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Yunnan Water (6839.HK)

Takeaways from teleconference on recent acquisition

Environmental Sector

Financial Highlights

YIE 31 Dec 2014 2015 2016E 2017E 2018E

Revenue (Rmb m) 1,101 1,558 2,893 3,313 3,077

YoY growth (%) 59.8 16 856 145 74

Net profit (Rmb m) 166 287 409 502 579

EPS (Rmb) 0.193 0.240 0.343 0.421 0.485

Vs. Consensus (+/- %) -0.1 -1.5 -10.1

EPS growth (%) -28.4 245 425 228 153

P/E (x) 19.6 15.7 11.0 9.0 7.8

P/B (x) 14 1.1 1.0 1.0 0.9

Dividend yield (%) 0.0 26 38 42 48

Source: Company, BOCOM Int’| estimates

€ We hosted a teleconference with YNW’s management on August 1 to obtain the
details of the recent acquisition of 50% stake in 24 water treatment projects. Mr.
Wang Yong (CFO) and Mr. Zhang Liang (board secretary) joined the conference.

& Further geographical expansion in Eastern China: The target company owns 9 water
supply projects (840kt/day of total capacity), 12 wastewater treatment projects
(555kt/day of total capacity) and 3 reclaimed water projects (145kt/day of total
capacity). These 24 projects are mainly located in 10 major cities in Eastern China
(including Liaoning, Hebei, Jiangsu, Tianjin, Shandong).

& IRR target of >11% after YNW’s takeover: Concerning the loss-making situation of the
target company, YNW’s management is confident that administrative expenses could be
reduced after YNW’s takeover. Meanwhile, YNW expects the delayed payment of water
treatment fee to the target company from some local governments could be collected,
so further impairment of receivables would be limited. Also, there could be potential
increase in treatment fee in some of the water treatment projects since local
governments should fulfill the conditions stated in the BOT contracts. YNW targets to
turn around the target company within 1-2 years upon takeover. Moreover, including
some of the technical upgrades to be done, YNW’s management estimates the target
company could achieve IRR of >11%.

& Bank/debt financing plan for the acquisition: Regarding the acquisition of the first 50%
stake of the target company from Mitsui, management of YNW plans to fund the
consideration with internal resources (40%) and overseas debt issue (60%). Currently,
YNW is arranging the refinancing of around US$110mn bank borrowings of the target
company.

€ Awaiting the acquisition of remaining 50% stake from Hyflux. Management of YNW

indicated that they are eager to complete the acquisition of the remaining 50% stake
from Hyflux as soon as possible. We view this as a crucial step in the turnaround process
of the target company, given YNW could start the cost saving measures and negotiation
with local governments. Looking forward, YNW’s management indicated they will only
work on 2-3 acquisitions apart from this deal so that they can centralize resources on
execution.

L] YNW could achieve further
geographical expansion as the
target company owns water
projects mainly in Eastern China.

(7 IRR of the target company could
reach >11% after the acquisition is
completed.

¢ It is expected that YNW will
finance the acquisition with
internal resources and
further debt issue.
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Figure 1: Water treatment projects of the target company
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Company background
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Yunnan Water is one of the leading integrated environmental service providers in municipal wastewater treatment and water

supply industries in Yunnan province. Major shareholders are Yunnan Metropolitan Construction (under Yunnan SASAC) and

Beijing Origin Water (300070.CH; NR).

Yunnan Water (6839.HK): Financial Statements

Profit & loss (Rmb m)

Cash flow (Rmb m)

Year ended 31 Dec 2014 2015 2016E  2017E  2018E Year ended 31 Dec 2014 2015 2016E  2017E  2018E
Wastewater treatment 384 420 742 419 466 Pre-tax profit 226 383 553 688 805
Water supply 216 455 730 1,010 504 Tax paid (54) (80) (76) (94) (110)
EPC & equip sales 470 597 704 844 1,012 Dep'n and amortization 58 74 7 117 132
0&M 31 79 94 113 136 Change in working capital (739) (1,175) (835) (696) (583)
WTE & hazardous waste 0 8 623 927 959 Others (33) (56) (5) (5) (5)
Turnover 1,101 1,558 2,893 3,313 3,077 Cash from operations (542) (854) (285) 10 239
COGS (767) (1,051) (2,009) (2,228) (1,893) Capital expenditure (442) (814) (959) (534) (150)
Gross profit 334 508 884 1,085 1,184 Others 139 (517) 0 0 0
Other income and gains 49 98 105 96 93 Cash from investing (304) (1,332) (959) (534) (150)
Selling & distribution expenses 3 12 0 0 0 Capital injections from shareholder 294 0 0 0 1
Administrative expenses (13) (17) (32) (37) (34) Proceed from share issuance 0 1,514 0 0 0
Other expenses (126) (181) (289) (311) (289) Change in borrowings 542 1,835 649 115 120
Operating profit 247 419 667 833 954 Dividend paid (111) 0 (119) (172) (188)
Net finance costs (31) (41) (119) (150) (154) Others (25) (112) 0 0 0
Share of profit of jce/asso 11 5 5 5 5 Cash from financing 701 3,237 529 (57) (68)
Pre-tax profit 226 383 553 688 805 FX change 0) 8 0 0 0
Income tax expense (38) (65) (95) (118) (137) Net change in cash (145) 1,059 (715) (581) 21
After tax profit 188 317 459 571 667

Minority interest (21) (32) (50) (68) (88)

Net profit 166 287 409 502 579

Balance sheet (Rmb m

Financial ratios

Year ended 31 Dec 2014 2015 2016E 2017E 2018E Year ended 31 Dec 2014 2015 2016E  2017E  2018E
Cash and cash equivalents 613 1,672 956 375 396 Gross margin (%) 30.3 32.6 30.5 32.8 38.5
Inventory 12 21 39 44 37 EBIT margin (%) 224 26.9 231 25.2 31.0
Trade and other receivables 845 1,197 1,982 1,997 1,686 Net margin (%) 151 18.4 141 15.2 18.8
Other current assets 24 35 63 7 92 ROA (%) 33 3.0 3.6 41 46
Total current assets 1,494 2,924 3,040 2,493 2,211 ROE (%) 7.0 71 9.4 10.7 114
Property, plant and equipment 1,379 1,617 2,503 2,924 2,942 Net gearing (%) 221 347 63.8 74.1 704
Rece. under concession 1,445 1,942 2,728 3,335 3,660 Interest coverage (x) 78 10.2 5.6 55 6.2
Amounts due for contract works 194 404 510 713 961 Current ratio 12 1.3 1.0 0.7 0.7
Other non-current assets 508 2,715 2,716 2,718 2,723
Total non-current assets 3,526 6,678 8,458 9,690 10,286
Short term borrowings 270 1,074 1,128 1,162 1,197
Trade and other payables 877 1,038 1,927 2,075 1,763
Other current liabilities il 78 97 120 148
Total current liabilities 1,218 2,190 3,152 3,357 3,108
Long term borrowings 869 2,026 2,621 2,702 2,787
Other non-current liabilities 212 443 443 443 443
Total non-current liabilities 1,081 2,469 3,064 3,145 3,230
Paid in capital 863 1,193 1,193 1,193 1,193
Reserves 1,522 2,865 3,155 3,485 3,876
Equity attri. to shareholders 2,384 4,058 4,348 4,678 5,069
MI 337 884 934 1,003 1,091
Total Equity 2,71 4,943 5,282 5,681 6,160

Source: Company data, BOCOM Intl estimates
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and all of the subject securities or issuers; and (ii) no part of any of their compensation was, is, or will be directly or indirectly related to the
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the subject securities or issuers which may influence the recommendations were being received by the authors.

The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of Conduct issued by the
Hong Kong Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days
prior to the date of issue of the report; (ii)) neither they nor their respective associates serve as an officer of any of the Hong Kong listed
companies covered in this report; and (iii) neither they nor their respective associates have any financial interests in the stock(s) covered in
this report.

Disclosure of relevant business relationships
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Disclaimer

By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is entitled to receive
such report in accordance with the restrictions set forth below and agrees to be bound by the limitations contained herein. Any failure to
comply with these limitations may constitute a violation of law.

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being
supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored
or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for
any purpose without the prior written consent of BOCOM International Securities Ltd.

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own
or have positions in securities of the company(ies) covered in this report or any securities related thereto and may from time to time add to or
dispose of, or may be interested in, any such securities. Further, BOCOM International Securities Ltd, its affiliates and its related companies may
do and seek to do business with the company(ies) covered in this report and may from time to time act as market maker or have assumed an
underwriting commitment in securities of such company(ies), may sell them to or buy them from customers on a principal basis and may also
perform or seek to perform investment banking, advisory, underwriting, financing or other services for or relating to such company(ies) as well as
solicit such investment, advisory, financing or other services from any entity mentioned in this report. In reviewing this report, an investor
should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of issue of this
report. This report does not purport to contain all the information that a prospective investor may require and may be subject to late
delivery, interruption and interception. BOCOM International Securities Ltd does not make any guarantee, representation or warranty,
express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this
report and accordingly, neither BOCOM International Securities Ltd nor any of its affiliates nor its related persons shall not be liable in any
manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of profits and
damages) of any reliance thereon or usage thereof.

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst BOCOM
International Securities Ltd’s clients generally and does not have regard to the specific investment objectives, financial situation and the
particular needs of any specific person who may receive this report. The information and opinions in this report are not and should not be
construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, related investments or other
financial instruments thereof.

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International Securities Ltd or
any of its affiliates, and are subject to change without notice. BOCOM International Securities Ltd has no obligation to update its opinion or
the information in this report.

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own
individual investment objectives, financial situation and particular needs and consult their own professional and financial advisers as to the
legal, business, financial, tax and other aspects before participating in any transaction in respect of the securities of company(ies) covered in
this report. The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of investors.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation,
rule or other registration or licensing requirement.
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