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2016A 79,434 12,711 5.030 (18.9) 17.3 41.866 2.1 2.800 3.2 13.3
o 2017A 92,073 14,249 5.640 12.1 15.4 48.094 1.8 2.910 33 13.8
T 2018F 97,038 15,024 5.947 5.4 14.6 51.026 1.7 3.016 35 13.4
= 2019F 99,310 13,734 5.436 (8.6) 16.0 53.336 1.6 3.134 3.6 115
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! Tn/ Shares in issue (m) &% (m) 2,526.0 Major shareholder X% %< The Hon Sir Michael Kadoorie 19.0%
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T 52 Weeks high/low (HK$) 52 & @&/MIE (HK$) 97.000 / 75.050 FY18 Est. NAV (HK$) FY18 & fiift (H:o0) 99.1
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d Source: the Company, Guotai Junan International.
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Total electricity consumption in Hong Kong during M1-M9 2018 was basically flat YoY due to reduced exports to
mainland China. The Hong Kong Census and Statistics Department reported total electricity consumption during M1-M9 2018 was
125,332 TJ, basically flat YoY. Excluding electricity exported to mainland China, local power consumption during the period was
123,334 TJ, up 1.4% YoY, basically in line with our expectations. Residential and commercial use of electricity continued to account
for the majority of power consumption in Hong Kong, representing 26.9% and 64.5% of total consumption during the same period.
Over the next few years, we expect power consumption growth in Hong Kong to remain stable at around 1.0%.

Figure-1: Hong Kong Electricity Consumption
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Source: HK Census and Statistics Department.

The Australian Energy Regulator ("AER") formally began the process to set a default market offer ("DMO") price for retail
electricity, which will likely lead to lower retail prices beginning July 1, 2019. The AER published its position paper in
response to the Australian government’s decision to scrap the National Energy Guarantee ("NEG") and request for the AER to
develop an electricity price cap as recommended by the Australian Competition and Consumer Commission ("ACCC") in its retail
pricing report in June, 2018. A formal decision will be made on April 30, 2019. The AER has indicated that it would prefer to use a
"top-down" approach to determine the DMO, whereby the DMO would be determined based on current market prices and future
expected prices. The AER will also evaluate the DMO through a traditional "bottom-up" approach through cost-based analysis, but
has expressed concerns about accessibility of accurate detailed cost information and limited time.

Australian electricity prices have increased significantly faster than other developed nations over the past decade. The
ACCC reported that the average residential electricity price in Australia had risen 55.8% to AU$ 29.6 cents/kWh from AU$ 19.0
cents/kWh during the period 1H2007 to 1H2018. According to the Australian Energy Statistics, the real household electricity price
index rose 82.7% over the same period. Average residential electricity prices in the U.S. and EU over the same period rose 19.0%
and 11.4% to US$ 12.9 cents/kWh (approx. AU$ 13.7 cents/kwh) and EUR 13.0 cents/kWh (approx. AU$ 20.4 cents/kwh),
respectively.

Figure-2: Average Electricity Prices in Australiavs. U.S. and EU, 2007-2018
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Source: EIA, Eurostat, Australian Energy Statistics.
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High competition in retail electricity markets and gradually declining wholesale electricity prices amidst increased
regulatory uncertainty could weigh on CLP’s results in Australia over the next few years. The Company said it expects
competition in retail markets to remain high in 2H2018, recording a 3.3% YoY decline in total account numbers in 1H2018.

0
Weighted average wholesale electricity spot prices during M1-M9 2018 declined 22.0% YoY to AU$ 85/MWh as prices have §
declined from the spike as a result of the Hazelwood Power Station closure in March 2017 and new renewable power sources ’g
coming online. Forward contract prices for wholesale electricity suggest a gradual declining trend over the next few years, as §
average prices are expected to decline 19.9% from 4Q2018 to 4Q2021. Increased regulatory uncertainty as a result of scrapping 2
™
of the NEG and establishment of the DMO will likely keep retail market competition high as wholesale prices are expected to = ™
decline, which could lead to downward pressure on CLP’s Australian business results.
Figure-3: Australia Electricity Average Spot Prices and Q1 Figure-4: Australia Electricity Quarterly Forward Base
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Earnings and Valuation S
8
)
We revise 2018E-2020E shareholders’ profit by (0.6%)/ (4.4%)/ (0.0%) to HK$ 15,024 mn/ HK$ 13,734 mn/ HK$ 14,475 mn. j
The revised estimates represent YoY growth of 5.4%, (8.6%), and 5.4%, respectively. We have adjusted downward our earnings i
forecasts primarily to account for increased uncertainty surrounding CLP’s Australian business. We expect downward pressure on | &
the Company’s margins to negatively impact earnings in Australia due to intense competition in the retail energy market while é
wholesale prices gradually trend downwards, reducing earnings from the wholesale market. i
-
3]

Table 1: Major Assumptions Revisions
New estimates

Previous estimates Revision % change

HKD million 2018E 2019E 2020E 2018E 2019E 2020E 2018E 2019E 2020E
Revenue 97,038 99,310 102,627 95,546 99,317 103,647 1.6% (0.0)% (1.0)%
Operating profit 19,605 18,107 19,167 19,184 18,505 18,944 2.2% (2.2)% 1.2%
Shareholders' profit 15,024 13,734 14,475 15,108 14,367 14,480 (0.6)% (4.4)% (0.0)%
Source: the Company, Guotai Junan International.

Table 2: CLP’s Operating Earnings* Estimates

HKD million 2016 2017 2018E 2019E 2020E
Hong Kong SoC 8,758 8,863 8,683 7,674 7,996
India 469 647 668 830 1,123
Australia 1,849 2,739 3,725 2,652 2,630
China and Others 1,258 1,058 1,940 2,167 2,308
Total 12,334 13,307 15,016 13,323 14,057
% YoY change 7.1% 7.9% 12.8% (11.3%) 5.5%

Source: the Company, Guotai Junan International.

*Note: operating earnings is defined as shareholders’ profit excluding items affecting comparability.
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Lower TP to HK$ 91.00 and maintain investment rating, "Accumulate". The TP represents 15.3x/ 16.7x/ 15.9x 2018E-2020E
PER and corresponds to 1.8x/ 1.7x/ 1.6x 2018E-2020E PBR. CLP’s 5-year historical average PER is 14.57x and PBR is 1.77x.
We have lowered our TP as we have priced in higher risk from CLP’s Australia business but maintain our investment rating as we

believe the Company remains an attractive defensive investment that offers predictable earnings and stable dividends growth,

especially considering current market conditions.

Figure-5: CLP’s PER Curve, 2012-2018

Figure-6: CLP’s PBR Curve, 2012-2018
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Source: Bloomberg, Guotai Junan International.

Figure-7: CLP’s Dividends and Payout Ratio, 2010-2020E
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Table 3: Peers Comparison

Company PE (fiscal year) PB (fiscal year) ROE(%) D/Y (%) EV/EBITDA
Stock Code  Currency Last price 17A 18F 19F 20F 17A 18F 19F 20F 18F 18F 18F
HK-Listed Peers
Clp Holdings Ltd 2HK HKD 87.05 154 151 169 164 20 19 1.8 1.7 12.9 35 104
Ck Infrastructure HoldingsL 1038 HK HKD 57.65 142 130 123 1.8 14 1.3 1.2 1.2 101 44 65.0
Power Assets Holdings Ltd 6 HK HKD 52.65 135 143 143 140 1.2 14 1.3 1.3 8.7 53 90.7
Hk Electric Investments -Ss 2638 HK HKD 7.46 197 195 256 252 1.3 1.3 1.3 14 6.8 54 13.2
Simple Average 157 155 173 168 1.5 15 14 14 9.6 46 448
Weighted Average 152 149 1641 15.7 1.6 15 15 14 10.5 43 422
International Peers
Nextera Energy Inc NEE US usb 85.58 196 180 172 163 14 14 14 1.3 79 43 124
Duke Energy Corp DUK US USD  176.56 154 228 211 19.6 29 25 23 22 11.8 25 132
Southern Co/The SO US USD  46.81 557 155 155 151 1.9 18 1.8 1.7 12.0 5.1 1.7
Dominion Energy Inc DUS usb 72.25 153 177 170 163 27 22 2.1 21 137 46 12.7
American Electric Power AEP US usb 75.32 194 1941 182 172 20 1.9 1.9 18 105 33 1.6
P G & E Corp PCG US usD 39.92 124 104 9.9 9.5 11 1.0 0.9 0.9 10.9 0.2 8.1
Edison International EIXUS usb 61.00 353 148 135 125 1.7 1.6 15 14 1.1 40 8.8
Xcel Energy Inc XELUS usb 50.34 223 204 193 181 22 21 20 1.9 10.7 3.0 1.6
Ppl Corp PPLUS usD 31.69 193 135 130 124 20 1.9 1.8 1.7 148 52 109
Allete Inc ALE US usb 76.85 227 228 212 195 1.9 18 1.8 1.7 8.2 29 121
Firstenergy Corp FE US usD 38.00 na. 152 150 149 43 27 24 2.3 234 38 9.8
Entergy Corp ETRUS usb 85.56 374 124 143 150 1.9 18 1.7 1.7 132 42 10.7
Eversource Energy ES US usD 65.14 209 199 187 176 1.9 18 1.7 1.7 9.1 3.1 128
Ausnet Services ASTAU AUD 1.72 240 212 256 245 1.7 1.7 1.6 1.6 8.0 55 1.3
Erm Power Ltd EPW AU AUD 1.71 n.a. na. 141 7.8 0.7 1.7 1.8 15  (19.8) 54 163.3
Simple Average 246 174 169 158 20 1.9 1.8 1.7 9.7 38 214
Weighted Average 238 180 172 164 22 2.0 1.9 1.8 1.7 37 11.9

Source: Bloomberg, Guotai Junan International.
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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 79,434 92,073 97,038 99,310 102,627 Fixed assets 130,189 137,207 141,943 146,801 151,307
Purchases of electricity, gas and Leasehold land and land use rights 5444 5,345 5,240 5,140 5,045
(31,743) (38,121) (40,980) (42,779) (45,092)
distribution services Investment property 3,788 1,186 4,603 4,864 5,125
Staff expenses (3.892) (4,195) (4,421) (4,299) (4,220) Goodwill and other intangible assets 27,653 29,087 28,867 28,636 28,417
Fuel and other operating expenses (19,744) (23,691) (24,259) (24,828) (25,657) Interests in JV/A 10,784 18,464 19,803 21,132 22,433
Depreciation and amortisation (6,909) (7,368) (7,888) (8,140) (8,372) Finance lease receivables 713 620 804 767 741
Other income - net 0 0 "7 (1,159) (120) Deferred tax assets 981 929 910 892 874
Operating Profit 17,146 18,698 19,605 18,107 19,167 Derivative financial instruments 1,519 956 1,184 1,303 1,433
Available-for-sale investments 1,528 349 2,050 2,254 2,480
Finance costs - net (2,124) (2,029) (2,178) (2,402) (2,501) Other non-current assets 181 298 295 292 289
Share of results, net of income tax: Total Non-current Assets 182,780 194,441 205,698 212,081 218,143
WV 737 508 606 597 618
Associates 904 950 1,628 1,731 1,768 Cash & Cash Equivalents 4,467 6,529 4,808 4,266 5420
Profit Before Tax 16,663 18,127 19,661 18,032 19,052 Inventory - stores and fuel 2,565 3,050 3279 3423 3,608
Income Tax (2,855) (2,780) (3,571) (3,353) (3,629) Trade and other receivables 13,799 15,427 15,163 15,443 15,817
Profit After Tax 13,808 15,347 16,089 14,679 15,423 Finance lease receivables 51 148 141 134 127
Non-controlling Interest (1,097) (1,008) (1,085) (945) (948) Derivative financial instruments 692 1,137 1,194 1,254 1,316
Shareholders' Profit/ Loss 12,711 14,249 15,024 13,734 14,475 Restricted cash 200 347 316 290 217
Other current assets 1,424 7,072 3,861 5778 4,802
Basic EPS 5.030 5.640 5.947 5436 5.730 Total Current Assets 23,198 33,710 28,761 30,587 31,366
Total Assets 205,978 228,151 234,459 242,667 249,510
Cash Flow Statement
Year end 31 Dec (HKD m) 2016A 2017A 2018F 2019F 2020F Customers’ deposits 4,999 5,221 5,290 5496 5816
PBT 16,663 18,127 19,661 18,032 19,052 Fuel clause account 0 2212 0 0 0
Finance costs - net 2124 2,029 2178 2,402 2,501 Trade and other payables 19,921 18,978 19,992 20,222 20,181
D&A 6,909 7,368 7,888 8,140 8,372 Bank loans and other borrowings 10,651 8,472 9,150 9,882 10,672
JVA (1,641) (1458) (2,233) (2,328) (2,386) Other current liabilities 1,769 1,551 1,768 1,708 1,784
Change in Working Capital 289 1,675 2,100 (1932) 652 Total Current Liabilities 37,340 36,434 36,200 37,308 38,453
Other operating cash flows 1,009 (1,235) 0 0 0
Net cash inflow from operations 25,353 26,506 29,593 24315 28,192
Interest received 137 145 196 146 131 Bank loans and other borrowings 40,995 48,869 49,674 50,050 49,563
Income tax paid (1,814) (2.234) (3.621) (3.675) (3.810) Deferred tax liabilities 13819 14,275 13,990 13,710 13436
Cash from Operating Activities 23,676 24417 26,168 20,786 24513 Derivative financial instruments 1,580 1640 1,558 1480 1406
SoC reserve accounts 860 977 860 2,019 2,139
Capital expenditure (9,756) (9,538) (12,444) (12,822) (12,732) Asset decommissioning liabilities 916 2,987 1,503 1,608 1,753
Investment / (disposal) of fixed assets 848 120 (2641) 532 551 Other non-current liabilties 4,695 1462 1,760 1741 1698
Investment in intangible assets (308) (549) (631) (638) (644) Total Non-current Liabilities 62,865 70,210 69,345 70,608 69,995
(Inv)/disposal of JV/A 2 (5,183) (1,014) (961) (927)
Dividends received from JV/A 1,924 1,728 1,909 1,959 2,012 Total Liabilities 100,205 106,644 105,545 107,916 108,448
Other investment cash flows (1,006) (3,313) (2,110) (283) (327)
Cash from Investing Activities (8296) (16735  (16931)  (12213)  (12,067) Share capital 23,243 23,243 23,243 23,243 23,243
Others 74,767 85,454 92,974 98,908 105,316
Change in gross debt (4,189) 4409 1,483 1,108 304 Total Shareholders' Equity 98,010 108,697 116,217 122,151 128,559
Interest and other finance costs paid (1,901) (1.779) (2.374) (2,549) (2632) Minority Interest 7,763 12,810 12,697 12,600 12,503
Dividends paid (8.176) (8.442) (8.682) (8842) 9.113) Total Equity 105,773 121,507 128,914 134,751 141,062
Exchange rate changes (190) 243 0 0 0
Other Financing Cash Flows (22) (51) (1,385) 1,167 148
Cash from Financing Activities (14478 (5620)  (10958)  (9115)  (11.293) Financial Ratios
2016A 2017A 2018F 2019F 2020F
Cash at Beg of Year 3,565 4467 6,529 4,808 4,266 ROE (%) 133 138 134 15 15
ROA (%) 63 6.7 66 59 6.0
Net Changes in Cash 902 2,062 (1,721) (542) 1,153 Current ratio (x) 06 09 08 08 08
Cash at End of Year 4,467 6,529 4,808 4,266 5420 Interest coverage (x) 58 64 6.1 52 54
Net gearing (%) 53.0 515 51.0 50.1 472
Source: the Company, Guotai Junan International. EV/EBITDA (x) 74 66 6.1 6.0 6.0
Dividend payout ratio (%) 55.7 516 50.7 576 56.4
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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.
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