Dongjiang Environmental (895 HK)

B Treatment capacity release is underway
B Rising trend of treatment fees due to strict supervision

B We expect 2013-16E EPS CAGR of 44%
Actions

Dongjiang Environmental reported 1H revenue of RMB849 mn (+19.9% YoY) and
net profit of RMB136 mn, in line with our estimates. 2Q net profit was RMB79 mn,
up 42% QoQ or 23% YoY. 1H net profit accounted for 46% and 49% of our
estimates and market consensus respectively.

Our views

Rebound of metal price and burst of hazardous waste treatment. Due to
improvement of economic prospect and lower-than-expected release of supply,
copper price in 2Q perform well. We expect the rising trend in the amount of
hazardous waste has established and the treatment industry will benefit from this
new trend. We expect the 1H treatment amount by Dongjiang to increase 50%
YoY. We also expect the 1H treatment charge to increase by more than 15% YoY.

Turning point established and EPS growth trends continue in 2H. Looking
to 2H, we believe that the downside risk is low for copper prices; after completion
of new project (North Guangdong Hazardous Waste) and release of capacity from
newly acquired project (Oasis), we expect the 2H hazardous waste treatment
amount will be higher than 1H; and the unit price of detoxification treatment is
expected to rise in 2H. Driven by these factors, we expect the EPS growth trends
to continue in 2H.

Acquisitions extend business areas and fields. By active acquisitions,
Dongjiang has ensured rapid expansion geographically to become a national
leader and entered into fields such as medical waste and soil remediation. We
expect huge potential from the soil remediation market, which may provide new
growth opportunities for the company's future development.

We maintain BUY rating. Driven by rising volume of hazardous treatment and
recovery of gross margin, we expect 2014-16E EPS to be RMB0.84/1.28/1.78.
Current price is trading at 23x 2014E PE. We maintain BUY rating and TP of
HK$34.10.

Financials

Revenue 1,522 1,583 2,176 2,916 4,619
Growth (%) 37% 30% 34% 35% 32%
Net profit 267 208 293 445 619
Growth (%) 31% -22% 40% 52% 39%
EPS (RMB) 0.77 0.60 0.84 1.28 1.78
DPS (RMB) 0.17 0.22 0.25 0.38 0.53
P/E (X) 26.1 33.4 23.8 15.7 11.2
P/B (x) 3.3 3.1 2.8 25 2.2
ROE (%) 13% 9% 12% 16% 19%

Source: Company data, CMS (HK) estimates
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