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Company Report

Beijing Enterprise Water (371.HK)

Highlights of our recent site visit

We have arranged a Joint Field Research trip from 2nd to 12th
September, with the key theme “Looking for winners in new-type
urbanization and economic restructuring”. We have met with Mr.
Zeng Yiping, Assistant General Manager of Hengling Sewage
Treatment Plant of Beijing Enterprise Water Group (BEWG), and
discussed the company’s development.

BEWG has become one of the largest companies in China’s water
industry through M&A. In recent years, BEWG has increased
capacity by 2~3 million tons a year. Nationwide, main competitors
include Beijing Capital and Veolia Water; in the Shenzhen market,
competitors include formerly state-owned Shenzhen Water Group and
Southern Water. The future trend of water treatment includes watershed
governance, sludge disposal and sea water desalination.

BEWG has a capacity of 0.8 million tons in Shenzhen which
represents a market share of 13~16%. Hengling Sewage Treatment
Plant (Phase 1 & 2) is the largest BOT sewage treatment project in
Shenzhen, serving three towns with an accumulated capacity of 0.6
million ton/day. In Shenzhen there are around 28 sewage treatment plants
with an accumulated capacity of 5~6 million tons. BEWG’s projects in
Shenzhen contributes 5~8% of the Group’s total capacity and 11~15% of
its total profit. BEWG evaluates a new project according to water quantity,
capacity and financial status of the local government.

BEWG conducts strict internal management. In the water industry,
BEWG is famous for its management and capacity expansion. Indicators
for performance appraisal mainly focus on profit. For subordinate sewage

treatment plants, they need to work hard to meet the targets set by BEWG.

Year-end bonuses are tied to the status of target meeting. Under the
premise of qualified water treatment, subordinate sewage treatment
plants can increase profit by cost saving in electricity and chemicals
consumption.

BEWG helps employees grow up. Due to rapid expansion, BEWG has
strong demands for talents. Team stability is important for a sewage
treatment plant. After M&A, some employees cannot adapt to the new
corporate culture and quit their jobs. BEWG will make internal transfers to
cope with the problem.

Financials
HK$ mn 2011 2012 2013E 2014E 2015E
Revenue 2683 3759 6097 7691 9127
Growth(%) -58% 40% 62% 26% 19%
Net income 601 750 1080 1377 1684
Growth(%) 17% 25% 44% 28% 22%
EPS(HKS$) 0.09 0.11 0.14 0.18 0.22
DPS(HK$) 0.03 0.04 0.05 0.05 0.06
P/E(X) 37.2 30.7 22.6 18.0 14.9
P/B(X) 2.8 2.7 2.4 2.2 1.9
ROE(%) 7.4% 8.9% 11.5% 12.4% 13.6%

Source: Bloomberg consensus estimates
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R G MAH 0 0 0 0 Bk A 1214 5226 1746 2290
A2 0 0 24 5 £ 516 1122 908 1437
LK E R 99 4002 3677 2386 AR ATH R —R A 130 219 301 440
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ROIC 53% 52% 4.7% 4.9%
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BBEHIALR (1132) (3238) (2198)  (773) F AR E 43.2% 49.5% 35.4% 37.8%
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BEEDHALR (136)  (831) (1496)  (560) R 215.4 5246 133.3 104.4
TAM I (107)  (141) (79)  (109) JLAHCER B 2.1 1.8 0.4 0.4
& B TR aE 0 0 0 0 JIATHRER PR 4.6 3.4 0.7 1.2
FRH R, 2 119 1397 375 HERFH(R)
He (31) (572) (20) (116) B A 0.06 013 0.09 0.11
EREHANALA 1309 5101 3576 2969 HRZENA -0.36 -0.82 -0.33 -0.11
i 5388, 1151 4618 89 4089 E L 0.83 0.99 120 1.23
TR 3%, 0 0 3385 0 1 PR F) 0.00 0.02 0.03 0.04
REA I AT 0 0 0 0 fHfar®
EEER 159 483 101 (1121) PE 545 256 372 307
He i 0 0 0 0 PB 4.0 3.4 2.8 2.7
RS iR 42 1085 (39) 1717 EV/EBITDA 340 16.0 129 9.9
FTHERR: aERE. BRIESR (55)
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