
1 Evaluateresearch.com 

 

 

 

 

 

 

 

 

  

www.evaluateresearch.com 

China Renewable Energy Investment Ltd 
Bloomberg: 987_HK 

Utilities: Renewable Energy 
 

Tuesday, May 9, 2017 

China Renewable Energy Investment Limited [CRE], a subsidiary of HKC 
(Holdings) Limited [HKC], is an alternative energy project developer focused 
mainly on wind power development in China. Currently, the company has 5 
windfarms in China. The Mudanjiang & Muling windfarms [shareholding of 
86% and 86.6%, respectively] in Heilongjiang and the Siziwang Qi Phase 1 
and 2 windfarms [100% shareholding] in Inner Mongolia are consolidated on 
the balance sheet and together have a capacity of 158.5 MW. The Danjinghe 
windfarm [40% shareholding], Changma windfarm [40% shareholding] and 
Lunaobao windfarm [30% shareholding], with a total gross capacity of 501.5 
MW and net attributable capacity to CRE of 190.6 MW, are reported as 
associates. Overall, CRE has a net attributable capacity of 341 MW.  
 
Summary                                                                                                                                                                              
We believe that CRE is clearly misunderstood as accounting standards 
require the company to report the results of its most profitable windfarms 
below the operating income line, masking the true profitability of the 
company. As a result, the company continues to trade at extreme deep value 
levels of 0.36x P/B, 4.3x EV/EBITDA and 7.1x 2018E P/E. With a strong 
pipeline of projects, the company is expected to grow rapidly over the next 
few years. The Henan Songxian windfarm, which will commence operations 
early next year, is expected to add more than 80% to the top-line and more 
than 50% to the bottom-line of the company. The various supply-side reforms 
underway in China [including rollout of new UHV transmission lines, 
restriction on capacity expansion in curtailed regions, Green Certificate 
Scheme, guaranteed utilization hours for windfarms, restrictions on coal-
based power plants, etc.], along with a strong power demand recovery backed 
by a recovering economy, is expected to bring under control the windpower 
industry’s most critical problems of curtailment and overcapacity, resulting in 
higher utilization and profitability for the windpower producers. Based on 
such favorable prospects for both the company and the industry, along 
with attractive valuation metrics, we believe that CRE is at an inflection 
point and poised for a strong performance.  
 
Conclusion                                                                                                                                                                          
Our 12-month price target on the stock is HK$0.50 per share, which 
represents an upside of about 110% over the current stock price. Our price 
target is based on DCF and EV/EBITDA methodologies. Our DCF model, which 
assumes a WACC of 10.7% and a terminal growth rate of 2.5%, gives a price of 
HK$0.51 per share. Applying a reasonable 7x multiple to our FY2018 total 
attributable EBITDA estimate of HK$386.8 mn gives a price of HK$0.55 per 
share. On a P/B basis, our price target implies a 2018E P/B multiple of 0.77x. 
See DCF details further in the report. 
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Company Description                                                                                                                                                          
China Renewable Energy Investment Limited [CRE], a subsidiary of HKC (Holdings) Limited [HKC], is an 
alternative energy project developer focused mainly on wind power development in China. Currently, the 
company has 5 windfarms in China. The Mudanjiang & Muling windfarms [shareholding of 86% and 86.6%, 
respectively] in Heilongjiang and the Siziwang Qi Phase 1 and 2 windfarms [100% shareholding] in Inner 
Mongolia are consolidated on the balance sheet and together have a capacity of 158.5 MW. The Danjinghe 
windfarm [40% shareholding], Changma windfarm [40% shareholding] and Lunaobao windfarm [30% 
shareholding], with a total gross capacity of 501.5 MW and net attributable capacity to CRE of 190.6 MW, are 
reported as associates. Overall, CRE has a net attributable capacity of 341 MW.  
 

Wind farm Gross capacity (MW) % ownership Net capacity attributable to CRE 

Siziwang Qi 99 100% 99.0 

Mudanjiang & Muling 59.5 86.3% 51.4 

Danjinghe  200 40% 80.0 

Lunaobao 100.5 30% 30.2 

Changma  201 40% 80.4 

Total Capacity 660 
 

340.9 

 

Growth Ratios % FY 12/2015 FY 12/2016 FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E FY 12/2021E 

Revenue 37% -1% 1% 61% 17% 20% 7% 

 Total attributable EBITDA 
 

-3% 2% 23% 10% 11% 5% 

Operating Income 1267% 3% 8% 177% 41% 32% 9% 

Net income adjusted 181% 51% 0% 56% 21% 25% 8% 

Diluted EPS adjusted 193% 67% -17% 56% 21% 25% 8% 

        
Margins (%) 

       
Gross Margin 33% 33% 35% 43% 48% 50% 51% 

Operating Margin 16% 16% 17% 30% 36% 40% 41% 

Pre-Tax Margin (adjusted) 34% 50% 48% 46% 48% 50% 52% 

Net Income Margin (adjusted) 30% 47% 46% 45% 46% 48% 49% 

        
DuPont ROE (%) 3% 4% 4% 5% 6% 7% 7% 

Return on Capital Employed 4% 5% 4% 6% 6% 7% 7% 

Return on Invested Capital 4% 4% 4% 5% 6% 6% 6% 

Return on Assets 2% 3% 2% 3% 4% 4% 5% 

        
P/B 0.39 0.50 0.39 0.37 0.35 0.33 0.30 

P/E 15.42 12.73 11.13 7.15 5.88 4.70 4.34 
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0.36x P/B, Lowest in the Industry  
CRE is trading at a P/B multiple of only 0.36x, which is the lowest in the 
industry. China Datang Renewable Power [1798_HK], which has the 
industry’s second lowest P/B multiple, is trading at 0.58x, whereas the 
industry average ratio is 1.0x. Thus, CRE is trading at a huge discount to its 
peers. CRE has stakes in 3 windfarms owned by the SOE - CECEP Wind 
Power [601016_CH], which is one of the major players in the wind power 
sector in China, with a total installed capacity of more than 2,000 MW. It is 
surprising that despite being a joint owner of some of CECEP’s most 
profitable windfarms, CRE is trading at only a fraction of CECEP’s P/B 
multiple of 2.9x. We believe that the company is clearly misunderstood by 
investors, mainly due to the fact that its less profitable assets are 
consolidated on its income statement, while its most profitable assets are 
reported below the operating income line in income from associates, giving 
a misleading picture of the company’s true profitability. [An in-depth 
discussion on this can be found further in this report] 
 
4.3x EV/EBITDA 
We calculate the company’s total attributable EV and total attributable 
EBITDA by adding the EV and EBITDA of its associate windfarms that is 
attributable to CRE based on its stake in each windfarm to its reported EV 
and EBITDA numbers. Based on the company’s FY2016 attributable 
EBITDA of HK$307.7 mn, the company is currently trading at 4.3x 
EV/EBITDA vs. the industry average [excluding CRE] of 9.1x. Another 
way to think about this is that the company is trading at an enterprise value 
of HK$4.0 mn per MW of capacity. A new windfarm costs over RMB8.0 
mn/MW [HK$9.0 mn] to construct. Thus, the company is trading at less 
than half the construction cost of a new windfarm, even though its 
windfarms produce more EBITDA per MW than any of its listed 
competitors. In FY2016, the company recorded an EBITDA of HK$903,000 
per MW of attributable capacity [highest in the industry], which was 
significantly higher than the industry average of HK$730,000/MW. 
Furthermore, CECEP Wind Power, which is the majority owner of CRE’s 
three associate windfarms [Danjinghe, Lunaobao and Changma], is trading 
at an EV/EBITDA of 21.0x, even though it produces an EBITDA of just 
HK$580,000 per MW. Trading at such deep value levels and discount to 
peers, CRE’s stock offers an attractive risk/reward opportunity to 
investors, in our view. 
 

Company 
EV [mn 
HK$] 

2016 EBITDA 
[mn HK$] MW EV/MW EV/EBITDA 

EBITDA
/ MW 

Huaneng Renewables 83,777 9,458 11,087 7.56 8.86 0.85 

China Longyuan 143,344 15,695 19,494 7.35 9.13 0.81 

Huadian Fuxin 91,963 10,597 14,972 6.14 8.68 0.71 

China Power New Energy 18,608 2,214 3,733 4.98 8.40 0.59 

China Datang Renewable Power 57,697 5,587 8,498 6.79 10.33 0.66 

CECEP  28,360 1,349 2,309 12.28 21.02 0.58 

CRE 1,316 308 341 4.01 4.34 0.90 

Adjusted Average [excluding CRE]       7.01 9.08 0.73 
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Tremendous Growth Over the Next 3 to 4 Years 
The company’s Henan Songxian windfarm, which will commence 
operations in 1Q2018, and the Hebei windfarm, which we expect to start in 
1Q2020, will result in tremendous revenue and EPS growth for the 
company over the next 3 to 4 years. We expect the company’s revenue to 
grow from HK$131 mn currently to HK$318 mn in FY2021, a CAGR of 
19.4% for the period. With expected gross profit margin of between 
55%-65% for the new windfarms, the overall gross profit margin of the 
company should increase from 33.5% in FY2016 to 51% in FY2021, 
leading to a tremendous increase in the gross profit from HK$43.8 mn in 
FY2016 to HK$162.0 mn in FY2021 at a CAGR of 29.9%. Due to the 
extremely low incremental administrative expenses of operating a 
windfarm, the operating profit will grow at an even higher rate. In our 
model, operating profit increases from HK$21.3 mn in FY2016 to 
HK$129.5 mn in FY2021 at a CAGR of 43.5%, whereas net income grows 
from HK$61.1 mn in FY2016 to HK$156.4 mn in FY2021, a CAGR of 20.7%.  
 

 
 
Focus on Profitability and Not Just Growth 
Unlike the SOEs, whose main focus is on increasing capacity, CRE is more 
focused on profitability.  To this end, the company is very careful in 
selecting projects, and as such, it invests only in those windfarms that are 
located in regions with minimum curtailment, and have the potential to 
deliver high shareholder returns. The company’s existing windfarms are 
some of the most profitable in the country. This can be seen from the fact 
that the company’s average utilization has been consistently higher than 
the national average for the past several years. In FY2016, the company’s 
average utilization was 2,038 hours, 17% higher than the national average 
of 1,742 hours. Even when compared to some of the largest players in the 
industry, CRE’s utilization is much higher. This focus on profitability gives 
us confidence in management’s capital allocation ability.  For a medium-
sized company, we are pleasantly surprised by management’s focus on 
shareholder returns.   
 

132.9 131.0 132.3

212.9

248.7

298.2
317.8

40.5
61.1 61.0

95.0
115.3

144.4 156.4

0.0

50.0

100.0

150.0

200.0

250.0

300.0

350.0

FY 2015 FY 2016 FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E

Revenue (mn HK$) Net Income (mn HK$)



6 Evaluateresearch.com 

 

 

 

 

 

 

 

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
         

                                                                                                                 

Utilization Hours for Listed Chinese Companies 

Company 2015 2016 

CRE 1983 2038 

Huaneng Renewables 1882 1966 

China Longyuan 1888 1901 

Huadian Fuxin 1745 1765 

China Power New Energy 1306 1275 

China Datang Renewable Power 1745 1755 

Concord New Energy 1618 1692 

National average 1728 1742 

 
Revenue Growth of 80%+ Expected from the New Windfarm in Henan 
Adhering to its principle of investing in only the highest quality windfarms 
that can generate high shareholder returns, and which are located in 
regions with minimum curtailment, the company is developing the first 
phase of its new wholly-owned Henan Songxian windfarm. The windfarm 
has a total capacity of 100 MW out of which 74 MW will be developed in the 
first phase, which is currently under construction and is expected to be 
operational by the first quarter of FY2018. The expected average wind 
speed is 5.8 m/s and the estimated utilization is 2,300 hours. The 
applicable feed-in tariff [FiT] will be RMB0.6/KWh, which is the highest 
available FiT in any region. In addition to this, because the transmission 
line for sending out the electricity generated will be constructed by CRE, 
the windfarm will also receive a network subsidy of RMB0.01 per kWh. 
 
Once completed, the windfarm will increase the company’s total net 
attributable capacity by 22%, from 341 MW currently to 415 MW in 
FY2018. Based on our conversation with management, we estimate the 
windfarm to generate revenue of approximately RMB97 mn [HK$110 
mn] in its first full year of operation, resulting in an 84% increase in 
CRE’s revenue as compared to the reported revenue of HK$131 mn in 
FY2016. Similarly, we estimate the project to add about RMB30.8 mn 
[HK$34.8 mn] to the company’s net income, thereby increasing the 
bottom-line by about 57% as compared to the FY2016 net income of 
HK$61.1 mn. Our calculations suggest equity IRR of about 16% for the 
project, well above the company’s cost of equity of 12.0%. Overall, we 
believe the development of the Henan Songxian windfarm will be a huge 
positive for the company as investors will be able to see some much needed 
top-line growth as well as substantial bottom-line growth. 
 

Economics of the Henan Songxian Windfarm/ MW of capacity 

Capacity Factor 25% 

Utilization Hours 2300 

Tariff (RMB/KWH) 0.60 

Total Power Generated (kWh)                      2,300,000  

Annual Revenue at 2300 Utilization hours (mn RMB) 1.38                                
1.38  CAPX (mn RMB) 8.1 

Equity IRR 16% 

 
 



7 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

        

Accounting Standards Masking the True Profitability of CRE 
Accounting standards require companies to report their results in ways 
that sometimes mask the true economic characteristics of their business 
and CRE is a classic example of this. A quick glance at CRE’s reported 
numbers can lead one to conclude the following: a major portion of the 
company’s net income comes from associates which are not necessarily 
part of its core business operations whereas the company’s core 
consolidated business operations generate very little operating profit 
which is not enough to even cover its interest expenses. Hence the 
company’s core business is making losses and therefore it deserves a lower 
valuation. 
 
However, this is a misleading picture, and after digging a bit deeper, it can 
be observed that: 

1) Out of the company’s five windfarms, the most productive ones are 
the associate windfarms whose results are reported below the 
operating income line. Thus, by not consolidating the results of the 
associate windfarms, the company’s reported financial statements 
underemphasize their higher profit generating ability. 

2) The company’s associate income comes from 3 windfarms [exactly 
the same business as CRE’s], in each of which, it has been invested 
for a long time, and has also been actively involved in their daily 
operations, with representatives from CRE working closely in the 
management of the windfarms. Thus, instead of being a short-
term investment in some unrelated business, the investment 
in associates is very much a part of CRE’s core business 
operations and should be treated as such. Also, CRE receives 
healthy dividends from its associates which provide an important 
source of cash to the company. 
 

Thus, investors who look only at the company’s reported operating profit 
numbers, and treat associate income separately from the core business, 
tend to underestimate the true economics of the company’s underlying 
business. In order to assess the true profitability of the company’s 
business, we calculate the total EV and the total EBITDA attributable to the 
company. We do this by adding the EV and EBITDA of the associate 
windfarms that is attributable to CRE based on its stake in each windfarm 
to its reported ordinary EV and EBITDA. The table below lays down the 
calculations in detail.  From the table, it can be seen that in 2016, the total 
EBITDA attributable to CRE was about HK$307.7 mn instead of the 
reported EBITDA of just HK$103.8 mn. Similarly, CRE’s attributable EV 
comes to HK$1,316.3 mn. Based on these numbers, the company’s 
EV/EBITDA on FY2016 reported numbers comes to just 4.3x vs. 8.3x 
obtained without taking the attributable associate numbers into account 
and industry average of about 9.0x. Based on our FY2018 total attributable 
EBITDA estimate of HK$386.8 mn, the company is trading at an 
EV/EBITDA of 4.7x. [In our forecasts we are not incorporating further 
reduction in the company’s attributable net debt of associates. Had we 
done that, our forecasted EV/EBITDA would have been even lower.] 
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Wind farm Total investment mn RMB Equity raised mn RMB Debt raised mn RMB 

Lunaobao 1000 323.3 676.7 

Danjinghe 1740 545.6 1194.4 

Changma 1896 589.6 1306.4 

Total 4636 1458.5 3177.5 

    
Wind farm CRE's stake in windfarms CRE's total equity investment RMB Total debt attributable to CRE mn  RMB 

Lunaobao 30% 96.99 203.01 

Danjinghe 40% 218.24 477.76 

Changma 40% 235.84 522.56 

Total 37.8% 551.07 1203.33 

 

EV Calculations (in mn HK$)  FY2016 FY2017E FY2018E FY2019E FY2020E FY2021E 

Market value of CRE's Equity 565.53 678.64 678.64 678.64 678.64 678.64 

Add: Gross debt @ CRE 465.43 685.43 905.43 1055.43 1055.43 955.43 

Add: Attributable net debt in Associates 502.00 502.00 502.00 502.00 502.00 502.00 

Add: Minority interest -2.52 -5.52 -8.67 -11.98 -15.45 -19.10 

Less: Cash 214.18 240.35 274.93 293.37 333.54 385.35 

Total attributable Enterprise Value 1316.26 1620.19 1802.47 1930.72 1887.08 1731.61 

       EBITDA Calculations (in mn HK$ unless otherwise stated)  FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 

Attributable Net Debt in associates (mn RMB) 422.0 422.0 422.0 422.0 422.0 422.0 

CRE's total initial equity investment (mn  RMB) 551.1 551.1 551.1 551.1 551.1 551.1 

Total initial debt attributable to CRE (mn RMB) 1321.7 1321.7 1321.7 1321.7 1321.7 1321.7 

Gross PPE attributable to CRE (mn RMB) 1872.8 1872.8 1872.8 1872.8 1872.8 1872.8 

Gross PPE attributable to CRE (mn HKD) 2060.1 2060.1 2060.1 2060.1 2060.1 2060.1 

Assumed depreciation rate - 5.0% 5.0% 5.0% 5.0% 5.0% 

Depreciation attributable to CRE 69.0 103.0 103.0 103.0 103.0 103.0 

Assumed interest rate - 6.2% 6.2% 6.2% 6.2% 6.2% 

Interest expense attributable to CRE  55.0 28.8 28.8 28.8 28.8 28.8 

       
Associate income on CRE's IS 72.0 75.6 79.4 81.8 84.2 86.8 

Assumed tax rate 10% 10% 10% 10% 10% 10% 

PBT attributable to CRE 80.0 84.0 88.2 90.9 93.6 96.4 

Add: Attributable depr and interest expense of associates 124.0 131.8 131.8 131.8 131.8 131.8 

Total associate EBITDA attributable to CRE 204.0 215.8 220.0 222.6 225.4 228.2 

CRE's reported EBITDA 103.8 101.6 166.8 203.5 247.0 266.0 

Total EBITDA attributable to CRE 307.8 317.4 386.8 426.1 472.4 494.2 

       
EV/EBITDA 4.28 5.10 4.66 4.53 3.99 3.50 
Source: Company reports, management estimates, Evaluate Research estimates 
Tax rate based on CECEP’s 2016 effective tax rate 
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Strong Project Pipeline 
Apart from the project in Henan, the company has projects with a capacity 
of over 1,000 MW in the pipeline. This includes a 900 MW project in the 
western part of Inner Mongolia, a 200MW project in the eastern part of 
Inner Mongolia, and another 100 MW project in Zhangbei County of Zhang 
Jiakou city in Hebei province. While the pipeline looks attractive, in reality 
only the 100 MW project in Hebei can currently be developed, while the 
remaining projects cannot be started until the curtailment issues in the 
regions are resolved. Inner Mongolia faces one of the highest curtailment 
rates in China. However, with the continued utilization recovery on solid 
power demand growth, rollout of new UHV transmission lines, supportive 
government policies and reducing overcapacity, we expect curtailment to 
reduce in the coming years.  
 
As for the Hebei windfarm, the company expects to complete its 
construction during the 13th 2016-2020 five-year plan. The expected 
utilization hours of this windfarm is about 2800-3000 hours. The China 
State Council has recently given Zhang Jiakou approval to serve as a 
demonstration site for renewable energy. The area will serve as a new 
energy base for Hebei, Beijing and Tianjin. Recently, Zhang Jiakou and 
Beijing successfully bid for the Winter Olympic Games. The ensuing rapid 
economic development should further increase demand for renewable 
energy in the region. The city aims to have renewable energy account for 
30% of all energy consumed by 2020 and 50% by 2030. As such, we are 
positive about the prospects of the Hebei windfarm and expect it to earn a 
good return for shareholders.  Our estimated IRR from this project is about 
15%.  
 
Furthermore, CRE is also expected to begin work on its first 4MW 
distributed solar energy project in Zhejiang province. The expected 
utilization hours and tariff for the project are 1,200 and RMB1.0/kWh, 
respectively. The market for distributed solar energy in China is currently 
in its early stages of development and has a significant future growth 
potential. In our view, the company has taken a right step in the right 
direction by entering this space.  
 

 
 



10 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

        

         

 
 
Positive Industry Outlook 
In order to reduce curtailment, the government has taken various 
initiatives. This includes the construction of new ultra high voltage [UHV] 
transmission lines, mainly to transport electricity from the heavily 
curtailed northern provinces to the provinces in the central and southern 
part of the country. The government has also issued a blanket ban on 
addition of any new capacity in the six northern provinces of Jilin, 
Heilongjiang, Ningxia, Xinjiang, Inner Mongolia and Gansu until the 
curtailment issues in these regions are resolved. The National 
Development and Reform Commission [NDRC] announced a minimum 
number of annual utilization hours [between 1800-2000 hours] that need 
to be achieved in select cities in 8 provinces and 3 autonomous regions 
which face high curtailment before any new capacity addition projects can 
be undertaken. Furthermore, a voluntary Green Certificate Scheme will be 
started from July 2017 through which polluters will be encouraged to buy 
certificates from owner of qualified renewable energy plants. In order to 
gradually reduce the use of coal, it was announced that all small coal-fired 
furnaces at the prefectural level and above will be shut down in 2017, 
resulting in a shutting down of at least 150 mn MT of coal production 
facilities during the year. Based on these supportive policy measures 
implemented by the government, along with an improvement in the 
Chinese economy resulting in a higher demand for electricity, we are 
hopeful that over the next couple of years, we will see lower curtailment 
and good utilization and demand for the wind power generators.   
 
Improving Fundamentals, Rising Profits for Consolidated Windfarms 
The fundamentals of the company’s consolidated windfarms have 
improved over the last few years. The gross profit margin was 12.2% and 
20.2% in FY2011 and FY2012, respectively. Over the last four years, it has 
been consistently above the 30% mark [except for FY2014 which was a 
particularly bad wind year]. Implementing strict cost controls, the 
company has also managed to cut down its SGA expenses, which have  
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declined consistently every year over the last 5 years, from 37.6% of sales 
in FY2012 to 17.8% in FY2015 and 17.4% in FY2016. As a result, the 
company’s operating profit margin has also improved from a negative 
15.4% in FY2012 to a positive 16.2% in FY2016.  Going forward, we expect 
the gross profit margin to rise to above 50% and operating profit margin 
to above 40% by FY2021 after the Henan and the Hebei windfarms 
become fully operational. 
 

 
 
55% Attributable Sales from Windfarms with Minimum Curtailment 
The company operates 5 windfarms in China out of which 2 are 
consolidated on its financial statements and 3 are reported as associates. 
The total gross capacity of CRE’s windfarms is 660MW and the total net 
capacity is 341 MW. The windfarms in Changma and Danjinghe [both 
accounted as associates] were obtained through the national tendering 
process through which they receive favorable treatment and hence face 
minimum curtailment. In FY2016, the Changma and Danjinghe windfarms 
recorded utilization of 2,266 hours and 2,185 hours, respectively, which 
was more than 25% above the national average of 1,742 hours.  It is 
important to note that because it was obtained through the national 
tendering process, the Changma windfarm enjoys high utilization despite 
being in the heavily curtailed Gansu province [43% curtailment in 
FY2015]. The company owns 40% stakes in both these windfarms, and 
together, they account for over 47% of the company’s net capacity. In 
FY2016, the total revenue attributable to the company was HK$360.4 mn 
out of which HK$196.3 mn was from these two windfarms [Please see the 
appendix at the back for the calculations]. Thus, almost 55% of the 
company’s total attributable revenue came from windfarms facing very 
low curtailment.   
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Wind farm (2016 results) 
Power dispatched 
(in mn KWh) 

Rate/ MWh 
(in RMB) 

Total revenue 
in RMB 

Total revenue 
in HKD 

% 
stake  

Total attributable 
revenue in HKD 

Siziwang Qi 171.0 0.54 92.3 101.6 100.0 101.6 

Mudanjiang & Muling 56.9 0.47 26.7 29.4 86.3 25.4 

Lunaobao 225.0 0.50 112.5 123.8 30.0 37.1 

National Tender Projects 
      

Danjinghe  437.1 0.50 218.6 240.4 40.0 96.2 

Changma  455.0 0.50 227.5 250.3 40.0 100.1 

Total attributable revenue  
     

360.4 

Attributable revenue from 
National Tender Projects 

     
196.3 

% contribution from 
National Tender Projects 

     
54.5% 

 

 
 
Lower Leverage vs. Competitors 
The wind power industry in China has very high leverage ratios, with most 
companies having a net debt/equity ratio of well over 100%. Looking at some of 
the industry’s most prominent players, Huaneng Renewables [958_HK] has a net 
D/E ratio of 2.40, China Longyuan [916_HK] is at 1.54, and Huadian Fuxin 
[816_HK] is at 2.78. The industry average net D/E ratio is at 1.59.  In contrast to 
this, CRE had a very healthy ratio of just 0.16 at the end of FY2016. Over the last 
few years, the company has successfully cut down its net debt from HK$429.6 
mn in FY2011 to HK$251.2 mn in FY2016. While CRE’s interest coverage ratio is 
currently well below 1 [since most of the profit comes from associates after the 
operating profit line], we believe that lower debt, along with an increase in 
operating profit after the Henan windfarm commences operations, will result in 
an increase in the company’s interest coverage ratio to well above 1 over the 
coming years.  Based on our model estimates, the company will have an interest 
coverage ratio of 1.4/1.7 in the financial years 2018/2019 vs. 0.67 in FY2016. 
Furthermore, since the company’s debt is denominated in RMB, the currency in 
which it earns revenue and incurs expenses, fluctuations in the exchange rate 
have no effect on its leverage or interest paying ability. 
 

Siziwang 
Qi, 25%

Mudangjiang, 11
%

Lunaobao , 9%

Changma 
, 29%

Danjinghe, 26%
National Tender
Projects
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Management Focused on Developing Wholly-Owned Windfarms 
Of CRE’s existing net capacity of 341 MW, only 158.5 MW is consolidated on 
the company’s financial statements. More importantly, income from the 
company’s most profitable windfarms [Changma, Danjinghe and Lunaobao 
with a total attributable capacity to CRE of 190.5 MW] is recorded as income 
from associates below the operating income line, whereas the company’s 
lesser profitable windfarms [especially Mudanjiang and Muling] are 
consolidated on the income statement.  The windfarms in Mudanjiang and 
Muling account for 37.5% of the company’s consolidated capacity, but only 
17.5% of its net attributable capacity, which is the real metric to look at. The 
result is that investors overemphasize the importance of these windfarms, 
while ignoring the profitability of its most productive windfarms, giving the 
company a low valuation. Even though the income from CRE’s associates is 
recorded below the operating income line, these are not investments in some 
unrelated businesses, but are very much a part of the company’s core 
operations, and should be treated as such.  
 
Management is now emphasizing on developing wholly or majority owned 
windfarms that can be consolidated on the company’s financial statements, 
giving investors a more holistic picture of its true underlying profitability. 
During our call with management, they reiterated the same point.  One can 
verify this by looking at the company’s existing pipeline of projects which 
include wholly-owned farms only. We believe that this is a step in the right 
direction as it will help the company to solve two of its most glaring 
problems. Firstly, as mentioned before, investors will be able to fully 
appreciate the company’s underlying profitability. Secondly, the 
company will be able to generate higher operating profit and report 
higher interest coverage. It is important to remember that even though the 
company generates solid income from its associate windfarms, the cashflow 
is not available to the company to pay down its debt and other expenses 
unless the associate provides dividends or the company sells its stake in the 
associate. Thus, having wholly-owned windfarms is beneficial to the 
company and could lead to a rerating of its stock.  
 
Continued Steady Performance from Associate Windfarms 
The company has equity stake in 3 windfarms - Danjinghe [40% stake], 
Changma [40%] and Lunaobao [30%] which are majority owned by China 
Energy Conservation and Environmental Protection Group [CECEP]. These 3 
farms account for almost 56% of the company’s net capacity and more than 
100% of the company’s net profits. In FY2016, the company recorded income 
from associates of HK$72 mn vs. HK$60.9 mn in FY2015, a growth of 18% 
YoY. These wind farms have the highest utilization hours amongst all of the 
company’s windfarms. Changma and Danjinghe were obtained through the 
national tendering process and hence face minimum curtailment. Thus, 
despite being in Gansu, one of the most severely curtailed provinces in the 
PRC, the Changma windfarm had an average utilization of 2,266 hours in 
FY2016 [2,483 hours in FY2015], significantly higher than the other 
windfarms in the province. As for the Lunaobao windfarm, in the second 
quarter of FY2015, three 500KV substations were put into operation in the 
region, resulting in a drastic decline in curtailment. In FY2016, utilization 
hours for Lunaobao windfarm increased by 20% YoY to 2,239 hours.  
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 Overall, in FY2016, these 3 windfarms had an average utilization of more 
than 2200 hours, more than 25% above the national average. Under the 
13th five year plan from 2016-2020, the government is planning to increase 
power dispatch from Zhangbei to Beijing, which will result in a further 
reduction in curtailment for the Danjinghe and Lunaobao windfarms. 
Moreover, the Jiuquan-Hunan UHV transmission line, which commenced 
operations in Jan 2017, could reduce curtailment of the Changma 
windfarm even further. Given the fact that all of these windfarms are 
managed by CECEP [one of the major players in the Chinese wind power 
sector], situated in areas with good wind resources and face minimum 
curtailment, we continue to expect strong performance from them going 
forward.  Furthermore, the consistent high dividends received from CECEP 
are an important source of income and cash flow for CRE.  
 

Profit Contribution from Associates [mn HKD] 

Wind farm 2016 Profits 2015 Profits % change 

Danjinghe 23.8 15.8 51% 

Changma  39.3 41.5 -5% 

Lunaobao 8.9 3.7 140% 

Total 72.0 60.9 18% 

 

 
 
7.1x P/E, Prospects of Industry and Company Rerating 
CRE is currently trading at a P/E multiple of 7.1x based on our FY2018 
earnings estimate of HK3.36 cents per share. Based on its latest FY2016 
reported EPS of HK2.59 cents, the stock is trading at a P/E of 9.3x vs. its 5-
year average historical P/E of 24x. Over the last six month, CRE’s stock 
price has fallen from a high of about HK$0.33 per share in November last 
year to HK$0.24 currently. This is despite the fact that the company 
reported solid 51% YoY EPS growth in FY2016. We note that the entire 
wind power industry in China is currently trading at lower multiples, 
mainly due to concerns regarding curtailment, overcapacity and lower 
tariffs for new windfarms that will be built after 2018. However, with the 
government taking various concrete steps to address these concerns, we  

67

81

59

45

61

72

25

90
86

72

49

0

10

20

30

40

50

60

70

80

90

100

2011 2012 2013 2014 2015 2016

Income from associates [mn HKD] Dividends from associates [mn HKD]



15 Evaluateresearch.com 

 

 

 

 

 
        
      
                                                                                                        

 

 

 

       

  

 believe that the entire wind power industry could be rerated over the next 
12 to 18 months. Furthermore, given its lower curtailment, lower debt and 
better growth prospects vs. its peers, we believe that CRE deserves to trade 
at higher multiples. With the new windfarm in Henan expected to add 
more than 70% to the company’s top-line and more than 50% to its 
bottom-line in FY2018 & FY2019, we believe that the rerating of the 
company’s stock is highly likely.  A reasonable 12x multiple on our FY2018 
EPS estimate gives a stock price of HK$0.40, which is more than 60% 
above the current stock price.   
 
Catalysts                                                                                                                                                                              
Revenue and EPS Growth from Henan Windfarm 
The company’s new 74 MW windfarm in Henan Province is expected to 
begin operations by the first quarter of FY2018. Once completed, the 
windfarm will increase the company’s total net attributable capacity by 
22%, from 341 MW currently to 415 MW in FY2018. We estimate the 
windfarm to generate revenue of approximately RMB97 mn [HK$110 mn] 
in its first full year of operation, resulting in an 84% increase in CRE’s 
revenue as compared to the reported revenue of HK$131 mn in FY2016. 
Similarly, we estimate the project to add about RMB30.8 mn [HK$34.8 mn] 
to the company’s net income, thereby increasing the bottom-line by about 
57% as compared to the FY2016 net income of HK$61.1 mn. We expect 
revenue contribution of HK$77.3 mn and HK$110.4 mn in FY2018 and 
FY2019, respectively from this windfarm. 
 
Focus on Wholly-owned Windfarms to Improve Operating Profit  
Management is emphasizing on developing wholly or majority owned 
windfarms that can be consolidated on the company’s financial statements. 
The company’s entire current project pipeline of about 1,000+ MW 
consists of wholly-owned windfarms only. We believe that this is a step in 
the right direction as it will help the company to solve two of its most 
glaring problems. Firstly, investors will be able to fully appreciate the 
company’s underlying profitability. Secondly, the company will be able to 
generate higher operating profit and report a higher interest coverage 
ratio. Thus, having wholly-owned windfarms is beneficial to the company 
and could lead to a rerating of its stock.  
 
Reducing Industry Curtailment and Overcapacity 
China’s wind power sector faces the dual problem of curtailment and 
overcapacity. However, the government has undertaken various supply-
side reforms in order to address these problems. These include the 
construction of new ultra high voltage [UHV] transmission lines, 
announcement of minimum number of annual utilization hours for 
windfarms in various provinces, announcement of a new Green Certificate 
Scheme starting from July 2017, shutting down of coal power plants, etc. 
The government is targeting to increase the share of non-fossil fuels in the 
country’s total energy mix to a minimum of 15% by 2020 and 20% by 2030 
as compared to 12% currently. To achieve this end, the government is 
investing more than US$360 billion in renewable energy by 2020, out of 
which close to US$100 billion will be invested in the wind power sector. 
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Based on all these supportive government policies, we expect to see lower 
curtailment and good utilization and demand for the wind power 
producers over the next couple of years.  
 
Improving Utilization on Recovering Power Demand 
The Chinese economy has shown improvement since 2H2016 on the back 
of supportive fiscal and monetary policies, improvement in infrastructure 
investment and strong consumption growth. China’s GDP grew by 6.7% in 
2016 and the IMF expects it to grow by 6.5% in 2017 and 6% in 2018.  In 
FY2016, China’s electricity consumption recorded a good 5% YoY growth 
vs. 0.5% in FY2015. We expect an improving economy to continue to drive 
electricity demand over the next couple of years. An overall strong power 
demand growth will be a positive for the utilization of windfarms as the 
overall pie will get bigger.   
 
Strong Project Pipeline 
Apart from the project in Henan, the company has projects with a capacity 
of over 1,000 MW in the pipeline. This includes a 900 MW project in the 
western part of Inner Mongolia, a 200MW project in the eastern part of 
Inner Mongolia and another 100 MW project in Zhangbei County of Zhang 
Jiakou city in Hebei province. The company expects to complete the 
construction of the Hebei windfarm during the 13th 2016-2020 five-year 
plan. Once operational, we expect it to add another HK$ 50 mn to HK$60 
mn to the company’s revenue. With the continued utilization recovery on 
solid power demand growth, rollout of new UHV lines, supportive 
government policies and reducing overcapacity, we remain positive that 
the other windfarms, especially the ones in Inner Mongolia, could also be 
developed in the near future.  Furthermore, the company is also expected 
to begin work on its first 4MW distributed solar energy project in Zhejiang 
province. 
 
Improving Operating Profit and Interest Coverage 
The company currently has an interest coverage ratio of 0.67x.  However, 
an increase in operating profit after the Henan windfarm commences 
operations, will result in an increase in the company’s interest coverage 
ratio to well above 1 over the coming years. Based on our model estimates, 
the company will have an interest coverage ratio of 1.4/1.7 in the financial 
years 2018/2019 vs. 0.67 in FY2016. We believe that an increase in the 
interest coverage could be an important catalyst that could result in a 
rerating of the stock. 
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Risks                                                                                                                                                                                     
Policy risk 
Wind power companies depend heavily on the State policy and industry 
policy, laws and regulations and the government’s incentive schemes. 
Changes in the policies and the laws and regulations in the facilities 
manufacturing sector and power grid sector have a great impact on wind 
power enterprises. Although the Chinese government has repeatedly 
reiterated that it would continue to intensify its support for the 
development of the wind power industry, it is possible that the current 
preferential measures and favorable policies will be altered or repealed 
without any prior notice.  
 
Competition risk 
With further deepening of the power sector reform, establishment of 
power trading mechanism, orderly liberalization of the power generation 
and consumption plan, establishment of green certificate trading system, 
and the forthcoming promulgation of the renewable energy quota system, 
the competition in the power market is getting increasingly fierce. It is also 
possible that other clean energy technologies may become more 
competitive and appealing. Competition from such companies may become 
intense if the technology used to generate electricity from these other 
clean energy resources becomes more sophisticated, or if the PRC 
government decides to bolster its support to such other clean energy 
resources.          
 
Grid Curtailment Risk 
As the windfarm construction progress in certain regions exceed the 
progress of grid construction and regional consumption capacity, it is 
difficult to consume and transmit all the potential electricity that could be 
generated when windfarms run at full load resulting in curtailment. 
Continued slow increase in power consumption and grid connectivity with 
rapid increase in generation capacity might result in the failure of full 
consumption of energy output from the company’s power generating 
projects operating at full load.   
 
Risk of Technology Change 
The energy industry develops rapidly amid fierce competition. 
Technological advancement may result in the reduction of various types of 
energy development costs, and render the existing wind power projects 
and technologies uncompetitive or obsolete. Failure to adapt to newly 
developed   technologies in a timely manner may adversely impact the 
company’s results.    
 
Risk of Adverse Climate Conditions 
The major climatic risk faced by the wind power industry is the fluctuation 
of wind resources. The commercial viability and profitability of the 
company’s windfarms is highly dependent on suitable wind resources and 
weather conditions. The company’s investment decisions for each wind 
power project are based on the findings of feasibility studies regarding 
wind resources conducted over a period of one year on-site before 
undertaking construction. A material deviation of actual climatic 
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conditions, particularly the wind resource conditions at the project site, 
from the findings of the company’s feasibility studies may adversely affect 
the forecasted profitability of its projects. 
 
Project Construction Risk 
As the more favorable locations get taken by companies, regions which are 
difficult for wind farm construction, such as those with higher cost of land 
and labor remain. Under such circumstances the company may face such 
risks as relatively long construction period of wind power projects, and 
relatively high total construction costs, etc.   
 
Interest Rate and Borrowing Risk 
The company operates in a capital-intensive industry and has significant 
construction and CAPEX requirements. The recovery of the capital 
investment in a wind farm takes a long period of time. The company has to 
take on significant amount of debt to finance its CAPEX in order to 
generate adequate equity returns. A significant increase in borrowing costs 
or an inability to secure new financing could have a material adverse effect 
on its business, financial condition or operating results. 
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Company Description                                                                                                                                                   
China Renewable Energy Investment Limited [CRE], a subsidiary of HKC 
(Holdings) Limited [HKC], is an alternative Energy project developer focused 
mainly on wind power development in China. The company is 
headquartered in Hong Kong. Currently the company has 5 windfarms in 
China. The Mudanjiang & Muling windfarms [shareholding of 86% and 
86.6%, respectively] in Heilongjiang and the Siziwang Qi Phase 1 and 2 
windfarms [100% shareholding] are consolidated on the balance sheet and 
together have a capacity of 158.5 MW. The Danjinghe windfarm [40% 
shareholding], Changma windfarm [40% shareholding] and Lunaobao 
windfarm [30% shareholding], with a total gross capacity of 501.5 MW, and 
net attributable capacity to CRE of 190.6 MW, are reported as associates. 
Overall CRE has a net attributable capacity of 341 MW.  
 

Wind farm Gross capacity (MW) % ownership Net capacity attributable to CRE 

Siziwang Qi 99 100% 99.0 

Mudanjiang & Muling 59.5 86.3% 51.4 

Danjinghe  200 40% 80.0 

Lunaobao 100.5 30% 30.2 

Changma  201 40% 80.4 

Total Capacity 660 
 

340.9 

 
Wind farm (2016 
results) 

Power dispatched 
(in mn KWh) 

Rate/ MWh (in 
RMB) 

Total revenue 
in RMB 

Total revenue 
in HKD 

% 
stake  

Total attributable 
revenue in HKD 

Siziwang Qi 171.0 0.54 92.3 101.6 100.0 101.6 

Mudanjiang & Muling 56.9 0.47 26.7 29.4 86.3 25.4 

Lunaobao 225.0 0.50 112.5 123.8 30.0 37.1 

National Tender 
Projects 

      
Danjinghe  437.1 0.50 218.6 240.4 40.0 96.2 

Changma  455.0 0.50 227.5 250.3 40.0 100.1 

Total attributable 
revenue  

     
360.4 

 
 
Management Bio                                                                                                                                                               
Mr. OEI Kang, Eric- Executive Director, Chairman & CEO 
Mr. OEI Kang, Eric has been appointed as Executive Director, Chairman and 
Chief Executive Officer of the Company since 10 April 2008. He also holds 
several directorships in other members of the Group and is the Chairman of 
the Executive Committee of the Company. Mr. OEI was educated in the USA 
and obtained a Bachelor’s Degree in Economics (with a minor in Electrical 
Engineering), and a Master’s Degree in Business Administration. Earlier in 
his career, he worked with Peregrine Securities Ltd. and PCCW Limited in 
Hong Kong, the LG Group in Seoul and McKinsey & Co. in Los Angeles, USA. 
Mr. OEI is currently an Executive Director and Chief Executive Officer of HKC 
(Holdings) Limited (“HKC”, together with its subsidiaries, the “HKC Group”), 
the shares of which are listed on the Main Board of The Stock Exchange of 
Hong Kong Limited (the “Stock Exchange”) and the controlling shareholder 
of the Company. He is also a director of certain subsidiaries of HKC. Mr. OEI 
is also a Director and a shareholder of Claudio Holdings Limited, the 
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controlling shareholder of HKC. 
 
Mr. LEUNG Wing Sum, Samuel - Executive Director and CFO 
Mr. LEUNG Wing Sum, Samuel has been appointed as Executive Director 
and Chief Financial Officer of the Company since 1 December 2008. He 
joined the Group in April 2008 as Qualified Accountant of the Company. He 
also holds several directorships in other members of the Group and is a 
member of the Executive Committee of the Company. Mr. LEUNG has been 
appointed as Executive Director of HKC since 1 September 2015. He is 
currently the Chief Financial Officer of HKC and also a director of certain 
subsidiaries of HKC. Mr. LEUNG is a certified practicing accountant of CPA 
Australia. Mr. LEUNG obtained a Master’s Degree in Business from RMIT 
University of Australia. He has over 20 years of experience in auditing and 
finance management with an international audit firm and other major 
conglomerates in Hong Kong. Prior to joining the Group, Mr. LEUNG was a 
Director of internal control and risk management of HKC. 
 
Mr. WONG Jake Leong, Sammy - Executive Director  
Mr. WONG Jake Leong, Sammy has been appointed as Executive Director of 
the Company since 1st January 2014. He has been instrumental in raising 
funds for the Group. Mr. WONG is the Investor Relations Director of the 
Group, and is currently serving as a member of the Executive Committee of 
the Company. He is also a Director of certain subsidiaries of the Group. 
Since 2007, Mr. WONG has joined HKC, and is an Executive Director of HKC. 
He also serves as a Director of certain subsidiaries of the HKC Group. Mr. 
WONG received a Bachelor’s degree in geophysical sciences from the 
University of Chicago and an MBA from the Yale School of Management. 
Before Yale, he worked as a petroleum geologist at Sohio Petroleum. After 
Yale, Mr. WONG became an investment banker at Kidder, Peabody in New 
York, where he was involved in project finance. He moved to Hong Kong 
with Bear Stearns, and was involved in a variety of corporate finance 
activities, including some of the first H share IPOs out of China. Mr. WONG 
then worked in equity research at Societe Generale where he was in charge 
of the research efforts in Shanghai; and later as Vice President and Head of 
China Research at Credit Suisse in Hong Kong. Before joining HKC, Mr. 
WONG served as a Chief Financial Officer for DVN Holdings Limited (now 
known as “Frontier Services Group Limited”), where he was involved in 
fund raising and introducing strategic investors to the company. 
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Recent Results                                                                                                             
The company reported strong results for the year ended 31st December, 
2016. While the revenue declined slightly by 1% from HK$132.9 mn in 
FY2015 to HK$131 mn in FY2016, EPS grew strongly by 51% YoY during 
the period. For the year, CRE reported EPS of HK2.59 cents per share vs. 
HK1.72 cents per share in the previous year. The increase in EPS came on 
the back of an 18% increase in income from associates, along with a 23% 
decrease in finance costs, as the company pared down its debt. Income 
from associates came in at HK$72 mn for the period vs. HK$60.9 mn last 
year.    
 
During the period, the company dispatched a total of 1,345.5 GWh of 
energy, representing an increase of 3% YoY. The average utilization for its 
windfarms was 2.038 hours, 3% higher than the previous year and 17% 
above the industry average of 1,742 hours. The Utilization hours for the 
Lunaobao windfarm increased by 20% YoY after three 500KV substations 
were put into operation in the region in 2Q2015. Slightly lower wind 
resources led to a 9% decline in the utilization hours for the Changma 
windfarm, while the utilization hours of the Danjinghe windfarm increased 
by 9% on account of higher wind resources during the year. 
 
During the year, the company reduced its debt from HK$537 mn in FY2015 
to HK$465 mn in FY2016. At the end of the year, the company’s net gearing 
ratio was 16% vs. 23% at the end of last year. In the fourth quarter of 
FY2016, the company received the final approvals to develop its wholly 
owned Henan Songxian windfarm with a capacity of 74 MW. The project, 
which will add 22% to the company’s net attributable capacity, is expected 
to be completed in early 2018. In March 2017, the company announced its 
proposal to issue bonus warrants to its shareholders. Each bonus warrant 
will entitle its holder to subscribe for 1 new share at the price of HK$0.23 
[current share price: HK$0.24] upon exercise of the warrant at any time 
from the date of issue [22nd May 2017] till the last day of the 12 months 
thereafter. Thus, the company will raise capital of approximately HK$108 
mn by issuing roughly 47.3 mn bonus shares, which will increase the 
company’s outstanding share count by about 20% to 2,828 mn. 
 

Wind farm 2016 Utilization Hours  2015 Utilization Hours YoY % Change 

Siziwang Qi 1724 1707 1% 

Mudanjiang & Muling 956 915 4% 

Danjinghe  2185 2003 9% 

Lunaobao 2239 1866 20% 

Changma  2266 2483 -9% 

Average 2038 1983 3% 

National Average 1742 1728 1% 
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Model Estimates                                                                                                                                                               
We expect the Henan windfarm to start operating in the first quarter of 
FY2018. We forecast this windfarm to contribute revenue of HK$77.3 mn 
in FY2018 and HK$110.4 in FY2018 and FY2019, respectively. Similarly, 
we expect the Hebei windfarm to start operating in the first half of FY2020 
and contribute revenue of HK$42.7 mn and HK$58.5 mn in FY2019 and 
FY2020, respectively. We expect utilization of existing consolidated 
windfarms [Siziwang Qi and Mudanjiang & Muling] to increase at a 
moderate rate of 2%-3% per year over the next  to five years. Based on 
these numbers, we forecast the company’s reported revenue to increase 
from HK$131.0 mn reported in FY2016 to HK$212.9 mn in FY2018 [Henan 
windfarm commences operations] to HK$298.2 mn in FY2020 [Hebei 
windfarm commences operations]. Our forecast of revenue growth implies 
a 2016-2021 CAGR of 19.4%. 
 
We forecast 55%+ gross profit margin for both the Henan and Hebei 
windfarms in their first year of operation. For the existing windfarms, we 
expect gross profit margin to increase from 33.5% in to about 40% by 
FY2021. Based on these estimates, our model suggests an increase in the 
company’s gross profit margin from 33.5% in FY2016 to 51.0% in FY2021. 
The incremental SGA of running windfarms is very small. As such, with the 
company starting new windfarms, we expect SGA as a % of sales to 
decrease from 17.4% in FY2016 to about 10.2% in FY2021. The resulting 
operating margin in our model grows from 16.2% in FY2016 to 40.8% in 
FY2021. We forecast income from associate windfarms to increase at a 
CAGR of about 4% in the FY2016 to FY2021 period. Interest expense 
should grow from HK$31.9 mn in FY2016 to HK$60.5 mn in FY2019 as the 
company takes on additional debt to finance the construction of its new 
projects. The issuance of bonus warrants in FY2017 will increase the 
company’s share count by 20% from 2,356 mn to 2,828 mn. Based on the 
new share count, the diluted EPS numbers in our model grow from 
HK$2.59 in FY2016 to HK$5.53 in FY2021, a CAGR of 16.4% for the period.  
 
We forecast a CAPEX of HK$425 mn in FY2017. Overall, we expect the 
company to spend about HK$680 mn for the construction of the Henan 
windfarm in FY2017 and FY2018 and another HK$450 mn for the Hebei 
windfarm in FY2019 and FY2020. We expect the company to finance 
approximately two-thirds of this CAPEX with debt and the remaining with 
retained earnings. Based on this, we forecast the company’s gross debt to 
increase from HK$465.4 mn currently to HK$1,055.4 mn by FY2019. 
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Sector Overview                                                                                                                                                               
As of the end of 2016, the total installed power generation capacity from all 
sources in the PRC increased by 8.2% YoY, reaching 1,645.7 GW. Electricity 
production during the year stood at 5,990 TWh, an increase of 5.2% YoY, 
whereas electricity consumption was 5,920 TWh, up 5% YoY. From the 
locational perspective, the power supply and demand in North China 
maintained balance on the whole, whereas the power supply and demand 
in East China, Central China and southern areas was at ease while 
Northeast and Northwest regions recorded an excess in power supply 
capacity. During the year, the power generation from non-hydro 
renewables continued to increase at a rapid pace, accounting for 6.7% of 
the total power production in 2016. The government has set a target to 
reduce the share of coal in the country’s total energy consumption from 
about 64% currently to 58% by 2020, whereas it is targeting to increase 
the share of non-fossil fuels to a minimum of 15% by 2020 and 20% by 
2030 as compared to 12% currently. To achieve this end, the government 
is investing more than US$360 billion in renewable energy by 2020, out of 
which close to US$100 billion will be invested in wind power.  
 

 
Source: China Energy Portal 

 

 
Source: China Energy Portal 
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China Wind Power 
Given its large land mass and long coastline, China has exceptional wind 
power resources estimated at 2,380 GW of exploitable capacity on land and 
200GW on sea. Currently, China ranks first in the world in terms of total 
installed wind capacity. As per data by Global Wind Energy Council 
[GWEC], China had a total installed wind capacity of 168.7 GW, accounting 
for 34.5% of the global installed wind capacity of 486.7 GW at the end of 
2016. In terms of newly added capacity in 2016, China added 23.3 GW of 
capacity or 42.7% of the global new capacity installed during the year of 
54.6 GW.  In terms of both total installed wind capacity and newly added 
capacity in 2016, China was much ahead of the other countries.  United 
States, the second largest wind power market in the world, has a total 
installed capacity of 82.2 GW, which is less than half of China’s installed 
capacity, whereas its new installed capacity in 2016 stood at 8.2GW, only 
about one-third of China’s number. In 2016, China also overtook the US in 
total electricity generated by wind power. During the year, China 
generated 241 TWh [2015:185 TWh] of electricity by wind power while 
the US generated 226.5 TWh [2015:191 TWh]. China’s 2016 number of 241 
TWh, represented 4.0% of the total national power generation and an 
increase of 0.8% in terms of the percentage in national power generation 
as compared to last year. The national wind power utilization hours during 
the year reached 1,742 hours, representing an increase of 18 hours over 
the previous year. 
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NOTE: GWEC statistics might differ from statistics provided by China’s NEA 

 
Feed-in Tariff Mechanism in China 
In order to promote the development of renewable energy in the country, 
the Chinese government offers subsidies to companies in the renewable 
energy space such as wind power and solar power. The way the 
mechanism works is that the government decides the Feed-in Tariff [FiT] 
that the wind power generators will receive. Initially, when the companies 
provide the electricity to the grid, they receive the market-driven rate; and 
the surplus between the decided feed-in tariff and the market driven rate is 
later reimbursed by the government. The provinces are divided into 4 
zones based on the availability of the wind resources in the region. 
Different Feed-in Tariff rates are applicable in each of the 4 zones, with the 
highest tariff being in the ultra-low wind zone, whereas the lowest tariff 
being in the high wind zone. In December 2016, the NDRC published the 
new reduced benchmark tariffs for newly built onshore wind power 
projects. These tariffs will be applicable only to onshore projects obtaining 
approval after 1st January, 2018, and will have no effect on the farms which 
are already in operation or get approval before the 1st of January, 2018.  
The applicable tariffs per kWh in the four zones are RMB0.40, RMB0.45, 
RMB0.57 and RMB0.60, respectively. The tariff reduction was more in the 
higher wind resource zones [specifically zones 1, 2 and 3] whereas the 
reduction was less in zone 4 with lower wind resources. We believe that 
this was done mainly for promoting the development of wind power in the 
southern and eastern provinces [low wind], while discouraging new 
capacity addition in the northern provinces [high wind], which currently 
face problems of curtailment and overcapacity.  
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Challenges and Reforms 
China’s wind power sector faces the dual problem of curtailment and 
overcapacity caused by rapid expansion in its installed capacity supported 
by high government subsidies. While generation capacity increased 
tremendously over the last few years, lower local power demand and lack 
of adequate transmission infrastructure resulted in heavy curtailment. In 
2015, the curtailment rate was highest in the northwestern province of 
Gansu (43%), followed by Xinjiang (38%) and Jilin in the northeast (30%). 
During the 13th five-year plan for the power sector, the NEA emphasized 
the importance of reducing the curtailment rates of windfarms which was 
best evidenced by the reduction in the wind power capacity target for 
2020 from 250 GW previously to 210GW. Out of this, the target for offshore 
wind power is approximately 5 GW. The plan aims to promote the shifting 
of wind power project construction to central, eastern and southern 
regions, and actively address the curtailment and other issues in the 
‘Three-North’ areas, thus ensuring healthy development of the wind power 
sector in terms of both quality and capacity. By 2020, the accumulated grid 
connection capacity in the provinces and cities in Central, Eastern and 
Southern China is expected to be over 70 GW. 
 
China is also undertaking the construction of new ultra high voltage [UHV] 
transmission lines which have the capability to transport electricity over 
long distances at high voltage levels with minimum transmission losses. By 
transporting wind energy from the heavily curtailed northern provinces to 
the densely populated provinces in the southern and eastern parts of the 
country, UVH lines will play a crucial role in solving China’s curtailment 
problems. In 2016, four new UHV lines commenced operation. Over the 
next two years we expect another eight lines to begin operation.  
 
China’s National Energy Administration [NEA] has restricted any new wind 
capacity addition and new project approval in the six northern provinces 
of Jilin, Heilongjiang, Ningxia, Xinjiang, Inner Mongolia and Gansu stating 
that these provinces should first focus on solving grid curtailment issues. 
The National Development and Reform Commission [NDRC] announced a 
minimum number of annual utilization hours [between 1800-2000 hours] 
that need to be achieved in select cities in 8 provinces and 3 autonomous 
regions which face high curtailment before undertaking any new capacity 
addition projects. We believe this measure to be a positive for wind 
companies as it will help to further alleviate the issues of curtailment and 
overcapacity.  
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Wind Power Utilization Hours Guaranteed by the NDRC 

 
 
However, all these measures will increase the pressure on the government’s 
renewable development fund which is already running a deficit of RMB60 bn 
and is expected to reach a deficit of RMB300 bn by 2020 as per analysis by 
Daiwa Capital Markets. In order to ease the pressure on subsidies and 
further promote the use of renewable energy, China will launch a pilot 
program for the trading of green certificates [each certificate would 
represent 1 megawatt hour of power] for solar and wind power from 1st of 
July 2017 and after monitoring this program the government could further 
launch a mandatory green certificate scheme in 2018. Thus, solar and wind 
power producers will be able to issue and sell these certificates to private 
and state businesses at a price. These producers who sell their green 
certificates will then no longer be eligible to receive the government’s 
renewable energy tariff surcharge subsidies for the power linked to the 
green certificate, thereby reducing the subsidy burden on the government. 
Furthermore, in order to gradually reduce the use of coal, it was announced 
that all small coal-fired furnaces at the prefectural level and above will be 
shut down in 2017, resulting in a shutting down of at least 150 mn MTs of 
coal production facilities during the year.  
 
Based on all these supportive policy measures implemented by the 
government, along with an improvement in the Chinese economy resulting 
in a higher demand for electricity, we are hopeful that over the next couple 
of years, we will see lower curtailment and good utilization and demand for 
the wind power generators.   
 
Peer Valuation Ticker Mkt Cap [USD mn]  EV/EBITDA 2017E EV/EBITDA 2018E P/B Net D/E [%] 

CHINA RENEWABLE ENERGY  987_HK 73.50 5.30 4.60 0.38 16.1 

CECEP WIND POWER  601016_CH 2660.8 NA NA 2.89 110.29 

HUANENG RENEWABLES  958_HK 3380.4 7.95 7.31 1.16 239.99 

CHINA LONGYUAN POWER GROUP 916_HK 6360.8 8.30 7.56 1.16 154.35 

HUADIAN FUXIN ENERGY CORP  816_HK 1796.3 8.83 8.37 0.69 278.73 

CHINA POWER NEW ENERGY  735_HK 762.1 NA NA 0.65 135.33 

CHINA DATANG CORP RENEWABL 1798_HK 758.3 7.69 7.29 0.58 289.46 

CONCORD NEW ENERGY GROUP  182_HK 426.0 6.60 5.56 0.65 47.18 

ADJUSTED AVERAGE 
  

7.87 7.22 1.02 158.92 
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Henan Windfarm  

(in mn HK$) 2018 2019 2020 2021 

CAPX/MW 9.15 
   

Total CAPX (in 2017 and 2018) 677.32 
   

Assumed Debt 440.00 
   

     
Capacity in MW 74 74 74 74 

Utilization hours 1540 2200 2280 2300 

Capacity factor 
 

25% 26% 26% 

Total Annual Power Generated in kWh    113,960,000     162,800,000     168,720,000     170,200,000  

Tariff/KWh in HK$ 0.678 0.678 0.678 0.678 

     
Income Statement (in mn HK$) 2018 2019 2020 2021 

Total Annual Revenue  77.27 110.39 114.40 115.41 

Depreciation Expense 25.13 35.90 35.90 35.90 

Other Expenses 10.00 8.00 7.00 7.14 

Total Gross Profit  42.14 66.49 71.50 72.37 

Gross Profit Margin 54.5% 60.2% 62.5% 62.7% 

Administrative Expenses                    3.86                    4.42                    4.58                    4.62  

Total Operating Profit                  38.28                  62.07                  66.93                  67.75  

Interest Expenses @ 6.2% 21.82 27.28 27.28 27.28 

PBT                  16.46                  34.79                  39.65                  40.47  

Tax Rate  0% 0% 0% 12.5% 

Income Tax Expense                         -                           -                           -                      5.06  

PAT                 16.46                  34.79                  39.65                  35.41  

Net income Margin 21.3% 31.5% 34.7% 30.7% 

     
Per MW calculations (in mn HK$) 2018 2019 2020 2021 

Revenue                   1.04                    1.49                    1.55                    1.56  

Net income                    0.22                    0.47                    0.54                    0.48  
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Hebei Windfarm 

(in mn HK$) 2020 2021 2022 

CAPX/MW 9.02 
  

Total CAPX (in 2019 and 2020) 450.87 
  

Assumed Debt 300.00 
  

    
Capacity in MW 50 50 50 

Utilization hours 1680 2300 2450 

Capacity factor 
 

26% 28% 

Total Annual Power Generated in kWh 84,000,000 115,000,000 122,500,000 

Tariff/KWh in HK$ 0.509 0.509 0.509 

    
Income Statement in Mn HK$ 2020 2021 2022 

Total Annual Revenue  42.71 58.48 62.29 

Depreciation Expense 14.65 22.54 22.54 

Other Expenses 4.00 3.50 3.00 

Total Gross Profit  24.06 32.43 36.75 

Gross Profit Margin 56.3% 55.5% 59.0% 

Administrative Expenses  2.14 2.34 2.49 

Total Operating Profit  21.93 30.09 34.26 

Interest Expenses @ 6.2% 15.50 18.60 18.60 

PBT  6.43 11.49 15.66 

Tax Rate  0% 0% 0% 

Income Tax Expense  0.00 0.00 0.00 

PAT 6.43 11.49 15.66 

Net income Margin 15.0% 19.7% 25.1% 

    
Per MW calculations (in mn HK$) 2020 2021 2022 

Revenue                   0.85                    1.17                     1.25  

Net income                    0.13                    0.23                     0.31  
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5-Year Price Chart 

 

 
Source: Bloomberg 
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Income Statement ( millions HK$ ) FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E CAGR (2016-2021) 

Revenue        89.9          99.5         113.7           97.3  
        

132.9          131.0          132.3          212.9          248.7          298.2          317.8  19.4% 
y/y 

 
10.7% 14.3% -14.4% 36.6% -1.4% 1.0% 60.9% 16.8% 19.9% 6.6% 

 Cost of Revenue -78.9 -79.4 -71.5 -73.3 -88.6 -87.2 -86.1 -121.4 -130.3 -148.1 -155.8 
 Gross Profit 11.0 20.1 42.2 24.0 44.3 43.8 46.2 91.5 118.4 150.1 162.0 29.9% 

Gross margin (%) 12.2% 20.2% 37.1% 24.7% 33.3% 33.5% 34.9% 43.0% 47.6% 50.3% 51.0% 
 Other Operating Revenue          3.8            2.0            3.6  -1.0            0.0             0.2               -                 -                 -                 -                 -    
 as a % of sales 4.3% 2.0% 3.2% -1.1% 0.0% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 
 Selling, General & Admin Expense -65.6 -37.5 -29.4 -21.5 -23.6 -22.8 -23.2 -27.9 -28.9 -31.7 -32.5 
 as a % of sales 73.0% 37.6% 25.8% 22.0% 17.8% 17.4% 17.5% 13.1% 11.6% 10.6% 10.2% 
 Other Operating expenses     0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 as a % of sales 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
 Operating Income -50.8 -15.4 16.4 1.5 20.7 21.3 23.0 63.6 89.5 118.4 129.5 43.5% 

y/y 
 

-69.8% -206.9% -90.8% 1267.5% 2.8% 8.1% 177.0% 40.7% 32.3% 9.4% 
 Operating margin (%) -56.5% -15.4% 14.4% 1.6% 15.6% 16.2% 17.4% 29.9% 36.0% 39.7% 40.8% 
 Interest Expense -49.7 -51.2 -46.8 -37.1 -43.2 -31.9 -38.4 -52.1 -60.5 -63.3 -59.9 
 Interest income 2.4 1.9 3.4 5.3 6.6 3.6 6.5 7.5 8.5 9.7 10.3 
 Equity in (losses)income of affiliates 67.4 80.7 58.8 45.1 60.9 72.0 72.7 79.3 81.7 84.1 86.6 3.8% 

Other recurring (expenses)/income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Amortization of intangibles 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Goodwill impairment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Other non recurring (expenses) income 26.4 -126.4 2.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Pretax Income (reported) -4.3 -110.4 34.0 14.9 45.0 65.0 63.8 98.3 119.1 148.9 166.6 20.7% 

y/y 
 

2456.6% -130.8% -56.2% 202.5% 44.3% -1.9% 54.2% 21.2% 25.0% 11.9% 
 Pretax Income (adjusted) -30.7 16.0 31.8 14.8 45.0 65.0 63.8 98.3 119.1 148.9 166.6 20.7% 

y/y 
 

-152.1% 98.9% -53.4% 203.4% 44.3% -1.9% 54.2% 21.2% 25.0% 11.9% 
   - Income Tax Expense 12.4 15.6 -6.4 -1.9 -5.7 -6.8 -5.8 -6.5 -7.1 -8.0 -13.9 
 Effective tax rate (%) 286.5% 14.2% 18.8% 12.9% 12.6% 10.5% 9.0% 6.6% 6.0% 5.4% 8.3% 
   - Minority Interests 8.6 11.9 0.6 1.5 1.1 3.0 3.0 3.2 3.3 3.5 3.6 
 Income Before XO Items 16.7 -82.8 28.2 14.5 40.5 61.1 61.0 95.0 115.3 144.4 156.4 20.7% 

y/y 
 

-596.6% -134.0% -48.7% 179.7% 51.0% -0.2% 55.7% 21.4% 25.2% 8.3% 
   - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Net Income (reported) 16.7 -82.8 28.2 14.5 40.5 61.1 61.0 95.0 115.3 144.4 156.4 20.7% 

y/y 
 

-596.6% -134.0% -48.7% 179.7% 51.0% -0.2% 55.7% 21.4% 25.2% 8.3% 
 Discontinued Operations -3.49 0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
 Net Income (adjusted) -18.6 27.9 26.0 14.4 40.5 61.1 61.0 95.0 115.3 144.4 156.4 20.7% 

y/y 
 

-249.8% -6.6% -44.6% 180.6% 51.0% -0.2% 55.7% 21.4% 25.2% 8.3% 
 Basic EPS in HK cents (reported) 1.42 -3.52 1.20 0.61 1.72 2.59 2.16 3.36 4.08 5.11 5.53 
 Basic EPS  in HK cents (adjusted) -1.58 1.18 1.11 0.61 1.72 2.59 2.16 3.36 4.08 5.11 5.53 
 

             Basic Weighted Avg Shares 1,177 2,356 2,356 2,356 2,356 2,356 2,828 2,828 2,828 2,828 2,828 
 

             Diluted EPS in HK cents (reported) 0.64 -3.52 1.06 0.53 1.56 2.59 2.16 3.36 4.08 5.11 5.53 16.4% 
y/y 

 
-653.1% -130.2% -49.8% 192.4% 66.6% -16.8% 55.7% 21.4% 25.2% 8.3% 

 Diluted EPS in HK cents (adjusted) -0.71 1.18 0.98 0.53 1.56 2.59 2.16 3.36 4.08 5.11 5.53 16.4% 
y/y 

 
-266.8% -17.1% -45.9% 193.3% 66.6% -16.8% 55.7% 21.4% 25.2% 8.3% 

 Diluted Weighted Avg Shares (mn)  2,624 2,356 2,656 2,717 2,599 2,356 2,828 2,828 2,828 2,828 2,828 
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Reference Items FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

EBITDA        19.2          55.1           78.9           63.2           98.8          103.8          101.1          166.9          203.5          247.1          266.1  

Total Attributable EBITDA 
    

        315.7          307.8          313.7          386.7          426.0          472.3          494.1  

Dividends per Share 0.000 0.000 0.000 0.000 0.000 0.002 0.000 0.000 0.000 0.000 0.000 

Dividend payout ratio 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Depr & Amor. 70.0 70.4 62.5 61.7 78.1 82.5 78.1 103.3 114.0 128.7 136.6 

as a % of sales 77.9% 70.8% 54.9% 63.4% 58.8% 63.0% 59.1% 48.5% 45.8% 43.2% 43.0% 

as a % of gross PPE 6.6% 6.6% 5.7% 4.3% 5.8% 6.3% 4.5% 5.0% 4.8% 5.0% 5.1% 

            Balance Sheet (millions HK$) FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017E FY 2018E FY 2021E FY 2020E FY 2019E 

Assets   
            + Cash & Near Cash Items 339.8 239.2 271.1 278.3 185.5 214.2 242.5 276.8 295.3 335.6 387.6 

  + Short-Term Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Accounts & Notes Receivable 113.1 141.3 99.6 103.9 65.7 78.3 72.7 117.0 136.7 163.9 174.7 

  + Inventories 7.1 6.4 6.6 6.2 5.9 5.9 5.9 8.3 8.9 10.1 10.6 

  + Other Current Assets 4.7 12.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Total Current Assets 464.5 399.3 377.2 388.4 257.1 298.4 321.1 402.0 440.9 509.6 572.8 

  + Long-Term Investments 1,098.7 1,099.0 1,095.5 965.7 923.9 878.1 893.6 913.4 933.2 953.0 972.7 

    + Gross Fixed Assets 1,054.2 1,062.9 1,097.7 1,427.3      1,348.0  1,302.2 1,725.5 2,066.2 2,389.5 2,583.3 2,694.6 

    - Accumulated Depreciation -69.9 -131.5 -196.8 -250.0 -308.781 -391.3 -469.4 -572.7 -686.7 -815.4 -952.0 

  + Net Fixed Assets 984.3 931.3 900.8 1,177.3 1,039.2 910.9 1,256.1 1,493.5 1,702.8 1,767.9 1,742.6 

  + Other Long-Term Assets 65.9 83.7 322.2 40.1 37.7 37.6 39.1 40.7 42.3 44.0 45.7 

  + Goodwill & other Intangible Assets 144.6 6.4 6.1 5.4 4.7 4.1 4.1 4.1 4.1 4.1 4.1 

Total Long-Term Assets 2,293.6 2,120.4 2,324.5 2,188.5 2,005.6 1,830.6 2,192.9 2,451.6 2,682.3 2,768.9 2,765.1 

Total Assets 2,758.1 2,519.7 2,701.8 2,576.9 2,262.7 2,129.1 2,514.0 2,853.7 3,123.2 3,278.5 3,337.9 

 
      

        Liabilities & Shareholders' Equity       
          + Accounts Payable 105.6 38.9 134.0 104.1 65.9 68.4 66.4 93.6 100.4 114.2 120.1 

  + Short-Term Borrowings 151.0 164.4 72.3 89.9 84.9 82.4 82.4 82.4 82.4 82.4 82.4 

  + Other Short-Term Liabilities 9.4 2.2 102.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Total Current Liabilities 266.0 205.4 308.2 194.0 150.8 150.8 148.8 176.0 182.8 196.6 202.5 

  + Long-Term Borrowings 618.3 552.2 562.2 589.9 471.9 383.0 603.0 823.0 973.0 973.0 873.0 

  + Other Long-Term Liabilities 66.3 41.5 39.9 34.1 33.1 31.5 32.1 32.8 33.4 34.1 34.8 

Total Liabilities 950.6 799.2 910.4 818.0 655.7 565.4 784.0 1,031.8 1,189.3 1,203.7 1,110.3 

  + Total Preferred Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Share Capital & APIC 26.6 26.6 26.6 26.6 23.6 23.6 23.6 23.6 23.6 23.6 23.6 

  + Retained Earnings & Other Equity 1,765.7 1,690.6 1,761.8 1,731.0 1,583.1 1,542.6 1,712.0 1,807.0 1,922.3 2,066.7 2,223.1 

Total Shareholders' Equity 1,792.3 1,717.1 1,788.3 1,757.5 1,606.7 1,566.2 1,735.6 1,830.6 1,945.9 2,090.3 2,246.7 

  + Minority Interest 15.2 3.4 3.0 1.3 0.3 -2.5 -5.5 -8.7 -12.0 -15.5 -19.1 

Total Liabilities & Equity 2,758.1 2,519.7 2,701.8 2,576.9 2,262.7 2,129.1 2,514.0 2,853.7 3,123.2 3,278.5 3,337.9 
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Cash Flow (millions HK$) FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

  + Net Income -9.1 -120.0 25.2 7.67 40.09 61.1 61.0 95.0 115.3 144.4 156.4 

  + Depreciation & Amortization 70.0 70.4 62.5 61.7 78.1 82.5 78.1 103.3 114.0 128.7 136.6 

  + Other Non-Cash Adjustments -45.0 94.0 -21.0 -12.3 -24.4 -48.2 -43.2 -37.2 -32.3 -33.3 -40.0 

  + Changes in Non-Cash Capital 49.1 -92.5 42.4 9.2 36.9 -10.1 3.6 -19.5 -13.4 -14.7 -5.4 

Cash From Operating Activities 65.1 -48.1 109.1 66.2 130.7 85.3 99.6 141.5 183.7 225.1 247.5 

  + Disposal of Fixed Assets 0.0 1.2 0.0 0.4 0.0 
 

0.0 0.0 0.0 0.0 0.0 

  + Capital Expenditures -38.8 -23.6 -78.3 -120.5 -39.2 -36.2 -423.4 -340.6 -323.3 -193.8 -111.2 

  + Increase in Investments 0.0 0.0 0.0 0.0 -4.4 45.9 -1.5 -1.6 -1.6 -1.7 -1.8 

  + Decrease in Investments 0.0 0.0 1.0 78.7 0.0 
 

0.0 0.0 0.0 0.0 0.0 

  + Other Investing Activities 26.1 91.7 32.3 74.9 52.1 59.3 63.7 67.0 70.4 74.0 77.3 

Cash From Investing Activities -12.74 69.2 -45.0 33.5 8.6 69.0 -361.2 -275.2 -254.6 -121.5 -35.7 

  + Dividends Paid 0.0 0.0 0.0 0.0 0.0 4.7 0.0 0.0 0.0 0.0 0.0 

  + Change in Short-Term Borrowings 0.0 0.0 0.0 0.0 0.0 -2.4 0.0 0.0 0.0 0.0 0.0 

  + Increase in Long-Term Borrowing 0.0 0.0 66.7 130.7 0.0 -88.9 220.0 220.0 200.0 100.0 0.0 

  + Decrease in Long-term Borrowing -67.9 -69.0 -72.9 -164.4 -86.0 
 

0.0 0.0 -50.0 -100.0 -100.0 

  + Increase in Capital Stocks 50.2 0.0 0.0 0.0 0.0 
 

108.4 
      + Decrease in Capital Stocks 0.0 0.0 0.0 0.0 -96.8 

        + Other Financing Activities -67.5 -48.5 -42.2 -54.6 -43.2 -31.9 -38.4 -52.1 -60.5 -63.3 -59.9 

Cash from Financing Activities -85.19 -117.5 -48.5 -88.3 -226.0 -118.5 290.0 167.9 89.5 -63.3 -159.9 

Net Changes in Cash -32.9 -96.4 15.6 11.4 -86.6 35.8 28.4 34.2 18.6 40.3 51.9 

Effect of foreign exchange rate changes 13.7 3.6 4.9 -4.2 -10.4 0.0 0.0 0.0 0.0 0.0 1.0 

Opening cash     
   

185.5 214.2 242.5 276.8 295.3 335.6 

Closing cash 
 

  
  

185.5 221.3 242.5 276.8 295.3 335.6 387.6 

 

Ratio Analysis FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 FY 12/2016 FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E FY 12/2021E 

           Growth Ratios % 
          Revenue 10.7% 14.3% -14.4% 36.6% -1.4% 1.0% 60.9% 16.8% 19.9% 6.6% 

 Total attributable EBITDA 
    

-2.5% 1.9% 23.3% 10.2% 10.9% 4.6% 
Operating Income -69.8% -206.9% -90.8% 1267.5% 2.8% 8.1% 177.0% 40.7% 32.3% 9.4% 
Net income reported -596.6% -134.0% -48.7% 179.7% 51.0% -0.2% 55.7% 21.4% 25.2% 8.3% 
Net income adjusted -249.8% -6.6% -44.6% 180.6% 51.0% -0.2% 55.7% 21.4% 25.2% 8.3% 
Diluted EPS reported -653.1% -130.2% -49.8% 192.4% 66.6% -16.8% 55.7% 21.4% 25.2% 8.3% 
Diluted EPS adjusted -266.8% -17.1% -45.9% 193.3% 66.6% -16.8% 55.7% 21.4% 25.2% 8.3% 
Dividend per share - - - - - - - - - - 

           Accounts Receivables 25% -30% 4% -37% 19% -7% 61% 17% 20% 7% 
Inventory -10% 3% -6% -4% 0% -1% 41% 7% 14% 5% 
Fixed Assets -5% -3% 31% -12% -12% 38% 19% 14% 4% -1% 
Total Assets -9% 7% -5% -12% -6% 18% 14% 9% 5% 2% 
Working Capital 1112% -209% -105% -5% 178% -23% 160% 42% 33% 9% 
Accounts Payable -63% 245% -22% -37% 4% -3% 41% 7% 14% 5% 
Short Term Debt 9% -56% 24% -6% -3% 0% 0% 0% 0% 0% 
Long Term Debt -11% 2% 5% -20% -19% 57% 36% 18% 0% -10% 
Total Equity -4% 4% -2% -9% -3% 11% 5% 6% 7% 7% 

           Cash From Operations -174% -327% -39% 97% -35% 17% 42% 30% 23% 10% 
Capital Expenditure -39% 231% 54% -68% -8% 1070% -20% -5% -40% -43% 
Free Cash Flow -373% -143% -276% -269% -46% -760% -39% -30% -122% 337% 
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Per Share Data (HK$) FY 12/2011 FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 FY 12/2016 FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E FY 12/2021E 

Basic EPS (adjusted) -1.58 1.18 1.11 0.61 1.72 2.59 2.16 3.36 4.08 5.11 5.53 

Diluted EPS (adjusted) -0.71 1.18 0.98 0.53 1.56 2.59 2.16 3.36 4.08 5.11 5.53 

Dividend per share (DPS) 0.000 0.000 0.000 0.000 0.000 0.002 0.000 0.000 0.000 0.000 0.000 

Book Value per share (BVPS) 0.63 0.73 0.67 0.64 0.62 0.66 0.61 0.65 0.69 0.74 0.79 

            Margins (%) 
           Gross Margin 12.2% 20.2% 37.1% 24.7% 33.3% 33.5% 34.9% 43.0% 47.6% 50.3% 51.0% 

Operating Margin -56.5% -15.4% 14.4% 1.6% 15.6% 16.2% 17.4% 29.9% 36.0% 39.7% 40.8% 

Pre-Tax Margin (adjusted) -34.2% 16.1% 28.0% 15.2% 33.9% 49.6% 48.2% 46.2% 47.9% 49.9% 52.4% 

Net Income Margin (adjusted) -20.7% 28.0% 22.9% 14.8% 30.4% 46.6% 46.1% 44.6% 46.4% 48.4% 49.2% 

            DuPont ROE (%) -1.0% 1.6% 1.5% 0.8% 2.5% 3.9% 3.5% 5.2% 5.9% 6.9% 7.0% 

Margin (%) -20.7% 28.0% 22.9% 14.8% 30.4% 46.6% 46.1% 44.6% 46.4% 48.4% 49.2% 

Turnover (x) 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Leverage (x) 1.5 1.5 1.5 1.5 1.4 1.4 1.4 1.6 1.6 1.6 1.5 

            Return on Assets -0.7% 1.1% 1.0% 0.6% 1.8% 2.9% 2.4% 3.3% 3.7% 4.4% 4.7% 

Return on Capital Employed 0.7% 3.3% 3.6% 2.2% 4.2% 5.1% 4.3% 5.5% 6.0% 6.7% 7.1% 

Return on Invested Capital 6.3% 2.8% 3.0% 1.9% 3.7% 4.5% 3.9% 5.1% 5.5% 6.2% 6.4% 

            FCF Calculation 
           Op. cash  65.1 -48.1 109.1 66.2 130.7 85.3 99.6 141.5 183.7 225.1 247.5 

capex -38.8 -23.6 -78.3 -120.5 -39.2 -36.2 -423.4 -340.6 -323.3 -193.8 -111.2 

FCF (HK$ million) 26.2 -71.7 30.8 -54.3 91.6 49.1 -323.8 -199.1 -139.7 31.2 136.3 

FCF margin (%) 29.2% -72.1% 27.1% -55.8% 68.9% 37.4% -244.7% -93.5% -56.2% 10.5% 42.9% 

FCF per share 0.01 -0.03 0.01 -0.02 0.04 0.02 -0.11 -0.07 -0.05 0.01 0.05 

Price/FCF per share 28.0 -7.9 22.4 -12.0 6.8 15.9 -2.9 -4.7 -6.7 29.9 6.8 

            Net Cash calculation 
           Cash + short term investments 339.8 239.2 271.1 278.3 185.5 214.2 242.5 276.8 295.3 335.6 387.6 

Less: long term + Short term debt -769.3 -716.7 -634.5 -679.8 -556.7 -465.4 -685.4 -905.4 -1,055.4 -1,055.4 -955.4 

Net Cash -429.6 -477.4 -363.4 -401.5 -371.2 -251.3 -442.9 -628.6 -760.1 -719.8 -567.9 

 

Valuation ratio's FY 12/2011 FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 FY 12/2016 FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E FY 12/2021E 

P/B 0.45 0.33 0.39 0.37 0.39 0.50 0.39 0.37 0.35 0.33 0.30 

P/E -39.49 20.29 26.52 45.23 15.42 12.73 11.13 7.15 5.88 4.70 4.34 

P/S 8.17 6.94 5.73 6.41 5.85 5.94 4.27 2.66 2.27 1.90 1.78 

EV/sales 0.00 0.00 0.00 0.00 12.01 11.67 11.55 7.18 6.14 5.13 4.81 

EV/EBITDA 
    

5.14 4.28 5.16 4.66 4.53 3.99 3.50 

EV/EBIT 0.00 0.00 0.00 0.00 77.19 71.91 66.55 24.02 17.08 12.91 11.80 

EV/FCF 0.00 0.00 0.00 0.00 17.42 31.16 -4.72 -7.68 -10.94 48.95 11.21 
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Working Capital Ratios FY 12/2011 FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 FY 12/2016 FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E FY 12/2021E 

Receivable days 0 467 387 382 233 201 201 201 201 201 201 

Inventory days 0 31 33 32 25 25 25 25 25 25 25 

payables days 0 332 441 593 350 281 281 281 281 281 281 

Current ratio 1.7 1.9 1.2 2.0 1.7 2.0 2.2 2.3 2.4 2.6 2.8 

Quick ratio 1.7 1.9 1.2 2.0 1.7 1.9 2.1 2.2 2.4 2.5 2.8 

Working capital 9.8 119.1 -129.8 6.0 5.7 15.8 12.2 31.7 45.1 59.8 65.2 

Cash conversion cycle 0.0 165.4 -21.3 -179.2 -92.3 -55.9 -55.9 -55.9 -55.9 -55.9 -55.9 

            
Leverage Ratios 

           
Debt / equity 43% 42% 35% 39% 35% 30% 39% 49% 54% 50% 43% 

Net cash (debt) / equity -24% -28% -20% -23% -23% -16% -26% -34% -39% -34% -25% 

Net cash (debt) / mkt cap -58% -84% -53% -62% -60% -32% -78% -111% -134% -127% -100% 

Net cash (debt) / capital -17% -20% -15% -16% -17% -12% -18% -23% -25% -23% -18% 

            
Coverage Ratios 

           
Interest coverage [EBIT] -1.1 -0.3 0.4 0.0 0.6 0.8 0.7 1.4 1.7 2.2 2.6 

Interest coverage [Opt. CF] 1.4 -1.0 2.5 2.1 3.6 3.0 3.1 3.2 3.5 4.2 5.0 

 

Enterprise Value Calculation FY 12/2015 FY 12/2016 current 

Market Cap. 623.7 777.6 565.5 

+ Minority Interest 0.0 -2.5 -2.5 

+Total Debt (ST & LT Debt) 556.7 465.4 465.4 

Attributable Net debt in associates 601.0 502.0 502.0 

- Cash & Equivalents 185.5 214.2 214.2 

Enterprise Value 1595.9 1528.3 1316.3 
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DCF model 2011 2012 2013 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 

(in HK$ million)                                 

EBIT -51 -15 16 2 21 21 23 64 89 118 130 139 149 157 163 169 

% growth 0% -70% -207% -91% 1267% 3% 8% 177% 41% 32% 9% 8% 7% 5% 4% 4% 

                                  

Taxes @ 287% 14% 19% 13% 13% 11% 9% 7% 6% 5% 8% 8% 8% 8% 8% 8% 

                                  

EBIAT 95 -13 13 1 18 19 21 59 84 112 119 128 137 144 149 155 

% growth 0% -114% -201% -90% 1273% 5% 10% 184% 42% 33% 6% 8% 7% 5% 4% 4% 

                                  

+ D&A 70 70 62 62 78 83 78 103 114 129 137 139 146 152 158 164 

- Capital expenditures -39 -24 -78 -121 -39 -36 -423 -341 -323 -194 -111 -121 -131 -140 -149 -158 

- Change in net WC 49 -92 42 9 37 -10 4 -20 -13 -15 -5 -3 -4 -4 -3 -3 

Free Cash Flow to Firm 175 -59 40 -48 94 55 -321 -197 -139 32 139 143 147 151 155 158 

FCY y/y growth   -134% -168% -221% -294% -41% -681% -38% -30% -123% 331% 3% 3% 3% 3% 2% 

 

Value per Share                     

      Cost of capital       WACC     10.7% 

Terminal Growth 8.7% 9.7% 10.7% 11.7% 12.7%   PV of Free Cash Flow   -111 

2.0%                                   0.44              0.56               0.50              0.45              0.41    PV of Terminal Value   719 

2.3%                                   0.46              0.57               0.51              0.45              0.41    Add: Net Cash   -251 

2.5%                                   0.47              0.58               0.51              0.46              0.42    Less: Minority Interest     0 

2.8%                                   0.49              0.60               0.52              0.47              0.42    Add: Value of associates     1,091 

3.0%                                   0.51              0.61               0.53              0.47              0.43    Total Equity Value   1,447 

              Shares outstanding   2,827.65  

              DCF value     0.51  
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Disclaimer 
Evaluate Research provides institutional equity research on global public 

mid-cap companies. All information used in the publication of this report has 

been compiled from publicly available sources that are believed to be reliable; 

and we do not seek insider information for writing this report. Opinions, 

estimates and projections in this report constitute the current judgment of the 

analyst(s) as on the date of this report.  It is not guaranteed as to accuracy, 

nor is it a complete statement, of the financial products, securities, or markets 

referred to. Opinions are subject to change without notice. To the extent 

permitted by law, Evaluate does not accept any liability arising from the use 

of information in this report.   

 

This document is provided for information purposes only, and is not a 

solicitation or inducement to buy, sell, subscribe, or underwrite securities or 

units. Evaluate does not make individually tailored investment 

recommendations. Any valuation given in a research note is the theoretical 

result of a study of a range of possible outcomes, and not a forecast of a likely 

share price. The securities, issuances or investment strategies discussed in 

this report may not be suitable for all investors. Investments involve many 

risk and potential loss of capital. Past performance is not necessarily 

indicative of future results. Evaluate may publish further update notes on 

these securities/companies but has no scheduled commitment and may cease 

to follow these securities/companies as may be decided by the research 

management. 

 

The companies or funds covered in this research may pay us a fee in order for 

this research to be made available. Any fees are paid upfront without 

recourse. Evaluate and its analysts are free to issue any opinion on the 

security or issuance. Evaluate seeks to comply with the CFA Institute 

Standards as well as NIRI Guidelines (National Investor Relations Institute, 

USA) for all conduct, research and dissemination of research, particularly 

governing independence in issuer commissioned research. 

 

Forward-looking information or statements in this report contain information 

that is based on assumptions, forecasts and estimates of future results, and 

therefore involve known and unknown risks or uncertainties which may cause 

the actual results, performance or achievements of their subject matter to be 

materially different from the current expectations. 

 

Evaluate makes an effort to use reliable, comprehensive information, but 

makes no representation that this information is accurate or complete. 

Evaluate is under no obligation to update or keep current the information 

contained herein. The compensation of the analyst who prepares any Evaluate 

research report is determined exclusively by Evaluate’s research and senior 

management. 

 

Evaluate Research Ltd. does not conduct any investment banking, stock 

brokerage or money management business and accordingly does not itself hold 

any positions in the securities mentioned in this report. However, Evaluate’s 

directors, affiliates, and employees may have a position in any or related 

securities mentioned in this report at an appropriate time period after the 

report has already been disseminated, and in compliance with all CFA 

Institute Standards. 

 

No part of this report may be reproduced or published without the prior 

written consent from Evaluate Research Ltd. Please cite the source when 

quoting. 
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