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BEUR (3718 HK) reported 1H20 results with revenue/NP up 20.1%/71.6% yoy, _freefloat (%) 36.06%

Source: Bloomberg

ahead of profit alert of 15%+/60%+ yoy announced on 27 Jul 2020. Excluding one-
offs including (1) VAT relief, (2) reduction of social welfare and security

contributions and (3) FX gains (total: YHKD62mn), core net profit was HKD156mn
(+25% yoy) mainly driven by strong EHS net profit growth posting a 80% core = 300
growth yoy and making up ~77% of overall core NP. We expect BEUR to be ot
included in the Stock Connect scheme in the next round and maintain our ;e
positive view on the company with a new TP of HKD2.90 based on 20x FY21 P/E.
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Figure 1: 1H20 Results

Source: Bloomberg

Year-ended Dec (HKDm) FY 2018 FY 2019 1H19 1H20 Remark
Total revenue 1,863 2,711 1,287 1,546 Driven by EHS segment (+39.6% yoy) Share Price Performan im 3M 12M
yoy growth 104% 46% 36% 20% Absolute (%) 25 126 N/A
COGS (1,308) (1,928) (917) (1,038) Absolute (USD,%) 25 126 N/A
Gross Profit 554 783 370 508 Rel. to HSI (%) 22 127 N/A
yoy growth 128% 41% 40% 37% Source: Bloomberg
GPM 29.8% 28.9% 28.7% 32.9% YoY improvement in EHS GPM (+770ppt yoy)
Administrative costs (291) (320)7 (141)" (138) Higher labor efficiency in EHS projects
Admin cost to sales ratio 16% 12% 11% 9% Company background
Core operatng profit 308 506 250 387 BEUR (3718 HK), a leading environmental hygiene
Core OPM 17% 19% 19% 25% service (EHS) provider and hazardous waste
Net finance costs (44) (72) (33) (36) treatment (HWT) operator, has 97 EHS projects and
EBT 263 433 215 353 6 HWT projects in operation in China by end-2019.
Tax (43) (87) (49) (82) BEUR is #4 largest private EHS provider in terms of
Tax rate 16% 20% 23% 23% revenue and #6 largest HWT operator in terms of
M (42) (71) (40) (53) designed capacity in Chiha. Its major shareholders
Reported net profit 430 281 127 218 e B AL, A T )
Adjustment 250 (14) 3 62 VAT relief and other COVID-19-related subsidy Source: Company data, Sunwah Kingsway Research

Core net profit 180 295 124 156
yoy growth 109% 64% 73% 25%
Core net margin 9.7% 10.9% 9.6% 10.1% Endy Lo, CFA

Source: Bloomberg and Sunwah Kingsway Research (852) 2283 7618
Endy.lo@sunwahkingsway.com

EHS Segment to drive 1H20 growth

Environmental hygiene services’ (EHS) revenue/NP was up 39.6%/145.1% yoy (core: ~+80%)
at HKD1.3b/211m, with net addition of 10 EHS projects (total 107 projects with annualized
revenue of HKD3.2b). Newly signed projects have contributed ~HKD152mn in 1H20 vs its
annualized revenue of HKD805mn which will be fully consolidated in 2H. Excluding COVID-
related one-offs, GPM has further improved to 26.3% in 1H20 vs 24.1%/24.9% in
1H19/2H19, thanks to higher labor efficiency in certain mature projects (Labor cost ~70%+
of segment COGS).

HWT’s processing volume set to recover in 2H20, but ASP still under pressure
Hazardous waste treatment’s (HWT) revenue/NP was down 30.2.%/ 39.6% yoy due to weak
demand amid out-break of COVID-19. ASP of Hazard-free Waste Disposal Projects (59% of
seg. Rev) dropped 21.5% but partially offset by a 22% volume growth. Recycling and Reuse
Projects (41% of seg. Rev) saw a double hit with ASP/volume dropping 14.8%/23% yoy,
mainly due to lower methanol prices. Management has guided an on-track recovery in 3Q
and expects a flat treatment volume for the full year. As of 30-Jun 20, the company had 4
projects under construction and 3 projects planned for future construction.
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Reiterate LONG with a new TP of HK$2.90

Despite ever greater competition after leading Property Management Services and EHS
companies accelerating their footprints in the market, we believe that the market is far
from saturated given the ample room for project marketization. We have trimmed our
FY20-22 rev/core NP estimate by 6-10%/3-8% based on updated results and stronger EHS
segment growth outlook. We have raised our 12M TP to HKS$2.90 (25x/6x target FY21 P/E
for EHS/HWT & others), implying 65% upside. Reiterate LONG.

Figure 2: Financial Summary

Year to Dec 31 (HKDm) FY18A FY19A FY20E FY21E FY22E
Revenue 1,863 2,711 3,875 5,210 6,587
Core net profit 180 295 375 525 683
Core EPS (HKD) 0.067 0.109 0.104 0.146 0.190
Core EPS growth (%) N/A 63.6 4.7 40.0 30.1
Book value per share (HKD) 0.576 0.504 0.608 0.717 0.914
Core P/E (x) 26.3 16.1 16.9 12.1 9.3
P/B (x) 3.1 3.5 2.9 2.5 1.9
EV/EBITDA (x) 12.9 7.5 6.7 6.1 4.9
Underlying ROE (%) 15.5 17.5 18.7 22.0 23.3
Net debt (cash)/equity (%) 42 19 38 52 43

Source: Company data and Sunwah Kingsway Research
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Key financial statement data (Year-ended Dec 31)

Profit & Loss (HKDm) FY18A FY19A FY20E FY21E FY22E Financial Ratios FY18A FY19A FY20E FY21E FY22E
Revenue 1,863 2,711 3,875 5,210 6,587 Revenue y-o-y growth (%) 104 46 43 34 26

COGS (1,308) (1,928) (2,675) (3,749) (4,729) Core net profit y-o-y growth (%) 109 64 27 40 30

Gross Profit 554 783 1,201 1,461 1,858 Operating profit margin (%) 16.5 18.7 22.0 18.4 18.4
Otherincome/(expense) 1,360 1,984 2,717 3,783 4,762 Core net profit margin (%) 9.7 10.9 9.7 10.1 10.4
Operating expenses (298) (334) (390) (534) (676) Net debt (cash)/equity (%) 42.2 18.7 38.3 51.7 43.3
Operating profit 308 506 854 960 1,215 Net debt/total assets (%) 13.4 6.8 14.2 19.2 17.6
Other non-operatinginc/(exp) 0 0 0 0 0 Current ratio (%) 1.6 1.4 1.3 13 1.4
Net finance cost (44) (72) (80) (95) (109) Dividend payout (%) 0.0 0.0 0.0 0.0 0.0
Associates & JCE (1) 0 4 6 8 Interest coverage (x) 7.0 7.0 10.7 10.1 11.2
Profit before tax 263 433 778 871 1,114 Dividend coverage (x) Nil Nil Nil Nil Nil
Taxation (43) (87) (181) (203) (260) Acct. receivable turnover days 135 128 115 112 111
Discontinued business 252 6 0 0 0 Acct. payable turnover days 28 27 26 26 27
Non-controllinginterests (42) (71) (119) (143) (172) Inventory turnover days 20 12 7 7 8
Net profit 430 281 477 525 683 Cash cycle days 127 114 96 93 92
Adjustments for core earnings 250 (14) 102 0 0 Source: Company data, Sunwah Kingsway Research
Core net profit 180 295 375 525 683

Source: Company data, Sunwah Kingsway Research

Balance Sheet (HKDm) FY18A FY19A FY20E FY21E FY22E Cashflow (HKDm) FY18A FY19A FY20E  FY21E FY22E
PP&E 1,527 1,749 2,396 3,043 3,504 EBIT 263 433 778 871 1,114
Intangible asset 1 2 2 2 2 Depreciation & amortization 156 237 291 382 482
Associates & JCE 34 32 32 33 35 Net loss/(gain) on asset sales (320) (24) 0 0 0
Other investments 0 0 0 0 0 Netincome from Asso & JV 1 0) (4) (6) (8)
Others 988 917 982 1,052 1,122 Change in working capital (454) (11) (312) (386) (369)
Non-current assets 2,551 2,700 3,413 4,131 4,664 Tax paid (35) (70) (146) (163) (209)
Inventories 87 45 62 87 110 Interest paid 0 0 0 0 0
Debtors & prepayments 657 775 1,108 1,490 1,884 Other operating cashflow 335 71 64 79 93
Bank deposits & cash 734 1,052 829 666 779 Operating activities (54) 636 671 777 1,103
Others 873 415 498 569 644 Capex (938) (958) (1,074)  (1,163)  (1,065)
Current assets 2,352 2,287 2,498 2,812 3,416 Disposal of non-current assets 55 174 0 0 0
Bank & other borrowings 341 566 677 812 893 Associates & JCE (net) (16) 0 0 0 0
Trade & payables 122 161 223 312 394 Interest received 8 8 17 17 17
Other current liabilities 989 891 969 1,053 1,134 Dividends received 0 0 0 0 0
Current liabilities 1,453 1,618 1,868 2,178 2,421 Otherinvesting cashflow 134 517 0 0 0
Bank & other borrowings 1,049 826 991 1,189 1,308 Investing activities (757) (258) (1,058) (1,146) (1,049)
Others 256 286 330 434 475 New loans raised 1,011 355 842 1,010 1,012
Non-current liabilities 1,305 1,112 1,321 1,623 1,783 Repayment of loans (155) (238) (564) 677) (812)
Net assets 2,145 2,258 2,721 3,142 3,876 Dividends paid 0 0 0 0 0
Shareholders' funds 1,555 1,814 2,188 2,582 3,289 Other financing cashflow 4 (111) (114) (127) (141)
Non-controllinginterests 589 444 532 559 587 Financing activities 860 7 164 206 59
Total equity 2,145 2,258 2,721 3,142 3,876 Inc/(dec)in cash 49 384 (223) (163) 113

Source: Company data, Sunwah Kingsway Research Cash at beginning of year 631 677 1,052 829 666

Foreign exchange effect 3) 9) 0 0 0

Dupont Analysis FY18A FY19A FY20E FY21E FY22E Cash at end of year 677 1,052 829 666 779
Tax burden (%) 163.7 64.9 61.4 60.3 61.3 Source: Company data, Sunwah Kingsway Research
Interest burden (%) 85.3 85.7 91.1 90.7 91.7
Operating profit margin (%) 16.5 18.7 22.0 18.4 18.4
Asset turnover (x) 0.5 0.5 0.7 0.8 0.9
Leverage ratio (x) 3.2 2.7 2.7 2.7 25
Underlying ROA (%) a5 6.0 6.9 8.2 9.1
Underlying ROE (%) 15.5 17.5 18.7 22.0 23.3

Source: Company data, Sunwah Kingsway Research
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Disclaimer

This document is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to in this document may not be
eligible for sale in some jurisdiction. Neither this document nor any portion hereof may be taken distributed or transmitted directly or indirectly into such
jurisdiction nor to any resident thereof. Any failure to comply with this restriction may constitute a violation of the applicable laws and regulations and persons into
whose possession this document comes should inform themselves about, and observe, any such restrictions. This document has been produced for private
circulation and may not be copied, photocopied, duplicated, or redistributed without prior written consent of Kingsway Financial Services Group Limited (“KFS”)
and its affiliated companies (collectively, “Kingsway Group”).

This report is distributed in Hong Kong Special Administrative Region of the People’s Republic of China (“Hong Kong”) by KFS which is registered as a licensed
corporation under the Securities and Futures Ordinance (Cap.571 of The Laws of Hong Kong) with the Securities and Futures Commission of Hong Kong (“SFC”) and
its SFC CE number is ADF346.

The information contained in this report has been taken from sources believed to be reliable but no representation or warranty expressed or implied is made as to
their accuracy or correctness. This report is published for the assistance of recipients but is not to be relied upon as authoritative or taken in substitution for the
exercise of judgment by any recipient. It is not to be construed as an offer, invitation or solicitation to buy or sell any securities of the company or companies
covered herein. Any recommendation contained in this report does not have regard to the specific investment objectives, financial situation and the particular
needs of any specific addressee. All opinions and estimates reflect our judgment on the date of this report and are subject to change without notice.

KFS, including its parent, subsidiaries and/or affiliates, may act as lead or co-manager in an offering of the securities of any issuer discussed herein, may from time
to time perform financial services or other advisory services for, or solicit financial services or other business from, any issuer.

Within the past year, KFS, including its parent, subsidiaries and/or affiliates, may have acted as market maker or traded on a principal basis in the financial
instruments of any issuer discussed herein and may act as underwriter, placement agent, advisor or lender to such issuer.

KFS, including its parent, subsidiaries, affiliates, shareholders, officers, directors, and employees may have long or short positions in, and buy or sell, the securities,
commodities or derivatives (including options) or any other financial instruments thereof, of any issuers.

An employee of KFS, including its parent, subsidiaries and/or affiliates, may act as director, or be represented on the boards of directors, of any such entities or
issuers.

Additional information is available upon request.

Copyright 2020 Kingsway Group. All rights reserved.
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