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Abundant Pipeline Supports Future Growth, Maintain

"Accumulate"
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Overall gross margin slightly improved 0.7 ppts to 36.1%.

g [ Dongjiang Environmental Protection’s (00895 HK or "DJEP") 1Q2019 .

> revenue increased 6.4% YoY to RMB807 million. Shareholders’ net profit Rating: Accumulate
0; decreased 11.0% YoY to RMB108 million. Results were slightly worse
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° We expect industrial waste recycling revenue CAGR to be 14.4% and
industrial waste treatment and disposal revenue CAGR to be 22.6% in
2018-2021. In addition, we expect overall gross margin to stay between
33.3% and 34.7% in 2019-2021, and expect the Company to have enough Share price i HK$7.630
financial resources to pay for funding needs for the next three years even
without equity financing.

6-18m TP H kit HK$9.00

Stock performance
L] Our 2019-2021 EPS estimates are RMB0.517, RMBO0.707 and RMBO0.886, 00

respectively. Although 1Q2019 results missed expectation, the Company’s
growth prospects remain intact alongside an abundant pipeline to be put into 100 7 o4 of retun
operation over the next three years. Slightly revise down the TP to >0
HK$9.00, representing 2019/ 2020/ 2021 PER of 15.0x/ 11.0x/ 8.7x.
Maintain "Accumulate”.
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DONGJIANG ENV-H

Change in Share Price 1M 3M 1Y
®  IRfIIN 2019 Z 2021 MR EFIBI S B 0.517 T 0.707 FLF1 0.886 T, B 2019 ) o o e
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RIS . BT EFRE 9.009858, HST 15.0/ 11.0/ 8.7 fi#f 2019/ 2020/ 2021 HixIAH) % 202 @9 ©7:3)
ERHTEE. SRR R TE. Rel. % to HS Index (14.0) (10.3) (28.1)
HIXHERRAZZ) %
Avg. Share price(HK$) 86 8.9 9.4
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Source: Bloomberg, Guotai Junan International.
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Environmental Protection Sector

Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
gk LLON JBe AR 1 R 53 ek il B FI A2 B WEE ipcix s (53/14/145) MR EBeian
% 12/31 (RMB m) (RMB m) (RMB) (A%) ®) (RMB) ®) (RMB) (%) (%)
g 2017A 3.100 473 0.547 (12.1) 11.6 4.198 15 0.161 25 135
8 2018A 3,284 408 0.467 (14.6) 14.3 4.556 15 0.140 2.1 10.5
g’ 2019F 3,902 452 0.517 10.7 12.5 4.994 1.3 0.140 2.2 10.7
%‘2 g 2020F 4,632 618 0.707 36.8 9.2 5.629 1.2 0.160 25 13.1
[[ g 2021F 5,408 774 0.886 25.3 7.3 6.423 1.0 0.200 3.1 14.5
* 8 Shares in issue (m) &£ (m) 887.2 Maior shareholder K/ 4 Guanadona Risina 20.7%
5 E Market cap. (HK$ m) ilifii (HK$ m) 6.769.3 Free float (%) H MR (%) 79.3
|_|CJ 3 month averaae vol. 3 1~ AP 42 B %7 (‘000) 420.6 FY19 Net aearina (%) FY19 /i fii/ i AR %4 (%) 45.2
) 52 Weeks hiah/low (HK$) 52 il @ /K (HKS) 12.900 / 7.600 FY19 Est. NAV (HK$) FY19 & fhfd (Ho0) 115
;g Source: the Company, Guotai Junan International.
g
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1Q2019 shareholders’ net profit decreased 11.0% YoY to RMB108 million; results were worse than expected. Dongjiang
Environmental Protection’s (00895 HK) 1Q2019 revenue increased 6.4% YoY to RMB807 million. Shareholders’ net profit
decreased 11.0% YoY to RMB108 million. Results were worse than expected, mainly due to higher-than-expected increase in
expenses, in particular, selling expenses was up 58.4% YoY to RMB30 million, administrative expenses up 6.9% YoY to
RMB79 million and finance costs up 39.1% YoY to RMB34 million, all having increased faster than revenue. Overall gross
margin slightly improved 0.7 ppt YoY to 36.1%. As at 31 March 2019, the Company had net debt of RMB2.1 billion, the same
compared to end of 2018. During 1Q2019, operating cash inflow was RMB318 million, up 496% YoY.

Figure 1: DJEP’s 2018 Segmental Revenue Figure 2: DJEP’s 2018 Segmental Gross Profit
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Table 1: DJEP’s 2018 Segmental Performance

Revenue (RMB ’000) YoY  Gross Margin YoY

Industrial waste recycling 1,228,372 +4.0% 25.4% -1.9 ppts
Industrial waste treatment and disposal 1,286,740 +10.2% 47.4% -0.3 ppts
Municipal waste treatment and disposal 262,003 +35.8% 12.7% -0.1 ppts
Renewable energy utilization 91,447 -1.7% 31.5% -5.1 ppts
Environmental engineering services 173,303 -38.1% 28.4% +2.7 ppts
Trading and others 104,516 -18.1% 75.3% +3.3 ppts
Waste electrical appliance dismantling treatment 137,700 +140.3% 34.6% +17.3 ppts
Total 3,284,081 +5.9% 35.3% +35.3 ppts

Source: the Company.

We expect industrial waste recycling revenue CAGR to be 14.4% in 2018-2021. During 2018, industrial waste recycling
revenue increased 4.0% to RMB1,228 million, mainly due to increase in sales of higher priced metal products, in which copper
products sales increased 3.5% to 56,760 tons and tin products sales increased 3.7% to 3,945 tons. These higher priced
products drove up the average selling price of products of recycled metal products, from RMB14,192/ton in 2017 to
RMB15,493/ton in 2018. Segmental gross profit dropped 3.4% YoY to RMB311 million, while segmental gross margin dropped
1.9 ppts YoY to 25.4% due to increased competition leading to sales price cut, increasing raw materials cost and increasing
labor cost. New capacity in recycling was just put into operation in 2018, such as Xingye Dongjiang which had a 3,000 tons per
year in recycling capacity, Shandong Weifang Lanhai Project which had a 15,900 tons per year recycling capacity, and projects
under construction such as Jiangxi Dongjiang Project. We expect industrial waste recycling revenue to increase steadily in the
next 3 years. Overall, we expect industrial waste recycling revenue to increase at a CAGR of 14.4% in 2018-2021.

We expect industrial waste treatment and disposal revenue to increase at a CAGR of 22.6% in 2018-2021. During 2018,
industrial waste treatment and disposal revenue increased 10.2% to RMB1,287 million due to increase in capacity utilization
and release of new capacity. Segmental gross profit increased 9.4% to RMB610 million, while segmental gross margin dropped
0.3 ppts YoY to 47.3%. The Company added 258,000 tons/year of new capacity during the year, while having another 298,000
tons/year of new capacity pipeline (excluding the 540,000 tons landfill facility in Jiangxi Province) over the next two years. We
expect industrial waste treatment and disposal revenue to accelerate in growth over the next three years due to the substantial
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addition in new capacity in 2018 and abundant pipeline in 2019 and 2020. Overall, we expect industrial waste treatment and
disposal revenue to increase at a CAGR of 22.6% in 2018-2021.

Table 2: DJEP’s Project Pipeline (tons/year)

Tonsl/year Completion Incineration Phy. & Chem. Comprehensive/Landfill Detox. Recycling
Shaoguan Green 2018 9,500 0 0 0 80,000
Xingye Dongjiang 2018 20,000 15,000 33,500 0 3,000
Shandong Weifang Lanhai 2018 60,000 120,000 0 0 15,900
2018 Total 89,500 135,000 33,500 0 98,900
Tangshan Caofeidian Wandesi 2019/2020 19,800 12,130 26,203 0 0
Nantong Dongjiang 2019/2020 20,000 15,000 0 1,800 0
Foshan Fulong 2019/2020 30,000 0 19,700 0 0
Fujian Nanping 2019/2020 20,000 0 0 0 0
Huaxin Environmental 2019/2020 19,800 0 0 3,650 0
Jiangxi Dongjiang Recycle* 2019/2020 15,000 35,000 8,000* 0 28,000
Xiamen Dongjiang 2019/2020 20,000 20,000 20,000 0 0
2019/2020 Total 144,600 82,130 65,903 5,450 28,000

Source: the Company, Guotai Junan International.
*Excluded total 540,000 tons landfill capacity.

We expect overall gross margin to stay between 33.3% and 34.7% in 2019-2021. During 2018, overall gross margin
dropped slightly by 0.6 ppts. YoY to 35.3%, mainly due to the fast increase in revenue from municipal waste treatment and
disposal business (up 35.8% YoY) which had a much lower gross margin (12.7%) compared with overall gross margin (35.3%),
dragging it down, while gross margin of the Company’s main businesses industrial waste recycling (25.4%, down 1.9 ppts YoY)
and industrial waste treatment and disposal (47.4%, down 0.3 ppts YoY) were relatively stable. Despite that we expect revenue
contribution from the higher gross margin industrial waste treatment and disposal business to continue climbing from 39.2% in
2018 to 43.8% in 2021 due to capacity expansion, the positive effect is unlikely enough to offset gross margin decline in other
businesses due to keen competition, and gross margin will not sustainably rise. Overall, we expect gross margin to stay
between 33.3% and 34.7% in 2019-2021.

We expect the Company to have enough financial resources to pay for funding needs for the next three years even
without equity financing. During 2018, the Company spent RMB847 million in capital expenditure, and another RMB361
million in dividends and interest expenses, while operating cash inflow was RMB898 million, leaving a gap of RMB310 million,
which can be easily matched with its RMB1,054 million cash position. In addition, as at 31 December 2018, the Company’s
debt ratio and net gearing ratio stood at 52.0% and 45.2%, respectively, lower than the industry average, with much room for
increasing its leverage. We expect that operating cash inflow will increase from RMB849 million in 2019 to RMB871 million in
2020 and to RMB1,393 million in 2021, while the funding gap (operating cash inflow — capital expenditure — distribution of
dividends and interest expenses) to narrow from RMB90 million in 2019 to RMB87 million in 2020, and to a surplus of RMB385
million in 2021. As such, we expect the Company to have enough financial resources to pay for its funding needs for the next
three years even without equity financing.

Slightly revise down the TP to HK$9.00 on missed 1Q2019 results, maintain "Accumulate". Our EPS forecasts for 2019/
2020/ 2021 are RMB0.517, RMB0.707 and RMBO0.886, respectively. Although the Company’s 1Q2019 results were worse than
expected, we think that it was mainly due to increase in compliance costs with the tightening of regulatory environment, as well
as the Company’s higher operating costs as a result of strengthening of governance and internal control, while its revenue
growth is still in line with expectations. In addition, the Company has a strong pipeline of projects and a large amount of new
capacity will be put into operation in the next three years, especially for hazardous waste treatment and disposal capacity which
has higher gross profit margin compared with other business segments. We think that the growth rate of revenue and profit will
accelerate compared with the past two years. Based on the worse-than-expected 1Q2019 results, we have slightly lowered the
target price to HK$9.00, equivalent to 15.0x/ 11.0x/ 8.7x 2019/ 2020/ 2021 P/E. As current valuation is still low compared with
growth prospects, the "Accumulate" rating has been maintained.
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Table 3: Peers Valuation

Market
Cap PE PB ROE(%) DIY(%)  ROA(%)

Company Stock Code Currency Lastprice  HKDm 18A 19F 20F 21F 18A  19F  20F 21F 19F 19F 19F
Dongjiang Environmental-H 00895HK HKD 7630 103724 137 13 98 94 1412 141 0.9 134 23 53
China Everbright Intl Ltd 00257HK  HKD  7.280 447209 85 8.3 7.0 6.1 13 12 1.0 09 147 37 58
Dynagreen Environmental Pr-H 01330HK  HKD 3850 11,1627 130 102 78 6.4 14 12 14 11 12 33 37
New Universe Environmental G 00436HK HKD 0340 10170 137 na  na  na 11 na.  na  na na. na. na.
Capital Environment Holdings 03989HK  HKD 0190 26874 124 104 67 4.8 07 05 05 04 57 na. 21
Beijing Enterprises Environm 00154HK  HKD 0770  1,155.3 44 na. na. na. 04 na na na na. na. na.
Weigang Environmental Techno 01845HK HKD 1010 1,3467 174 na  na  na 90 na na na na. na. na.
Canvest Environmental Protec 01381HK  HKD 3580 87887 117 9.9 85 73 17 14 13 11 15.3 1.6 79
Simple Average 18 100 79 6.8 21 11 10 09 12.2 27 5.0
Weighted Average 100 90 74 6.3 15 12 11 1.0 14.0 26 56

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

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F
Total Revenue 3,100 3,284 3,902 4,632 5,408 Fixed Assets 3,345 3,931 4,522 5119 5733 g
Cost of Sales (1,988) (2,125) (2,602) (3,038) (3,532) Long-term Investments 472 352 392 436 484 cl
Gross Profit 1,112 1,159 1,300 1,594 1,876 Intangible Assets 2,159 2,106 2,315 2,545 2,797 g
Other Non-current Assets 228 267 274 293 312 :
Other Income and Gains 112 226 260 309 361 Total Non-current Assets 6,204 6,656 7,503 8,393 9,326
Selling and Distribution Expenses (69) (99) (125) (148) (173)
Administrative Expenses (415) (466) (530) (615) (697) Inventories 313 300 368 417 82
Other Expenses (53) (134) (164) (190) (219) Bills and Accounts Receivables 781 753 871 1,201 1,550
Share of Profits of JV 22 13 15 19 22 Contract Assets 0 9 114 135 158
Operating Profit 709 700 758 968 1171 Cash & Cash Equivalents 1,242 1,054 780 376 461
Other Current Assets 700 886 971 1,066 1,170
Finance Costs (99) (134) (136) (141) (146) Total Current Assets 3,036 3,088 3,104 3,194 3420
Share of Profits of JVs / Associates 12 (7) (5) (6) 9) Total Assets 9,240 9,744 10,607 11,587 12,746
Profit Before Tax 623 558 617 821 1,015
Income Tax (69) (84) (93) (123) (152) Short-term Borrowings 1873 1,834 1,834 1,834 1,834
Profit After Tax 553 474 524 698 862 Account Payables 705 708 824 914 1,009
Contract Liabilities 0 152 186 217 253
Non-controlling Interest (80) (66) (73) (80) (88) Other Current Liabilities 592 830 911 1,022 1,140
Shareholders' Profit / Loss 473 408 452 618 74 Total Current Liabilities 3,170 3,524 3,755 3,987 4,236
Basic EPS 0.547 0.467 0517 0.707 0.886 Long-term Borrowings 293 436 595 684 787
DPS 0 0 0 0 0 Bonds Payables 1,290 903 903 903 903
Other Non-current Liabilities 166 196 207 222 238 Q
Total Non-current Liabilities 1,748 1,534 1,704 1,809 1,927 i
Cash Flow Statement Total Liabilities 4918 5,058 5,460 5,796 6,163 %
e
oK
Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F Share Capital 888 887 887 887 887 ;
Profit Before Tax 553 474 524 698 862 Reserves 2,841 3,155 3,543 4,106 4811 T
Depreciation and Amortization 259 325 372 469 582 Total Shareholders' Equity 3729 4,042 4430 4,993 5,698 \:
Change in Working Capitals (244) (103) (120) (344) 21 Minority Interest 593 644 nr 97 885 ‘g
Other Operating Activities 103 202 72 49 (72) Total Equity 4322 4,686 5147 5,790 6,583 %
Cash from Operating Activities 671 898 849 871 1,393 Total Equity and Liabilities 9,240 9,744 10,607 11,587 12,746 g
g
w
Capital Expenditure (933) (970) (639) (649) (672) BVPS 4198 4556 4.994 5629 6423 =2
Other Investing Activities (60) 15 (386) (456) (456) :%
Cash from Investing Activities (993) (955) (1,025) (1,105) (1,127) é

Financial Ratios

Issue of Shares 1 13 0 0 0 2017A 2018A 2019F 2020F 2021F
Net Borrowings 661 208 159 89 103 Gross Margin (%) 359 353 333 344 347
Dividends (270) (361) (260) (265) (288) Operating Margin (%) 229 213 194 209 216
Other Financing Activities 2 3 0 0 0 Net Margin (%) 15.3 124 11.6 133 143
Cash from Financing Activities 404 (136) (101) (176) (186) ROA (%) 54 43 44 56 64
ROE (%) 135 105 10.7 131 145
Cash at Beg of Year 1,140 1,222 1,029 752 343 Net Gearing Ratio (%) 51.2 452 49.6 52.6 46.5
Net Changes in Cash 83 (193) (278) (409) 80 Interest Coverage (x) 71 52 5.6 6.9 8.0
Forex Changes 0) 0 0 0 0
Add: Non-pledged Time Deposits over 3M 21 25 29 33 38
Cash at End of Year 1,242 1,054 780 376 461

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),BANK OF GANSU (02139 HK),BINHAI INVESTMENT (02886
HK),VALUE A SHARE (03095 HK),CAM SCSMALLCAP (03157 HK),HAITIANTIAN (08227 HK),CSOP MSCI-R (CNY) (83149
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 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.

© 2019 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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