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9M2018 Earnings Jumped 15.5% YoY, Reiterate "Buy"
20184FEHTON H #FI [F LL 19 15.5%, B H “SEAN”

° 9M2018 earnings went up YoY by 15.5%, better than market expectation.

Sales and net profit in 9M2018 went up YoY by 19.2% and 15.5%, Rating: Buy
respectively. Quarterly earnings in 3Q2018 jumped 28.0% YoY. Operating
results in 9M2018 were better than market expectation. Gross margin in Sy BN

9M2018 went down YoY by 2.2 ppt to 20.0% and net margin was down YoY
by 0.1 ppt to 3.1%.
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° New orders in 9M2018 went up YoY by 18.6%. New orders secured in
9M2018 reached RMB 90.3 bn, up YoY by 18.6%, and orders on hand
reached RMB 228.4 bn (including RMB 106.4 bn in orders not yet coming into Share price : HK$2.720
effect), which was relatively flat compared to that at year end 2017. New
orders of new energy equipment and modern services went up YoY by 22.7%
and 59.5%, respectively.

Stock performance
eSS

o Power generating infrastructure investment in China in 9M2018 reached
RMB 169.6 bn, down YoY by 1.9%. In 9M2018, newly installed power 200 T+ % ofretun

capacity in China reached 81.1 GW, down YoY by 13.1%. Newly installed 150 +
thermal and hydro during the period dropped YoY by 23.2% and 19.0%, 100 +
it o respectively. However, newly installed nuclear and wind capacity increased 50
& § 59.1% YoY and 30.0% YoY, respectively. We expect China’s investment in 00 A s
= renewable energies to continue to accelerate going forward. (50)
m S o\
g [ We reiterate the "Buy" rating and the TP of HK$ 3.63. We maintain our EZZ: |
% 2 bullish view on Shanghai Electric given its continued reform and corporate (20'0) |
m X transformation. Our TP corresponds to 15.4x/ 13.6x/ 12.6x FY18-FY20 PER (25'0) |
w = or 0.9x/ 0.8x/ 0.8x FY18-FY20 PBR. o0 |
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B, RAGEFR R AURMINE . RAOTM B AST 15.4 %/13.6 #/12.6 &1
2018-2020 4E T & 8l 0.9 /0.8 1/0.8 ¥ 2018-2020 4%,

Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
4k ['ON JBE AR A B MR B FI A2 B WEE ipcix s (53/14/145) g5 E R T e S
12/31 (RMB m) (RMB m) (RMB) (A %) (x) (RMB) (x) (RMB) (%) (%)
Q 2016A 88,507 2,355 0.171 7.5 14.2 3.566 0.7 0.000 0.0 5.4
I 2017A 79,544 2,627 0.187 9.4 12.1 3.772 0.6 0.092 4.1 5.1
R 2018F 99,325 3,062 0.208 11.2 11.5 3.758 0.6 0.083 35 55
E g 2019F 110,991 3,448 0.234 12.5 10.2 3.772 0.6 0.082 3.4 6.2
iﬁ \U/ 2020F 120,525 3,733 0.253 8.1 9.5 3.800 0.6 0.089 3.7 6.7
M ‘;E Shares in issue (m) &£ (m) 14,725.2 Major shareholder K%< SEC Group 60.9%
5 T Market cap. (HK$ m) 1if (HK$ m) 40,052.5 Free float (%) H i ELE (%) 35.8
‘T 3 month average vol. 3 /™ H 34 A i (‘000) 5,670.2 FY18 Net gearing (%) FY18 i i fii/fk =& 4 (%) Net cash
g, 52 Weeks high/low (HK$) 52 Jil = /M (HK$) 3.390/2.380 FY18 EV / EBITDA (x) FY18 1) {f/ EBITDA (x) 55
_‘CCFS Source: the Company, Guotai Junan International.
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Earnings in 9M2018 went up YoY by 15.5% to RMB 2,169 mn, beating market expectation. Sales and net profit in the 3rd
quarter of 2018 went up YoY by 7.2% and 28.0%, respectively. Whereas, sales and net profit in 9M2018 rose YoY by 19.2% and
15.5%, respectively. The Company's net earnings in the first 9 months were better than market expectation but in line with our
expectation. Sales of all business segments recorded different extents of growth in 9M2018. In which, sales of new energy
equipment went up YoY by 14% to RMB 8.5 bn, sales of high efficiency clean energy equipment jumped 20% YoY to RMB 23.1 bn,
industrial equipment sales was up 12% YoY to RMB 28.2 bn, and sales of modern services rose YoY by 17% to RMB 12.7 bn. The
difference between actual sales in 9M2018 and the sum of segmental sales was mainly due to inter-segmental eliminations.
Strong growth seen in 9M2018 was a result of continued transformation of Shanghai Electric and the 2" round of restructuring
completed in November 2017. Gross margin of all 4 business segment experienced YoY decline in 9M2018, which led to overall
gross margin decline of 2.2 ppts YoY to 20.0% and net margin drop of 0.1 ppt YoY to 3.1% (gross margin and net margin in
3Q2018 was down 0.9 ppt YoY and up 0.4 ppt YoY, respectively). Looking ahead, we believe that Shanghai Electric will continue to
benefit from further SOE reform, Belt and Road strategy, and continued corporate transformation (from power equipment giant to
industrial equipment giant). We are optimistic about the outlook of the Company. We believe that the newly injected assets from
the 2" round of restructuring will continue to transform Shanghai Electric and will be the Company’s growth drivers going forward.

Table-1: 9M2018 & 3Q2018 Operating Results Overview

9M2018 9M2017 30Q2018 30Q2017
(RMB mn) (Restated) EoL e ° (Restgted) B
Revenue 69,905.4 58,647.6 19.2% 18,631.4 17,382.5 7.2%
COGS (55,920.0) (45,634.3) 22.5% (14,636.3) (13,499.4) 8.4%
Gross profit 13,985.4 13,013.2 7.5% 3,995.1 3,883.1 2.9%
Selling expense (2,203.9) (2,182.6) 1.0% (586.7) (642.9) -8.7%
General & admin expense (4,373.4) (4,114.6) 6.3% (1,439.1) (1,370.0) 5.0%
R&D expense (2,157.2) (1,764.6) 22.3% (696.6) (632.0) 10.2%
Other operating expense (1,783.4) (2,156.2) -17.3% (385.2) (596.1) -35.4%
EBIT 3,467.5 2,795.2 24.1% 887.4 642.1 38.2%
Other income and gains 647.4 625.3 3.5% 114.2 341.8 -66.6%
Finance income / (cost) (489.3) (343.7) 42.3% (106.2) (132.6) -19.9%
Share of affiliate / JV 788.5 9124 -13.6% 281.2 310.1 -9.3%
S;gg;gg”@perat'”g 135 146.9 22.7% 102.1 313 225.8%
Profit before tax 4,521.7 4,136.1 9.5% 1,278.7 1,192.8 7.2%
Income tax (555.7) (586.2) -5.2% (244.3) (235.3) 3.8%
Minority interest (1,802.9) (1,672.4) 7.8% (631.2) (642.6) -1.8%
Net income 2,169.1 1,877.4 15.5% 403.1 3149 28.0%
EPS (Basic) 0.1473 0.1398 5.4% 0.0274 0.0234 17.1%
Margins (YoY) YoY ppt A YoY ppt A
Gross margin 20.0% 22.2% -2.2 ppt 21.4% 22.3% -0.9 ppt
EBIT margin 5.0% 4.8% +0.2 ppt 4.8% 3.7% +1.1 ppt
PBT margin 6.5% 7.1% -0.6 ppt 6.9% 6.9% +0.0 ppt
Net margin 3.1% 3.2% -0.1 ppt 2.2% 1.8% +0.4 ppt
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Source: the Company, Guotai Junan International.

New orders in 9M2018 went up by 18.6% YoY to RMB 90.3 bn. New orders obtained during the first 9 months reached RMB
90.3 bn, up YoY by 18.6%. In which, new energy equipment contributed RMB 11.5 bn, high efficiency clean energy equipment
added RMB 15.1 bn, industrial equipment added RMB 33.9 bn and modern services contributed RMB 29.8 bn in new orders.
Except for the 18.3% YoY decline in the new orders of high efficiency clean energy equipment, new orders from other business
segments recorded YoY growth. Orders on hand amounted to RMB 228.43 bn by the end of 9M2018 (including orders in the
amount of RMB 106.4 bn not yet coming into effect), which was up slightly by 0.4% from the end of 2017. New energy equipment,
high efficiency clean energy equipment, industrial equipment and modern services accounted for 15.1%, 40.3%, 5.4% and 39.2%
of total orders on hand, respectively. Looking ahead, we expect new energy equipment, industrial equipment and modern services
to drive growth in new orders under the expectation of continued decline in new orders of high efficiency clean energy equipment
(mainly composed of coal-fired power equipment). Coal fired power equipment contributed only RMB 3.74 bn in new orders in the
first 9 months of 2018, down sharply by 49.2% YoY.
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Power generating infrastructure investment in China in 9M2018 reached RMB 169.6 bn, down YoY by 1.9%. According to
CEC, nationwide newly installed power generating capacity in 9M2018 reached 81.14 GW, down YoY by 13.1% or YoY decrement
of 12.8 GW. Thermal, hydro, nuclear, wind and solar contributed 23.8 GW, 6.7 GW, 3.5 GW, 12.6 GW and 34.5 GW, respectively,
of newly installed capacity in 9M2018 (-23.2%/ -19.0%/ +59.1%/ +30.0%/ -18.4%, respectively). Affected by the change in national
energy development policy, thermal, hydro and solar new installations in 9M2018 went down sharply while new installations of
nuclear and wind power went up. Nationwide power generating infrastructure investment in 9M2018 reached RMB 169.6 bn, down
YoY by 1.9%. Thermal, hydro, nuclear and wind power investment in 9M2018 went up YoY by 6.1%, 19.0%, 4.9% and down YoY
by 12.9%, respectively. During the first 9 months in 2018, renewable energies such as hydro, nuclear and wind power contributed
69.0% of power generating infrastructure investment in China. Meanwhile, nationwide power grid investment reached RMB 337.3
bn in 9M2018, down YoY by 9.6%. Power generating infrastructure investment slightly declined while the investment on power grid
slid sharply in the first 9 months. However, we expect investment on the power grid to accelerate in the remaining quarter of 2018
with total nationwide spending on power grid in 2018 expected to reach approximately RMB 500 bn.

We reiterate the "Buy" investing rating and TP of HK$ 3.63. We expect Shanghai Electric to benefit from continued SOE
reforms, increased earnings contribution from new assets purchased from its parent through the 2" round of restructuring, and the
growing requirement for environmental protection in the domestic market (leading to increased spending in renewable energy and
a rise in demand for environmental protection equipment & services). We expect the fundamentals of Company to remain solid in
the years to come given Shanghai Electric’s continued transformation. Our EPS estimates from FY18 to FY20 are RMB 0.208,
RMB 0.234 and RMB 0.253, respectively. As we are quite bullish on the outlook on Shanghai Electric, we reiterate our investment
rating of "Buy" and TP of HK$ 3.63. Our TP corresponds to 15.4x/ 13.6x/ 12.6x FY18-FY20 PER or 0.9x/ 0.8x/ 0.8x FY18-FY20
PBR.

Figure-1: Historical & Projected Revenues Figure-2: Historical & Projected Revenue Breakdown
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
Figure-3: 9M2018 New Orders Breakdown Figure-4: 9M2018 Orders Backlog Breakdown
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Figure-5: Historical Power Sector Investment in PRC

Figure-6: 9M2018 Power Infrastructure Investment in PRC
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Figure-7: Forward PER of Shanghai Electric Figure-8: Forward PBR of Shanghai Electric
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Table-2: Peers Comparison
Company Stock Code  Currency Last price PE (fiscal year) PB (fiscal year) ROE (%) ROA (%) Market Cap
(in local $) 17A 18F  19F  20F 17A 18F  19F 20F 18F 18F HKD mn
HK - Listed Peers
Dongfang Electric Corp - H 01072 HK HKD 452 135 114 106 105 0.4 0.5 0.5 0.5 4.1 1.2 26,077
Harbin Electric 01133 HK HKD 2.56 158 272 156 151 0.2 0.3 0.2 0.2 0.8 0.2 4,369
Shanghai Electric - H 02727 HK HKD 272 126 126 136 128 0.6 0.6 0.6 0.6 5.1 14 77,056
Xinjiang Goldwind 02208 HK HKD 7.87 8.1 75 74 74 1.0 1.0 0.9 0.8 14.1 45 41,943
Simple Average 125 147 118 114 0.6 0.6 0.6 0.5 6.0 1.8
Weighted Average 16 114 114 108 0.7 0.7 0.7 0.6 7.3 2.2
Offshore - Listed Peers
Alstom ALO.FP EUR 39.61 300 184 187 182 24 22 2.0 1.9 125 33 78,015
Bharat Heavy Electricals BHEL INR 66.20 n.a. na. 173 155 0.8 0.8 0.7 0.7 14 0.7 26,324
Doosan Heavy Industries 034020 KS KRW 10,350.00 n.a. na. 79 58 0.3 0.4 0.4 0.4 19 1.3 8,361
General Electric GE US usb 8.61 na. 122 1041 8.9 1.2 27 2.8 43 6.8 (3.1) 586,619
Hyundai Heavy Industries 009540 KS KRW 125,500.00 28 na. na 210 06 07 07 0.7 (2.0) (1.1) 59,857
Mitsubishi Heavy Industries 7011JT JPY 4,270.00 163 204 179 137 0.8 0.8 0.8 0.8 39 1.3 99,033
Siemens Ag SIE GY EUR 100.68 135 141 135 119 19 19 1.7 1.6 131 43 755,398
Wartsila Oyj Abp WRT1V FH EUR 15.25 235 192 160 143 38 36 33 29 18.8 9.3 79,620
Simple Average 172 168 145 137 15 1.6 1.6 1.7 7.0 2.0
Weighted Average 15.1 143 129 17 1.6 21 2.1 25 9.8 1.5

Source: Bloomberg, Guotai Junan International. Prices as at November 15", 2018.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F g
Total Revenue 88,507 79,544 99,325 110,991 120,525 PPE 15,501 16,469 19,018 23,045 27,312 N
COGS (71,657) (63,702) (82,277) (91,074) (98,635) Investment in affiliates 9,264 10,705 11,990 12,589 13218 é
Gross profit 16,850 15,842 17,049 19,916 21,890 Intangible & goodwill 3,976 4,042 5481 6,990 8,638 °>J
Selling expense (2.553) (2.254) (2:433) (2,775) (3,073) Other non-current assets 20,186 23,773 19,570 21,468 23,078 2
Admin expense (10,482) (11,447) (9,734) (11,488) (12,655) Total Non-current Assets 48,927 54,988 56,059 64,091 72,247 3
Operating Profit 3815 2,141 4,881 5,654 6,161 Cash & Cash Equivalents 40,917 33,391 34,158 35,517 33,747
Other income 1,639 2,340 1,170 1,228 1,290 Inventories 22,185 29,057 31,265 36,430 39,454
Gain from affiliates & JVs 826 1,342 1,007 1,057 1,110 Trade receivable 44,034 49,148 54,629 55,495 57,852
Finance income (354) (458) (666) (838) (959) Other current assets 30,538 32,761 27,036 30,581 34,079
Profit Before Tax 5,925 5,365 6,392 7,101 7,602 Total Current Assets 137,674 144,357 147,087 158,023 165,131
Income Tax (1,283) (522) (1,003) (1,210) (1,304) Total Assets 186,601 199,346 203,146 222,114 237,378
Profit After Tax 4,642 4,843 5,389 5,891 6,298 Short-term debts 2,582 3224 8,436 9,056 7461
Non-controlling Interest (2,288) (2,216) (2,327) (2,443) (2,565) Bonds, ST 499 1,600 0 0 0
Shareholders' Profit/ Loss 2,355 2627 3,062 3448 3,733 Trade payable 38,543 40,885 41138 45,537 49,317
Basic EPS (RMB) 0171 0.187 0.208 0.234 0.253 Advances & deposits 46,587 47,425 aM.717 46,616 50,620
DPS (RMB) 0.000 0.092 0.083 0.082 0.089 Others 18,164 18,186 18,770 20,457 21,832
Total Current Liabilities 106,375 111,320 110,061 121,666 129,231
Long-term debts 3371 4,144 6,694 9,194 10,694
Corporate bond 11,148 10,058 10,258 12,258 15,258
Others 3,288 3,102 3,291 3,496 3,714
Total Non-current Liabilities 17,807 17,304 20,243 24,948 29,666
Cash Flow Statement Total Liabilities 124,182 128,624 130,304 146,614 158,897
Total Shareholders' Equity 47,900 55,537 55,331 55,545 55,961
Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F Hinorty Inerest 1ot 1018 e 1985 2520
Operating actties Total Equity 62,419 70,722 72,842 75,500 78,481 ’%
Netincome 2,355 2,627 3,062 3448 3733 BPS (R 3569 S 3758 s 3800 N
D8A 1,891 2,249 2,429 2,623 2,833 g
Change in working capital 4377 (11.904) (5.497) 1476 90 Financial Ratios -
Others 2,093 (496) 401 397 412 \57
Cash from Operating Activities 10,716 (7,525) 395 7,645 7,068 2016A 2017A 2018F 2019F 2020F ﬁ
Investing activities Gross margin(%) 19.0% 19.9% 17.2% 17.9% 18.2% :
Capital expenditure (5,386) (5,511) (4,966) (6,659) (7,231) EBIT margin (%) 4.3% 2.7% 4.9% 51% 51% %
Others (5,623) 1,184 1,667 (3,754) (3.497) EBITDA margin (%) 6.4% 5.5% 7.4% 7.5% 7.5% ﬁ
Cash from Investing Activities (11,009) (4,327) (3,299) (10,414) (10,728) Net margin(%) 2.7% 3.3% 3.1% 3.1% 3.1% E
Financing activities ROE(%) 54% 5.1% 5.5% 6.2% 6.7% %
Debt raised / (repaid) 4,238 325 6,363 5119 2,906 ROA(%) 1.3% 14% 1.5% 1.6% 1.6% ﬁ
Dividend paid 0 0 (1,354) (1,225) (1,207) Net gearing(%) Netcash ~ Netcash ~ Netcash  Netcash Net cash
Others (7,617) 2,872 (1,338) 233 191 Inventory turnover (day) 110.0 1448 136.8 144.0 144.0
Cash from Financing Activities (3,379) 3,198 3,671 4128 1,890 AR turnover (day) 1734 2109 198.0 180.0 172.8
Net Changes in Cash (3672) (8,655) 766 1,359 (1,770) AP turnover (day) 1773 2244 180.0 180.0 180.0
Adjustments 7,620 1,129 0 0 0 EV/EBITDA(x) 34 6.7 5.1 52 56
Cash at Beg of Year 36,970 40917 33,391 34,158 35,517 Quick ratio (x) 09 08 08 0.7 0.7
Cash at End of Year 40,917 33,391 34,158 35,517 33,747 Current ratio (x) 13 13 13 13 13

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 1S Relative Performance is 5% to 15%;

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

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

Reduce YadE 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 5T Relative Performance>5%;

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

or the fundamental outlook of the sector is neutral.
Underperform BT 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 I (01788 HK),BINHAI INVESTMENT (02886 HK),VALUE A SHARE (03095
HK),CAM SCSMALLCAP (03157 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.
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