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I Hong Kong
January 13, 2021 - 7:16 AM

A D D (no change)

Consensus ratings*: Buy5 Hold0 Sell0

Current price: HK$6.55
Target price: > HK$8.19
Previous target: HK$8.19
Up/downside: 25.1%
CGS-CIMB / Consensus: -7.2%
Reuters: 0855.HK
Bloomberg: 855 HK
Market cap: US$1,339m
HK$10,381m

Average daily turnover: US$1.49m
HK$11.53m

Current shares o/s 1,604m
Free float: 48.1%

*Source: Bloomberg

Key financial forecasts

Mar-21F Mar-22F Mar-23F

Net Profit (HK$m) 1,643 1,872 2,129
Core EPS (HK$) 1.02 1.17 1.33
Core EPS Growth 11.6% 13.9% 13.7%
FD Core P/E (x) 6.39 5.61 4.94
Recurring ROE 18.1% 18.1% 18.1%
P/BV (x) 1.09 0.95 0.84
DPS (HK$) 0.31 0.35 0.40
Dividend Yield 4.73% 5.30% 6.10%
—Price Close —Relative to HSI (RHS)
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Price performance 1M 3M 12M
Absolute (%) 0.8 8.1 9.2
Relative (%) -5.9 -6.6 10.5
Major shareholders % held
Chairman, Mr Duan Chuan-lian 29.4
ORIX Corporation 18.2
Analysts

Mark Po

T (852) 3698 6318

E markpo@chinastock.com.hk
Wong Chi Man

T (852) 3698 6317

E cmwong@chinastock.com.hk

China Water Affairs

Environmental protection remains a focus

m The Chinese government released a document titled “Guiding Opinions on
Promoting the Utilization of Waste Water Resources”, which indicates that
environmental protection remains a key focus.

m The latest industry transaction implies that China Water Affairs (CWA) is
trading at an attractive valuation.

m At 6.4x FY21F P/E and 5.6x FY22F P/E and with a yield of 4.7%, CWA's
valuation looks attractive. We maintain our ADD rating, with a target price of
HK$8.19 based on 9x FY21F P/E, which is in line with its historical average.

Waste water reuse to create a growth opportunity

e The Chinese government released a document titled “Guiding Opinions on Promoting
the Utilization of Waste Water Resources”, which indicates that environmental
protection remains a key focus. The document focuses on waste water reuse as an
alternative to securing water. The Chinese government aims to achieve 25% waste
water reuse by 2025 in cities with tight water supply. The waste water reuse level is
expected to reach 35% in Beijing and Tianjin by 2025. The overall waste water
treatment ratio reached 96.81% in 2019, so there is limited room for growth for waste
water treatment players. Waste water reuse is expected to create a growth
opportunity. We believe that China Water Affairs/Kangda [6136.HK] will look for
opportunities from growing waste water reuse. We maintain the view that CWA will
continue to focus on boosting Kangda’s performance, using it as a platform for CWA to
develop its environmental protection business. Kangda is expected to be a growth
driver for CWA.

Recent industry deal shows that CWA is trading at an attractive

valuation

e Suez reported that it will acquire NWS’s [0659.HK] non-controlling stakes in water
businesses in China for a consideration of €693m. The transaction is expected to
close by the end of 1Q21. The consideration implies EV/EBITDA of 12x. The latest
transaction implies that China Water Affairs is trading at an attractive valuation (7x
FY21F).

Maintain ADD with a new target price

e At 6.4x FY21F P/E and 5.6x FY22F P/E and a 4.7% yield, CWA’s valuation looks
attractive. We maintain our ADD rating, with a target price of HK$8.19, based on 9x
FY21F P/E, which is in line with its historical average.

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH CERTIFICATIONS, ARE PROVIDED AT THE END OF THIS REPORT. IF THIS REPORT IS DISTRIBUTED IN
THE UNITED STATES IT IS DISTRIBUTED BY CGS-CIMB SECURITIES (USA), INC. AND IS CONSIDERED THIRD-PARTY AFFILIATED RESEARCH.
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BY THE NUMBERS

Profit & Loss

Balance Sheet

(HK$m) Mar-20A Mar-21F Mar-22F Mar-23F (HK$m) Mar-20A Mar-21F Mar-22F Mar-23F
Total Net Revenues 8,698 9,773 10,695 11,829 Total Cash And Equivalents 5,641 7,758 11,020 15,108
Gross Profit 4,399 4,830 5,270 5,799 Total Debtors 2,922 3,283 3,593 3,974
Operating EBITDA 3,465 3,838 4,239 4,694 Inventories 630 708 775 857
Depreciation And Amortisation (637) (737) (803) (870) Total Other Current Assets 4,095 4,228 4,341 4,481
Operating EBIT 2,828 3,101 3,435 3,824 Total Current Assets 13,289 15,976 19,729 24,420
Financial Income/(Expense) (310) (243) (218) 177) Fixed Assets 14,311 16,575 17,771 18,901
Pretax Income/(Loss) from Assoc. 199 188 286 357 Total Investments 1,031 1,158 1,268 1,402
Non-Operating Income/(Expense) 238 248 251 264 Intangible Assets 1,320 1,320 1,320 1,320
Profit Before Tax (pre-El) 2,955 3,295 3,754 4,268 Total Other Non-Current Assets 11,952 12,084 12,196 12,324
Exceptional ltems 214 0 0 0 Total Non-current Assets 28,614 31,137 32,555 33,947
Pre-tax Profit 3,169 3,295 3,754 4,268 Short-term Debt 4,091 4,596 5,030 5,563
Taxation (657) (749) (854) 971) Current Portion of Long-Term Debt
Exceptional Income - post-tax Total Creditors 5,590 6,280 6,873 7,601
Profit After Tax 2,511 2,545 2,900 3,298 Other Current Liabilities 2,655 2,799 2,956 3,130
Minority Interests (868) (902) (1,028) (1,169) Total Current Liabilities 12,336 13,675 14,859 16,294
Preferred Dividends Total Long-term Debt 13,298 14,940 16,351 18,084
FX Gain/(Loss) - post tax Hybrid Debt - Debt Component
Other Adjustments - post-tax Total Other Non-Current Liabilities 0 0 0 0
Net Profit 1,644 1,643 1,872 2,129 Total Non-current Liabilities 13,298 14,940 16,351 18,084
Recurring Net Profit 1,474 1,643 1,872 2,129 Total Provisions 2,170 2,352 2,548 2,762
Fully Diluted Recurring Net Profit 1,474 1,643 1,872 2,129 Total Liabilities 27,804 30,967 33,759 37,140
Shareholders' Equity 8,508 9,654 11,005 12,537
Minority Interests 5,591 6,493 7,521 8,690
Total Equity 14,099 16,147 18,526 21,227
Cash Flow Key Ratios
(HK$m) Mar-20A Mar-21F Mar-22F Mar-23F Mar-20A Mar-21F Mar-22F Mar-23F
EBITDA 3,465 3,838 4,239 4,694 Revenue Growth 4.8% 12.4% 9.4% 10.6%
Cash Flow from Invt. & Assoc. Operating EBITDA Growth 9.6% 10.8% 10.4% 10.7%
Change In Working Capital Operating EBITDA Margin 39.8% 39.3% 39.6% 39.7%
(Incr)/Decr in Total Provisions Net Cash Per Share (HK$) (7.32) (7.34) (6.46) (5.32)
Other Non-Cash (Income)/Expense BVPS (HK$) 5.30 6.02 6.86 7.82
Other Operating Cashflow 813 149 69 50 Gross Interest Cover 6.59 7.62 7.61 7.70
Net Interest (Paid)/Received (429) (407) (451) (497) Effective Tax Rate 20.7% 22.7% 22.7% 22.7%
Tax Paid Net Dividend Payout Ratio 33.7% 30.2% 29.7% 30.1%
Cashflow From Operations 3,849 3,580 3,856 4,247 Accounts Receivables Days 120.2 115.9 117.3 116.7
Capex (2,787) (3,000) (2,000) (2,000) Inventory Days 49.44 49.42 49.90 49.41
Disposals Of FAs/subsidiaries Accounts Payables Days 424.8 438.2 442.5 438.1
Acg. Of Subsidiaries/investments ROIC (%) 11.6% 11.5% 11.8% 12.7%
Other Investing Cashflow (1,272) 205 403 480 ROCE (%) 9.9% 9.7% 9.7% 9.8%
Cash Flow From Investing (4,059) (2,795) (1,597) (1,520) Return On Average Assets 6.71% 6.27% 6.27% 6.28%
Debt Raised/(repaid) 2,675 2,148 1,845 2,266
Proceeds From Issue Of Shares 0 0 0 0
Shares Repurchased
Dividends Paid (481) (497) (521) (597)
Preferred Dividends
Other Financing Cashflow (297) (310) (307) (295)
Cash Flow From Financing 1,897 1,341 1,016 1,375
Total Cash Generated 1,687 2,126 3,276 4,102
Free Cashflow To Equity 2,465 2,933 4,104 4,993
Free Cashflow To Firm 219 1,192 2,711 3,224
12-mth Fwd FD P/E (x) - China Water Affairs
13 +
12
11 +
10 -
9 +
8 -
7 +
6 -
5 +
4 - - - -
Jan-17A Jan-18A Jan-19A Jan-20A Jan-21F

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH CERTIFICATIONS, ARE PROVIDED AT THE END OF THIS REPORT. IF THIS REPORT IS DISTRIBUTED IN
THE UNITED STATES IT IS DISTRIBUTED BY CGS-CIMB SECURITIES (USA), INC. AND IS CONSIDERED THIRD-PARTY AFFILIATED RESEARCH.
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