (2,028) (2,790) 634 569 Financial Ratios g
Dividends paid (5805 (32632  (18782) (6,096) (6.217) 2016A 2017A 2018F 2019F 2020F %
)
Other financing activities 42 ) (28) (35) @37 Growth: 2
Cash from Financing Activities (5,763) (34,661) (21,600) (5,496) (5,665) Revenue (1.5%) 10.2% 42.2% (5.5%) 5.6% 5
Share of profits from JV/A (5.1%) (3.9%) 5.5% 0.4% 0.2% %
o
Cash at Beg of Year 66,097 15,212 24,557 8811 9148 Shareholders' profit (17.0%) 29.6% (1.4%) (0.2%) 1.4%
Net Changes in Cash (50,885) 9,345 (15,746) 337 393
Cash at End of Year 15,212 24,557 8,811 9,148 9,541 Profitabilty:
ROE 5.3% 7.8% 9.1% 9.5% 9.4%
ROA 4.8% 7.0% 8.2% 8.6% 8.5%
Liquidity:
Current ratio (x) 234 37 31 3.0 32
Interest coverage (x) 259 282 327 381 32.6
Net gearing net cash net cash net cash net cash net cash
Dividend payout ratio 256.8% 418.2% 73.9% 75.5% 75.6%
Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform MR Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT (02886 HK),GFI MSCI A | (03156 HK),CAM
SCSMALLCAP (03157 HK),ZHENRO PPT (06158 HK),MR CSI300 ETF-R (CNY) (83127 HK),GFI MSCI A I-R (CNY) (83156 HK),Guotai
Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the issuer mentioned in this Research
Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2018 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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