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SUMMARY. TLG’s 1H19 net profit beat our estimate by 7.2%. Solid performance 
was mainly driven by better-than-expected CTG construction and admin expenses 
control. We believe a robust gas distributor image with solid earnings performance 
will trigger TLG’s re-rate. Maintain BUY with TP raised to HK$10.82.  

 1H19 earnings surged 88.1% YoY. Revenue surged 65.9% YoY to 
RMB3,150mn, driven by 1) higher gas ASP, 2) 22.5% city gas sales volume 
growth and 3) new contribution from CTG conversion. Admin costs to sales 
rate was managed to decline by 0.93ppt to 3.39%. Net profit was RMB405mn, 
up 88.1% and beat our estimates by 7.2%. TLG declared an interim dividend 
of RMB11.42 cents with payout ratio raised by 3ppt to 28%. We believe TLG 
delivered a solid 1H19 performance and reached mgmt. target guidance.  

 CTG conversion is now proven sustainable. TLG completed 250k 
household CTG conversion during 1H19. Mgmt. maintained 600k conversion 
with an average CTG connection fee of ~RMB2,700 per household target 
unchanged in FY19. TLG collected above RMB700mn (vs. RMB1bn CTG 
revenue generated in FY18) CTG receivables in 1H19. Based on ~6-9month 
CTG receivable turnover expectation, mgmt. saw no cash flow pressure from 
the business. Given TLG’s prudent CTG execution pace and smooth 
receivables collection, we believe TLG’s CTG business is sustainable in the 
coming 3-5 years.  

 Gas sales to maintain rapid growth in 2H19. City gas sales volume reached 
475mcbm with YoY growth of 23.3%. Mgmt. attributed 18.3% growth from 
organic demand and the remaining ~5% from project M&A. Gas dollar margin 
was squeezed slightly from RMB0.56 in FY18 to RMB0.54 in 1H19 due to gas 
price pass through delay in Apr. For 2H19 outlook, mgmt. remains positive 
based on strong gas sales growth in Jul (~30%). TLG expected dollar margin 
to remain stable at ~RMB0.55, and reiterated full year sales volume to 
increase by 25%.  

 Accelerating M&A for emerging opportunities. Mgmt. raised CAPEX 
budget from RMB700mn to RMB1bn for M&A opportunities. We expect 
accelerating M&A pace will likely to boost earnings growth in 2020/21.  

 Reshaping image as robust city gas Company. We revise FY19-21E EPS 
estimates up by 5.2%/7.2%/9.8% to RMB0.95/1.06/1.19, respectively. We 
believe TLG is now reshaping image as a robust city gas distributor with national 
presence. Raise TP from HK$10.54 to HK$10.82. Reiterate BUY rating.  

Earnings Summary 

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E 

Revenue (RMB mn) 3,109 5,056 6,817 8,087 9,407 

Net income (RMB mn) 404 512 940 1,049 1,179 

EPS (RMB) 0.41 0.52 0.95 1.06 1.19 

YoY growth (%) 30.5 26.5 83.7 11.6 12.4 

P/E (x) 19.0 15.0 8.2 7.3 6.5 

P/B (x)  2.76   2.36   1.92   1.60   1.35  

Yield (%) 1.3 1.8 3.2 3.6 4.1 

ROE (%)  14.5   15.7   23.5   21.9   20.8  

Net gearing (%)  103.2   115.7   90.4   83.1   77.1  

Source: Company data, CMBIS estimates 

Tian Lun Gas (1600 HK) 

 

 

1H19 earnings beat; growth to sustain in 2H19 
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Figure 1: 1H19 results summary  

 
Source: CMBIS estimates 

 

Figure 2: Earnings revision 

 
Source: CMBIS estimates 

 

  

(Rmb, mn) 1H18 1H19A YoY% 1H19E Diff % CMBI Comments

Revenue 1,899       3,150       65.9% 2,860    10.1%

Transportation and sales of gas 1,024       1,394       36.1% 1,366    2.1% Strong 1H17 residential and C&I gas sales

Transmission pipeline 428          596          39.0% 483       23.3% Higher than expected gas price

Connection fee 398          411          3.2% 369       11.5% Residential connection beat our est. 

CTG conversion construction -           688          n/a 545       26.2% CTG conversion was 300k higher than est.

Others 48            61            27.0% 97         -37.4%

Costs of sales -1,402      -2,321      65.6% -2,063   12.5%

Gross profit 498          829          66.6% 798       4.0%

Gross profit margin 26.2% 26.3% 0.1ppt 27.9% -1.6ppt Gas dollar margin wassqueezed slightly 

Distribution expenses -16           -23           40.5% -24        -2.1%

Administrative expenses -65           -84           28.5% -123      -32.0% Admin costs rate declined 0.93ppt YoY

Other income -           3              n/a -        n/a

Other gains, net 7              -12           -280.4% 2           n/a

Operating profit 423          714          68.7% 652       9.4%

Finance income 32            19            -41.6% 25         -26.3%

Finance expenses -154         -139         -9.8% -134      4.0%

Finance expenses, net -123         -121         -1.5% -109      11.0% Finance income was lower than our est. 

Share of post-tax profit of associates 10            -18           -279.1% 12         n/a

Profit before income tax 310          575          85.5% 555       3.6%

Income tax expnese -83           -154         85.0% -156      -1.0%

Effective tax rate 26.9% 26.8% -0.1ppt 28.0% -1.2ppt

Profit for the year 227          421          85.7% 400       5.4%

Less: non-contolling interests 12            16            40.9% 22         -25.6%

Net profit 215          405          88.1% 378       7.2% Net profit beat our est. by 7.2%

3Yr Model 

2019 2020 2021 2019 2020 2021 2019 2020 2021

Key assumptions 

Total gas sales volume (mcbm) 1,594 1,964 2,368 1,613 1,994 2,427 1.2% 1.6% 2.5%

Residential 311         374            440         311         378         450         0.0% 1.3% 2.4%

C&I 583         823            1,078      583         830         1,107      0.0% 0.9% 2.7%

Transportation 143         143            143         162         162         162         13.2% 13.2% 13.2%

Wholesale 457         489            525         457         489         525         0.0% 0.0% 0.0%

Long-haul pipeline transmission (mcbm) 989         1,186         1,434      989         1,186      1,434      0.0% 0.0% 0.0%

Gas connection & construction services (Households)

Annual residential connection 250,066  260,068     267,870  250,066  265,070  278,323  0.0% 1.9% 3.9%

Annual C&I connection 3,450      3,650         3,180      3,450      3,850      3,780      0.0% 5.5% 18.9%

Annual Coal to gas conversion 660,000  750,000     800,000  660,000  750,000  800,000  0.0% 0.0% 0.0%

Financials estimation

Revenue (Rmb mn) 6,737 7,958 9,180 6,817 8,087 9,407 1.2% 1.6% 2.5%

Net Income (Rmb mn) 893 978 1,074 940 1,049 1,179 5.2% 7.2% 9.8%

EPS (Rmb) 0.90 0.99 1.08 0.95 1.06 1.19 5.2% 7.2% 9.8%

Old New Change(%)
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Financial Summary 

Income statement             Cash flow summary           

YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E   YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E 
Revenue 3,109 5,056 6,817 8,087 9,407   Pre-tax profit 576 807 1,407 1,612 1,788 

Gas Sales 1,604 2,261 3,080 3,959 4,948   Depreciation and amortization 188 238 275 308 344 

Transmission pipeline 824 909 980 1,046 1,122   Change in working capital 39 (641) (24) (180) 6 

Connection fee 601 705 737 785 820   Taxation (71) (107) (323) (407) (434) 

CTG conversion - 1,043 1,800 2,045 2,182   Others (290) (16) 80 - - 

Others 61 137 220 252 336   Net cash from operation 

activities 

442 281 1,414 1,333 1,703 

                          
Costs of sales  (2,341) (3,685) (4,916) (5,923) (6,995)   Capex & investments (1,059) (1,318) (1,050) (1,428) (1,499) 

Gross profit 768 1,371 1,901 2,164 2,412   Others 231 (82) - - - 

              Net cash from investments (828) (1,399) (1,050) (1,428) (1,499) 

OPEX & other gains (131) (195) (279) (334) (390)               

Distribution expenses (29) (41) (60) (71) (82)   Equity raised (0) 55 0 (0) 0 

Administration expenses (134) (167) (232) (275) (320)   Change of Debts 279 1,551 373 390 409 

Other income 27 9 8 8 8   Dividend paid (78) (90) (192) (263) (295) 

Other gains/loss, net 5 4 4 4 4   Others 124 - - - - 

EBIT 637 1,175 1,622 1,830 2,022   Net cash from financing 

activities 

325 1,516 182 127 114 

                          

Finance income 47 80 54 67 71   Net change in cash (62) 398 546 32 319 

Finance expenses (132) (404) (297) (317) (340)   Cash at the beginning of the year 755 678 1,076 1,622 1,654 

Finance expenses, net (84) (323) (244) (251) (270)   Exchange difference (15) - - - - 

Exceptional - - - - -   Cash at the end of the year 678 1,076 1,622 1,654 1,972 

Pre-tax profit 576 807 1,407 1,612 1,788               

             Cash at balance sheet 678 1,076 1,622 1,654 1,972 

Income tax (147) (264) (410) (499) (537)        

Less: Minority interests 25 31 58 64 72        
Net profit 404 512 940 1,049 1,179        

                          

                          

Balance sheet             Key ratios           

YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E   YE Dec 31 FY17A FY18A FY19E FY20E FY21E 

Non-current assets 6,758 7,902 8,611 9,765 10,942   Sales mix (%)           

Lease prepayments  224 223 255 270 284   Gas Sales 51.6 44.7 45.2 49.0 52.6 

PPE 2,354 2,679 2,960 3,265 3,596   Transmission pipeline 26.5 18.0 14.4 12.9 11.9 

Intangible assets  3,408 3,787 4,151 4,500 4,835   Connection fee 19.3 13.9 10.8 9.7 8.7 

Investments 502 857 957 1,409 1,885   CTG conversion - 20.6 26.4 25.3 23.2 

Other non-current assets 271 356 288 321 341   Others 2.6 2.7 3.2 3.1 3.6 

              Total 100.0 100.0 100.0 100.0 100.0 

Current assets 1,714 3,532 4,353 4,875 5,534   P&L ratios (%)           

Trade and other receivables 667 1,462 1,705 2,143 2,423   Operating margin 20.5 23.3 23.8 22.6 21.5 

Financial assets at fair value 300 305 305 305 305   Pre-tax margin 18.5 16.0 20.6 19.9 19.0 

Cash and cash equivalents  678 1,076 1,622 1,654 1,972   Net margin 13.0 10.1 13.8 13.0 12.5 

Other current assets 69 689 722 774 834   Effective tax rate 25.5 32.8 29.1 30.9 30.0 

              Balance sheet ratios           

Current liabilities 1,898 3,467 3,899 4,400 4,936   Current ratio (x) 0.9 1.0 1.1 1.1 1.1 

Trade and other payables 528 1,245 1,475 1,777 2,098   Quick ratio (x) 0.5 0.5 0.6 0.5 7.4 

Advances from customers 254 375 412 454 499   Cash ratio (x) 0.5 0.5 0.6 0.5 7.4 

Borrowings 969 1,608 1,737 1,855 1,977   Debtors turnover days 74.5 76.8 84.8 86.8 88.6 

Others 148 240 275 315 361   Total debt / equity ratio (%) 124.0 152.9 133.2 118.9 107.1 

              Net debt / equity ratio (%) 103.2 115.7 90.4 83.1 77.1 

Non-current liabilities 3,456 4,423 4,716 5,041 5,385   Returns (%)           

Borrowings 2,898 3,810 4,054 4,327 4,614   ROE 14.5 15.7 23.5 21.9 20.8 

Other payables 137 137 138 138 138   ROA 4.8 4.5 7.2 7.2 7.2 

Deferred income 1 1 1 1 1   Per share           

Deferred income tax liabilities 420 475 523 575 632   EPS (RMB) 0.41 0.52 0.95 1.06 1.19 

              DPS (RMB) 0.10 0.14 0.25 0.28 0.32 

Minority Interest 339 294 352 416 488   BVPS (RMB) 2.81 3.28 4.04 4.83 5.73 

Total net assets 2,778 3,250 3,998 4,784 5,668         

Shareholders' equity 2,778 3,250 3,998 4,784 5,668        
Source: Company data, CMBIS estimates   
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Analyst Certification 
The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities 
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities 
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst 
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. 
  
For recipients of this document in the United Kingdom 
This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) 
Order 2005 (as amended from time to time)(“The Order”) or (II) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, 
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For recipients of this document in Singapore 
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the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or 
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents 
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising 
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