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Financial Highlights 

Y/E 31 Dec  2014 2015 2016E 2017E 2018E 

Revenue (Rmb m) 1,101 1,558 2,625 4,032 3,637

YoY growth (%) 59.8 41.6 68.5 53.6 -9.8 

Net profit (Rmb m) 166 287 392 536 574

EPS (Rmb) 0.193 0.240 0.329 0.449 0.481 

Vs. Consensus (+/- %) 0.2 0.7 -15.7 

EPS growth (%) -28.4 24.5 36.7 36.7 7.1 

P/E (x) 18.6 14.9 10.9 8.0 7.5 

P/B (x) 1.3 1.1 1.0 0.9 0.8 

Dividend yield (%) 0.0 2.8 3.9 4.7 5.0 

Source: Company, BOCOM Int’l estimates   

 PPP projects to start contributing in 2017E: Following the acceleration of PPP development in 

2016, we expect YNW’s new PPP projects to have significant contribution in 2017-18E. To recap, 

YNW obtained 3 sizable PPP projects in 4Q16, namely: (1) watercourse comprehensive treatment 

in Erhai Main River; (2) black and odorous water treatment in Jinshui River; and (3) WWT and WS 

PPP project in Jianshui County. With total project size of Rmb1.67bn, we forecast the water 

environment renovation projects of Jinshui River and Erhai Main River should be able to add 

Rmb613m/Rmb634m of EPC revenue in 2017/18E. Meanwhile, we expect construction of the 

WWT (42kt/day) and WS (108kt/day) plants to start this year and to be completed in 2018E.                 

 New JVs formed to further explore municipal solid waste and WWT: Apart from strong progress 

from PPP projects, YNW formed 2 sizable new JVs to strengthen its water treatment and solid 

waste treatment portfolio. The JV with Zhejiang Haiyun, for which YNW will pay Rmb539m cash for 

its 49% stake, should help YNW to tap into the Zhejiang market. We expect Haiyun to inject 4 

WWT/WS projects into the JV starting 2Q17. YNW also announced a new JV with Yunnan Sidu. 

According to YNW’s management, YNW intends to acquire new WTE projects, likely to be 

greenfield projects. Under the 13th FYP of municipal solid waste treatment, the government aims 

to add 356.2kt/day incineration capacity to 591.4kt/day by 2020E. We believe there should be 

plenty of opportunities for YNW to obtain new WTE projects in the near term. Currently, we do not 

factor in any contribution from these 2 JVs, pending new projects injected/obtained at the JV level.          

 2017-18E earnings revised up 5-9%: After fine-tuning our financial model and adding in the 

contribution from PPP projects, we lift our 2017/18E profit forecast for YNW by 9.1%/5.0% to 

Rmb536m/574m, representing a 26% CAGR during 2015-18E. It is worth noting that we still keep 

Galaxy Newspring (GNS) at the associate level, given the transaction of the remaining 50% stake 

from Hyflux has not been completed. Despite this slight delay, the company still targets to publish 

the circular of the deal by the end of Feb 2017 and complete the transaction by 1H17E.           

 Lowest valuation level since listing; Maintain Buy: YNW is now trading at 8.0x 2017E P/E, which is 

at: (i) -1 S.D. from its forward P/E historical average of 11.3x; and (2) the lowest level since its 

listing in 2015. We believe the delay in closing the GNS deal should have been priced in. We view 

the FY16 results as a positive catalyst which could help reverse the de-rating since 2H16. We now 

price YNW at 12.5x 2017E P/E (previous: 16x), which has a 25% discount to our 17x valuation 

benchmark to the sector leader, BEWG (371.HK; BUY). Our target price is maintained at HK$6.35 

by rolling over to 2017E P/E. Maintain Buy.          
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Figure 1: Change in forecast  
 ––––––––––– Old forecast –––––––––– –––––––––– New forecast –––––––––– ––––––––––––– Change –––––––––––– 

 2016E 2017E 2018E 2016E 2017E 2018E 2016E 2017E 2018E 

          

Revenue (Rmb m) 2,625 3,148 2,866 2,625 4,032 3,637 0.0% 28.1% 26.9%

Net profit (Rmb m) 392 491 546 392 536 574 0.0% 9.1% 5.0%

EPS (Rmb) 0.328 0.411 0.458 0.329 0.449 0.481 0.0% 9.1% 5.0%

Source: BOCOM Int’l estimates  

 
Figure 2: Forward P/E band of YNW  Figure 3: Forward P/B band of YNW 
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Company background 

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) 
Year ended 31 Dec  2014 2015 2016E 2017E 2018E 

Wastewater treatment 384 420 735 632 574 

Water supply 216 455 706 1,154 634 

EPC & equip sales 470 597 769 1,522 1,699 

O&M 31 79 86 95 105 

WTE & hazardous waste 0 8 330 629 625 

Turnover 1,101 1,558 2,625 4,032 3,637 

COGS (767) (1,051) (1,805) (2,880) (2,442) 

Gross profit  334 508 820 1,152 1,195 

Other income and gains 49 98 145 190 213 

Other gains  3 12 12 12 12 

Selling expenses (13) (17) (29) (44) (40) 

Administrative expenses (126) (181) (284) (371) (382) 

Operating profit 247 419 665 940 999 

Net finance costs (31) (41) (134) (190) (187) 

Share of profit of jce/asso 11 5 0 (15) (15) 

Pre-tax profit 226 383 531 734 797 

Income tax expense (38) (65) (91) (125) (136) 

After tax profit  188 317 440 609 661 

Minority interest (21) (32) (48) (73) (87) 

Net profit 166 287 392 536 574 

 

Balance sheet (Rmb m) 
Year ended 31 Dec 2014 2015 2016E 2017E 2018E 

Cash and cash equivalents 613 1,672 2,978 1,321 1,325

Inventory  12 21 35 56 48

Trade and other receivables 845 1,197 1,798 2,430 1,993

Other current assets 24 35 63 70 77

Total current assets  1,494 2,924 4,875 3,878 3,443

Property, plant and equipment 1,379 1,617 2,503 3,849 3,825

Rece. under concession  1,445 1,942 2,669 3,342 3,688

Amounts due for contract works 194 404 520 584 671

Other non-current assets 508 2,715 3,379 3,899 3,884

Total non-current assets 3,526 6,678 9,071 11,673 12,068

Short term borrowings  270 1,038 1,765 1,059 1,049

Trade and other payables 877 1,074 1,731 2,683 2,275

Other current liabilities 71 78 96 121 148

Total current liabilities 1,218 2,190 3,592 3,863 3,471

Long term borrowings  869 2,026 4,647 5,538 5,429

Other non-current liabilities 212 443 443 443 443

Total non-current liabilities 1,081 2,469 5,090 5,981 5,872

Paid in capital  863 1,193 1,193 1,193 1,193

Reserves  1,522 2,865 3,138 3,509 3,882

Equity attri. to shareholders  2,384 4,058 4,331 4,702 5,075

MI 337 884 932 1,005 1,093

Total Equity  2,721 4,943 5,263 5,707 6,167
 

  
Cash flow (Rmb m) 
Year ended 31 Dec 2014 2015 2016E 2017E 2018E 

Pre-tax profit 226 383 531 734 797 

Tax paid (54) (80) (73) (100) (109)

Dep'n and amortization 58 74 77 117 174 

Change in working capital (739) (1,175) (830) (446) (402)

Others (33) (56) 0 15 15 

Cash from operations (542) (854) (295) 320 475 

Capital expenditure (442) (814) (959) (1,458) (150)

Others  139 (517) (668) (539) 0 

Cash from investing (304) (1,332) (1,627) (1,997) (150)

Capital injections from shareholder 294 0 0 0 0

Proceed from share issuance 0 1,514 0 0 0 

Change in borrowings 542 1,835 3,348 185 (120)

Dividend paid (111) 0 (119) (165) (201)

Others (25) (112) 0 0 0 

Cash from financing 701 3,237 3,228 20 (321)

FX change  (0) 8 0 0 0 

Net change in cash (145) 1,059 1,306 (1,657) 4 

      

      

      

 

Financial ratios  
Year ended 31 Dec 2014 2015 2016E 2017E 2018E 

Gross margin (%) 30.3 32.6 31.2 28.6 32.9 

EBIT margin (%) 22.4 26.9 25.3 23.3 27.5 

Net margin (%) 15.1 18.4 14.9 13.3 15.8 

ROA (%) 3.3 3.0 2.8 3.4 3.7 

ROE (%) 7.0 7.1 9.1 11.4 11.3 

Net gearing (%) 22.1 33.8 78.8 111.8 101.1 

Interest coverage (x) 7.8 10.2 5.0 4.9 5.4 

Current ratio 1.2 1.3 1.4 1.0 1.0 

      

      
 

Source: Company data, BOCOM Int’l estimates   
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