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Results and Valuation     
FY ended Dec 31 2013A 2014A 2015E 2016E 2017E 
Revenue (RMB mn) 6,406 8,926 11,692 14,947 18,323 
Chg (%,YoY) 71.9  39.3  31.0  27.8  22.6  
Net Income (RMB mn) 1,084 1,794 2,299 2,826 3,358 
EBITDA (RMB mn) 1,973 3,515 4,081 5,350 6,689 
Chg (%,YoY) 66.0  78.1  16.1  31.1  25.0  
EPS (RMB)  0.140 0.208 0.266 0.327 0.388 
Chg (%,YoY) 28.7  48.5  28.1  22.9  18.8  
BVPS (RMB) 1.715 1.826 2.011 2.310 2.581 
Chg (%,YoY) 39.9  6.5  10.1  14.8  11.8  
P/E (x)  55.08 37.93 28.95 23.55 19.82 
P/B (x) 4.49 4.22 3.83 3.33 2.98 
ROE (%) 8.15  11.37  13.23  14.16  15.05  
ROA (%) 2.45  3.47  3.56  3.51  3.48  
DPS(RMB) 0.055  0.079  0.080  0.098  0.117  
Yield (%) 0.71 1.02 1.04 1.27 1.51 
Net gearing* (%) 84.2  92.3  153.2  193.8  230.6  
*Net gearing=Net debt/Total equity     
Source(s): Bloomberg, ABCI Securities estimates   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
Key Data 
Market share (HK$mn) 46,633
3-mth avg. daily turnover (HK$ mn) 120
52-week high/low (HK$)  7.31/4.13
Issued shares (mn) 8,707
Major shareholder(s) (%): 
  Beijing Enterprises Hld 43.92
Source(s): Company, Bloomberg, ABCI Securities 
 
FY14 Revenue breakdown (%)  
Wastewater 87.75
  Operation  36.41
  Construction  51.34
Water distribution 9.10
Others 3.14
Source(s): Company, ABCI Securities 

 
Share performance (%) 
  Absolute Relative* 
1-mth  -6.79% 4.08%
3-mth  -18.32% 2.05%
6-mth  10.90% 23.21%
*Relative to HSI  
Source(s): Bloomberg, ABCI Securities 
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August 28, 2015 
Company Report 
Rating: BUY 
TP: HK$ 7.70 
 
Share price (HK$)  5.35 
Est. share price return 43.93% 
Est. dividend yield  1.49% 
Est. total return 45.42% 
  
  
  
 
Analyst: Kelvin Ng 
Tel: (852) 2147 8869 
Email: kelvinng@abci.com.hk 
 
 

§ Beijing Enterprises Water (BEW) announced 1H15 results with net income 
rising by 46%YoY, which accounts for 46% of the Bloomberg full-year estimate 
and in line with the Group’s historical run rate of 45% 

§ Wastewater and water distribution capacity growth were slower than expected; 
however, tariff growth of 13%YoY was a bright spot 

§ We expect the Group’s wastewater and water distribution capacities to expand 
by 23% YoY and 30%YoY in 2015E and boost earnings by 28%YoY 

§ We reiterate our BUY rating. Our TP HK$7.70 is derived from a 11% WACC 
and represents 29x/24x FY15E/16E P/E and 3.8x/3.3x FY15E/16E P/B 
 

Beijing Enterprises Water (371 HK) 
1H15 review: strong fundamentals to continue 
 

Possible capacity growth of 23%/30%YoY in wastewater/water distribution in 
2015E.  BEW recorded a slower-than-expected wastewater and water distribution 
capacity growth in 1H15. Nonetheless, we believe the Group would still achieve a 
robust growth in 2015, as management said a capacity of 1.8mt/day (wastewater and 
water distribution) has completed construction and another 2.6mt/day capacity is now 
under construction. Together with potential new M&A projects this year, the Group  is 
confident of achieving an additional capacity of 3mt/day by end-2015.  
  
Uptrend in China wastewater tariff should continue – a big plus to BEW. In 1H15, 
BEW recorded a 13%YoY growth in wastewater tariff. We believe the rise has been 
driven by strong demand for wastewater treatment in urban areas and the increasing 
stringent nationwide wastewater quality standard, which in turn urged local 
governments to improve wastewater treatment. Amid rising concern over water 
pollution and increasing urbanization in China, nationwide wastewater tariffs grew at a  
9% CAGR during 2000-15. Water tariffs should maintain its uptrend going forward and 
provide strong support to BEW’s margins. 
 
High net gearing ratio may trigger fundraising activities. Although management 
expressed the Group has no new placement plan, its high net gearing ratio (1H15 at 
119%) may hinder BEW’s rapid expansion in wastewater capacity going forward. In 
addition, the Group revealed its planned capex for 2015 would be ~HK$8bn. With 
HK$ 4.6 bn of cash on hand by 1H15, BEW may carry out fundraising activity in the 
future. 
 
Reiterate BUY with TP at HK$ 7.70. 1H15 results was in line with expectations and 
we remain positive on BEW’s future earnings growth. Our TP of HK$ 7.70 unchanged 
represents 29x/24x 2015E/16E P/E and 3.8x/3.3x 2015E/16E P/B. We estimate a 
2014-2017E EPS CAGR of 23%, equivalent to around 1.0x 2016E PEG. Reiterate 
BUY. 
 
Risks: (1) Default risk; (2) High net gearing ratio may prompt fundraising activities; (3) 
Policy risks. (4) Slower-than-expected M&A and construction progress. 
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Beijing Enterprises Water (BEW) announced its 1H15 results on August 27. 
Net income was HK$ 1,160 mn (+63% YoY); excluding non-core fair value gain 
on derivative financial instruments, net income was HK$ 1,045 (+46% YoY), 
the figure represents 46% of Bloomberg’s full-year estimate and 45% of our 
2015E estimate, and is in line with the Group’s historical run rate of 45%. 
 
1H15 results highlight:  

u Wastewater/water distribution capacity growth of 9%/3%YoY is 
slower than expected. Management revealed that increasing 
competition has slowed M&A progress and suppressed capacity growth 
in 1H15. However, BEW said the Group had accelerated construction 
progress and completed the construction of 1.8mt/day capacity 
(wastewater and water distribution) and is confident of adding a capacity 
of 3mt/day (+26%YoY) by end-2015. 

u Wastewater tariff growth of 13%YoY as the bright spot. According to 
management, the higher water tariff has been mainly driven by the 
increasingly stringent standard of nationwide wastewater quality that 
urged local governments to improve wastewater treatment.  

u Net gearing ratio of 119% may prompt fundraising concern. The 
Group said the high gearing was resulted from increasing consideration 
of M&A and construction expenses for new projects. The Group said the 
ratio would not exceed130%-150%.   

 
Reiterate BUY; TP at HK$7.70  

BEW’s 1H15 net income achieved 45% of our full-year estimate, which is in 
line with its historical run rate of 45%. We believe its wastewater and water 
distribution capacity growth should remain robust going forward as the 
Chinese government is likely to announce more supportive policies in near 
future. 

We keep our TP HK$7.70 unchanged as BEW’s 1H15 results were in line with 
our estimates. Our TP is equivalent to 29x/24x 2015/16E P/E and 3.8x/3.3x 
2015/16E P/B. Robust growth in wastewater and water distribution capacity 
should continue to support its earnings growth, while the rising  nationwide 
water tariff should provide solid support for margins. We expect BEW to deliver 
a 23% EPS CAGR during 2014-2017E, equivalent to ~1.0x 2016E PEG.  

 

Exhibit 1: BEW’s wastewater capacity outlook   Exhibit 2: BEW’s water distribution capacity outlook 

  

 
 

   
 

Source(s): Company data, ABCI Securities estimates   Source(s): Company data, ABCI Securities estimates 
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Exhibit 3: BEW’s net income outlook   Exhibit 4: China’s wastewater tariff maintains an 

uptrend  

  

 
 

   
 

Source(s): Company data, ABCI Securities estimates   Source(s): Company data, ABCI Securities estimates 
 
 

Exhibit 5: BEW’s fwd PE chart   Exhibit 6: BEW’s fwd PB chart 

  

 
 

   
 

Source(s): Bloomberg, ABCI Securities estimates   Source(s): Bloomberg, ABCI Securities estimates 
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Consolidated income statement (2013A-2017E)     
FY Ended Dec 31 (HK$ mn) 2013A 2014A 2015E 2016E 2017E 
Revenue 6,406  8,926  11,692  14,947  18,323  
Sewage and reclaimed water 5,905  7,833  10,249  13,061  16,005  
Water distribution 384  813  1,121  1,515  1,892  
Other 118  281  323  371  427  
COGS -3,901  -5,430  -7,034  -8,906  -10,838  
Gross profit 2,506  3,496  4,658  6,042  7,486  
SG&A -775  -1,066  -1,169  -1,495  -1,832  
Net financial income (cost) -354  -639  -588  -996  -1,448  
Other income and gains 120  876  292  374  458  
Pre-tax profit 1,497  2,667  3,193  3,925  4,663  
Income tax -352  -594  -639  -785  -933  
Net profit 1,145 2,073 2,554 3,140 3,731 
Profit attributable to:      
  Minority interests -61  -279  -255  -314  -373  
  Equity shareholders of the Company 1,084 1,794 2,299 2,826 3,358 
Basic EPS (HK$) 0.140  0.208  0.266  0.327  0.388  
DPS (HK$) 0.055  0.079  0.080  0.098  0.117  
Source(s): Company, ABCI Securities estimates     

 
Consolidated balance sheet (2013A-2017E)      
As of Dec 31 (HK$ mn) 2013A 2014A 2015E 2016E 2017E 
Current assets 15,212 15,078 16,647 17,906 19,019 
Cash and equivalent 5,513 6,091 6,610 5,077 3,293 
Pledged and restricted bank deposits 57 304 0 0 0 
Trade and bill receivables 2,038 2,595 3,524 4,505 5,522 
Other receivables and prepayments 6,431 5,910 6,407 8,190 10,040 
Inventories 55  58  106  134  163  
Other current assets 1,118 120 0 0 0 
      
Non-current assets 28,974  36,563  47,875  62,644  77,332  
Property, plant and equipment 379  1,243  2,102  2,958  3,812  
Lease prepayment 0  0  0  0  0  
Intangible assets 2,539  2,553  3,494  4,667  6,078  
Investment in JV and associates 3,025  3,109  3,851  4,780  5,901  
Other receivables and deposits 15,006  20,293  26,105  33,151  40,458  
Other non-current assets 8,027  9,364  12,323  17,087  21,084  
      
Total assets 44,187 51,641 64,522 80,550 96,351 
      
Current liabilities 11,651 11,419 16,183 20,856 25,796 
Trade and bill payables 2,755 3,564 4,818 6,100 7,423 
Other payables 4,908 3,910 4,818 6,100 7,423 
Short term borrowings 3,980  3,945  6,547  8,656  10,949  
Other current liabilities 7 0 0 0 0 
      
Non-current liabilities 16,611  21,133  27,396  35,859  43,998  
Deferred tax liabilities 562  930  700  750  200  
Long-term borrowings 12,780  17,022  26,696  35,109  43,798  
Other non-current liabilities 3,269  3,182  0  0  0  
      
Total liabilities 28,262 32,552 43,579 56,715 69,793 
      
Minority interests -2,627  -3,304  -3,560  -3,874  -4,247  
Shareholders' equities 13,298 15,784 17,383 19,961 22,312 
Source(s): Company, ABCI Securities estimates     

 
  



 
 
 

 
 

Beijing Enterprises Water Group Limited 
  

5 

Consolidated cash flow statement (2013A-2017E)     
FY ended Dec 31 (HK$ mn) 2013A 2014A 2015E 2016E 2017E 
Profit before tax 1,497 2,667 3,193 3,925 4,663 
Change in depreciation and amortization 122  209  299  429  578  
Change in working capital -2,653 -2,732 -9,072 -9,504 -9,869 
Net finanical cost (income) 363  668  588  996  1,448  
Income tax paid -177  -277  -594  -639  -785  
Net interest received 0  0  0  0  0  
Others -88  -271  -175  -224  -275  
CF Operating -936  264  -5,761  -5,017  -4,240  
      
Capex -105  -683  -1,291  -1,479  -1,672  
Increase in intangible assets -19  -51  -937  -1,169  -1,407  
Others -2,734  -1,000  -1,886  -2,288  -2,701  
CF Investing -2,857  -1,734  -4,114  -4,936  -5,780  
      
Net Capital raise 2,297  0  -6  0  0  
Net debt financing 3,726 3,677 12,276 10,523 10,982 
Dividend payout 0  -10  -690  -848  -1,007  
Interest paid -789  -1,105  -1,084  -1,153  -1,637  
Others 191  -366  0  0  0  
CF Financing 5,425  2,196  10,496  8,522  8,338  
      
Net change in cash 1,632 726 621 -1,432 -1,682 
Cash at the beginning 3,640 5,366 6,091 6,610 5,077 
Adjustment (Time deposit & FX effect) 241  -1  -102  -102  -102  
Cash at the end 5,513 6,091 6,610 5,077 3,293 
Source(s): Company, ABCI Securities estimates     

 
Key Ratio (2013A-2017E)      
FY ended Dec 31 (HK$ mn) 2013A 2014A 2015E 2016E 2017E 
Sales mixed (%)      

Sewage and reclaimed water 92.18 87.75 87.65 87.38 87.35 
Water distribution 5.99 9.10 9.59 10.14 10.32 
Other 1.83 3.15 2.76 2.48 2.33 

Total 100  100  100  100  100  
      
Profit & loss ratios (%)      
Gross margin 39.11 39.17 39.84 40.42 40.85 
Operating profit margin 27.21 33.92 30.84 31.42 31.85 
Pre-tax margin 23.37 29.88 27.31 26.26 25.45 
Net profit margin  17.88 23.23 21.85 21.01 20.36 
Selling & administrative expenses/revenue 12.09 11.94 10.00 10.00 10.00 
Effective tax rate 23.50 22.27 20.00 20.00 20.00 
      
Growth (%)      
Revenue 71.88 39.33 30.99 27.84 22.59 
Gross profit 74.36 39.53 33.24 29.71 23.90 
Operating profit 63.85 73.68 19.09 30.25 24.28 
Net profit 32.09 81.01 23.21 22.91 18.82 
      
Balance sheet ratios      
Current ratio (x) 1.31 1.32 1.03 0.86 0.74 
Quick ratio (x) 0.65 0.79 0.63 0.46 0.34 
Cash ratio (x) 0.48 0.56 0.41 0.24 0.13 
Trade and bill receivables days 116.11 106.12 110.00 110.00 110.00 
Trade and bill payables turnover days 257.82 239.56 250.00 250.00 250.00 
Inventory turnover days 5.18 3.88 5.50 5.50 5.50 
Total debt / equity ratio (%) 126.04 132.83 191.24 219.25 245.38 
Net debt / equity ratio (%) 84.15 92.32 153.21 193.82 230.61 
      
Returns (%)      
ROAA 2.9 3.7 4.0 3.9 3.8 
ROAE 10.0 12.3 13.9 15.1 15.9 
Payout ratio 39.28 37.85 30.00 30.00 30.00 
Source(s): Company, ABCI Securities estimates     
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Disclosures 
 
Analyst Certification 
I, Kelvin Ng, being the person primarily responsible for the content of this 
research report, in whole or in part, hereby certify that all of the views 
expressed in this report accurately reflect my personal view about the subject 
company or companies and its or their securities. I also certify that no part of 
my compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report. I and/or my associates 
have no financial interests in relation to the listed company (ies) covered in this 
report, and I and/or my associates do not serve as officer(s) of the listed 
company (ies) covered in this report. 
 
 
Disclosures of Interests 
ABCI Securities Company Limited and/or its affiliates may pursue financial 
interests to the companies mentioned in the report. 
. 
 
Definition of equity rating 
Rating  Definition  
Buy Stock return ≥ Market return rate 
Hold Market return – 6% ≤ Stock return < Market return rate 
Sell Stock return < Market return – 6% 
Stock return is defined as the expected % change of share price plus gross 
dividend yield over the next 12 months 
Market return: 5-year average market return rate from 2010-2014  
Time horizon of share price target: 12-month 
 
Definition of share price risk 
Rating  Definition  
Very high 2.6 ≤180 day volatility/180 day benchmark index volatility  
High 1.5 ≤ 180 day volatility/180 day benchmark index volatility < 2.6 
Medium 1.0 ≤180 day volatility/180 day benchmark index volatility < 1.5 
Low 180 day volatility/180 day benchmark index volatility < 1.0 
We measure share price risk by its volatility relative to volatility of benchmark 
index. Benchmark index: Hang Seng Index. 
Volatility is calculated from the standard deviation of day to day logarithmic 
historic price change. The 180-day price volatility equals the annualized 
standard deviation of the relative price change for the 180 most recent trading 
days closing price. 
 
 
Disclaimers 
This report is for our clients only and is for distribution only under such 
circumstances as may be permitted by applicable law. It has no regard to the 
specific investment objectives, financial situation or particular needs of any 
specific recipient. It is published solely for informational purposes and is not to 
be construed as a solicitation or an offer to buy or sell any securities or related 
financial instruments. No representation or warranty, either expresses or 
implied, is provided in relation to the accuracy, completeness or reliability of 
the information contained herein. This report should not be regarded by 
recipients as a substitute for the exercise of their own judgment. Any opinions 
expressed in this report are subject to change without notice and may differ or 
be contrary to opinions expressed by other business areas as a result of using 
different assumptions and criteria. The analysis contained herein is based on 
numerous assumptions. Different assumptions could result in materially 
different results. The analyst(s) responsible for the preparation of this report 
may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting 
market information. ABCI Securities Company Limited is under no obligation to 
update or keep current the information contained herein. ABCI Securities 
Company Limited relies on information barriers to control the flow of 
information contained in one or more areas within ABCI Securities Company 
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Limited, into other areas, units, groups or affiliates of ABCI Securities 
Company Limited. The compensation of the analyst who prepared this report is 
determined exclusively by research management and senior management (not 
including investment banking). Analyst compensation is not based on  
investment banking revenues, however, compensation may relate to the 
revenues of ABCI Securities Company Limited as a whole, of which 
investment banking, sales and trading are a part.  The securities described 
herein may not be eligible for sale in all jurisdictions or to certain categories of 
investors. The price and value of the investments referred to in this research 
and the income from them may fluctuate. Past performance is not necessarily 
indicative of future results. Foreign currency rates of exchange may adversely 
affect the value, price or income of any security or related instrument 
mentioned in this report. For investment advice, trade execution or other 
enquiries, clients should contact their local sales representative. Neither ABCI 
Securities Company Limited nor any of its affiliates, directors, employees or 
agents accepts any liability for any loss or damage arising out of the use of all 
or any part of this report. Additional information will be made available upon 
request. 
Copyright 2015 ABCI Securities Company Limited 
No part of this material may be (i) copied, photocopied or duplicated in any 
form by any means or (ii) redistributed without the prior written consent of ABCI 
Securities Company Limited. 
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