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NOT RATED

Boqi Environmental (2377 HK)

Transforming to environmental butler

Current Price HK$1.93

Boai Environmental (Boqi) is a leading enterprise in the ecological and

environmental governance in China. The Company used to have primary China Environmental

business focus on air pollution control in traditional electricity and non-electricity

sectors, and is now transforming to environmental butler, providing Robin Xiao

comprehensive environmental services for industrial wastewater and solid waste

treatment. Given Bogqi’s healthy balance sheet and ample cash position, we (85,2) ,3900 0849

expect the Company to accelerate business expansion through project M&A, robinxiao@cmbi.com.hk

which would likely to boost earnings performance in the coming few years.

Stock Data

B Resilient FY20 results. Boqi suffered significant impacts from COVID-19 due X\g g?ﬁtgﬁ Tﬁ&s; i) 1‘7932
to lockdown measures that caused flue gas treatment project delay. Revenue 52w High/Low (HKS) 2810
declined by 10.4% YoY to RMB1,646mn mainly on EPC and concession Total Issued Shares (mn) 1,007
construction revenue decline. Gross profit performance was compensated by Source: Wind
increasing BOT operating revenue, new business lines from industrial waste
water treatment and a newly developed energy saving business. Major Shareholding Structure
expenses maintained in well control while Bogi increased R&D expenses by Zeng Zhijun 21.57%
39.4% YoY. Bogi delivered resilient net profit of RMB208mn, up 13.7% YoY, ﬁhe”/g 'f'qt’a(‘j” 123‘3’
and declared HK$7.4cents final dividend, representing 29.4% pay-out ratio. oo 28 1006

B Accelerating expansion in wastewater treatment. Boqi is actively looking SOUBES 5
for business transformation into the wastewater treatment as 1) flue gas Share Performance
treatment is approaching the end of business cycle with penetration rate Absoliie  Reiative
getting close to 100%; and 2) new business opportunities are emerging with 1-mth 32 0% 31.50
increasing requirements for zero discharge of wastewater in industrial parks. 3-mth 22 4% 21.0%
The Company acquired a sewage treatment centre in Shanxi Lubao Industrial 6-mth 4.3% 12.1%
Park for a consideration of RMB300mn in 2019, and the coking wastewater 12-mih 48.5% 24.4%

project had contributed RMB44mn gross profit with 48.4% GPM in 2020.
Looking ahead, mgmt. intends to accelerate wastewater treatment expansion
through active M&A targeting niche industrial sewage market.

B Developing new leads. Bogi developed a new energy saving project through
EMC agreement for a total investment of RMB278mn in 2020. The project
utilizes the waste heat from coke dry quenching for generating power and sale
back to Tianjin Iron Plant. Other than the EMC contract, Boqi is also actively
looking for business opportunities in several niche markets such as solid
waste treatment in oil field and cement kiln. We expect the Company to obtain
new projects in those specialized segments and continue to expand.

® Ample room to gear up for future development. Bogi has prudent financial
management with net cash position and positive free cash flow in 2020. We
think the Company has ample room to gear up leverage to support its project
M&A strategy. Moreover, in Apr 2021, the Company granted share options
of 3.12mn to qualified employees exercise terms in the next four years. We
think potential new project acquisitions and employee incentive scheme will
boost Bogi’s earnings performance.

Earnings Summar
(YE 31 Dec) FY18A FY19A SZIN

Revenue (RMB mn) 1,745 1,836 1,646
Net income (RMB mn) 395 183 208
EPS (RMB) 0.44 0.18 0.21
YoY growth (%) n/a -58.8 15.5
Consensus EPS (RMB) n/a n/a n/a
P/E (x) 3.6 8.8 7.7
P/B (x) 0.7 0.7 0.7
Yield (%) 4.7 1.6 3.8
ROE (%) 20.4 8.0 8.6

Net gearing (%) Net Cash Net Cash Net Cash

Source: Company data, Bloomberg, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk
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Focus charts

Figure 1: Revenue mix in 2020

Figure 2: Revenue mix within the flue gas treatment

segment
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Figure 3: Boqi’s segment GP and GPM performance Figure 4: Net profit & ROE performance
RMB 450  (RMB mn) 25.0
200  (RMBmn) 100%
180 | 90% 400
160 | 80% 350 200
140 | 70% 300
o0 | o 2
B 1]

80 | 40% 200 10.0

60 30% 150

40 | I 20% 100 5.0

20 | 10% 50

0 l 0%
EF'C Others  Water Energ\jr -
treatment  Saving FY18A FY19A FY20A

mGross proft  © Gross profit margin - RHS

mMet income -LHS ©ROE(%) - RHS

Source: Company data, CMBIS

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 5: FY20 results summary

2019 2020

Revenue 1,836 1,646 -10.4%
Flue gas treatment business 1,836 1,530 -16.7%
EPC 731 530 -27.4%
o&M 380 384 1.0%
Concession operation 700 588 -16.1%
Construction 176 24 -86.4%
Operating 524 564 7.6%
Others 25 28  11.9%
Water treatment - 90 n/a
Energy saving - 25 n/a
COGS -1530 -1306 -14.6%
Gross profit 307 340 10.9%
Other income and gains 25 34 31.8%
Selling and distribution expenses -29 22 -23.7%
Administration expenses -89 -80 -10.4%
R&D expenses -24 -34  39.4%
Impairment losses -11 12 6.5%
Share of profit of associates 35 19 -44.0%
Finance costs -4 10 137.3%
Fairvalue change of CB 0 0 n/a
Listing expenses 0 0 n/a
Profit before tax 209 236  12.7%
Income tax expense -26 -28 7.0%
Profit of the year 183 207 13.6%
Less non controlling interest 0 0 -379.2%
Net profit 183 208  13.7%

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Analyst Certification
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in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in
the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or
its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.
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etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States
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