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VPower (1608 HK)

1H20 results beat; high growth to continue in 2H

VPower delivered strong 1H20 results with earnings surged 84.6% to HK$263mn.
The Company added 138.8MW IBO capacity and realized surprising Sl sales in
a challenging environment caused by COVID-19. Myanmar JV with total capacity
of 1.06GW also commence operation within nine months construction period. We
expect VPower's effort to have good payoff in 2H20 with accelerating earnings,
especially share profit from Myanmar JV. We reiterate our BUY rating on
VPower with TP unchanged at HK$5.47.

B 1H20 results beat our est. by 7.5%. Revenue came with surprisingly high
growth of 70.4% YoY to HK$2,050mn, driven by unexpectedly high growth
from Sl sales and steady IBO increment. Other income and gains recorded
HK$88mn, comprised by consultancy income and asset disposal gain of
HK$62/14mn, respectively. As VPower hired more employees to handle LNG
related business, administrative expenses expanded 42.6% YoY. Finance
costs exhibited a YoY decline of 8.5% with shrinking borrowings, reflecting
good control on financing cost and gearing (net gearing dropped to 74.5% incl.
top-up placement in Jul). Net profit was HK$263mn, up 84.6% YoY and was
7.5% higher than our estimates. VPower declared HK$1.51 cents interim
dividend, representing 14.6% payout ratio on 1H20 EPS.

B Surprisingly high Sl sales. Sl segment revenue surged 104.6%, which was
96.7% higher than our estimate. Mgmt. disclosed strong market demand from
China and other Asia countries and some ad hoc Sl orders in 1H20 was key
growth driver. GPM of S| experienced a decline of 5.4ppt to 17.6% due to
additional efforts made to fulfill SI orders caused by COVID-19 lockdowns.
Mgmt. expects Sl sales to resume normal in 2H20 and guided high single digit
growth for Sl sales in FY20E.

B |BO segment expansion on track. GPM of IBO experienced 8.7ppt rise to
37.7% as VPower added more fuel inclusion projects from Brazil. Other than
that, mgmt. explained GPM of non-fuel inclusion project stay stable in Asia.
Iconic Myanmar JV contributed HK$23mn share profit in 1H20 with merely
one month operating contribution, reaffirming the JV’s profitability. Looking
ahead in 2H20, we expect IBO project to contribute stable operating profit
growth, and the Myanmar JV to contribute HK$310mn share profit in FY20.

B Reiterate BUY on earnings acceleration in 2H20. We made no revision on
our earnings forecast and TP. We believe VPower’s earnings release in 2H20
is highly visible. Trading at only 10.8/6.7x FY20/21E PER is undervalued. We
think share price correction offers perfect opportunity to accumulate.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (HK$ mn) 2,421 2,794 3,244 4,041 4,595
YoY growth (%) 38.6% 15.4% 16.1% 24.5% 13.7%
Net income (HK$ mn) 213 284 711 1,169 1,286
EPS (HK$) 0.08 0.11 0.27 0.44 0.49
YoY growth (%) (35.6) 32.4 146.9 61.6 10.0
Consensus EPS (HK$) N/A N/A 0.19 0.3 0.3
P/E (x) 35.1 26.5 10.8 6.7 6.0
P/B (x) 2.9 2.7 2.1 17 14
Yield (%) 0.7 0.9 2.3 3.7 4.1
ROE (%) 0.1 0.1 0.2 0.3 0.2
Net gearing (%) 123.2 112.7 82.9 63.4 49.3

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: 1H20 earnings summar

Revenue 1,203 1,591 2,794 2,050 70.4% 1,298 58.0%

Systemintegration - SI 689 1,068 1,757 1,409 104.6% 716 96.7%  Slsales beat on ad hoc orders
Invest, build, and operate - IBO 515 523 1,038 641  24.6% 625 2.6% IBO revenue was in line

Cost of sales (806) (1,250) (2,057) (1,561) 93.6% (914) 70.7%  COGS reflects higher Slsales grow th

Gross profit 397 340 737 489  23.2% 393 245% GPsurged on higher Sland IBOrevenue

Gross profit margin 33.0% 21.4% 26.4% 23.9% -9.1ppt 30.3% -6.4ppt GPM declined due to mix change

Other income and gains 8 135 144 88 949.2% 100 -11.8%  Consultancy/disposal gain of HK$62/14mn

Other operating expenses - 5) 5) 1) NA (3) -61.5%

Selling expense (11) (20) (31) (18) 65.9% (11) 62.5%

Admin expense (118) (221) (339) (168) 42.6% (117) 43.6%  Hire more employee

Share profit 3) 69 67 23 -991.1% 25 -8.3% Mostly from Myanmar JV

EBIT 275 298 572 414 50.9% 388 6.8% Beat on higher Sl sales

EBIT margin 22.8% 18.7% 20.5% 20.2% -2.6ppt 29.9% -9.7ppt  Declined due to mix change

Finance costs (118) (132) (249) (108) -8.5% (113) -5.0% In well control

Pre-tax profit 157 166 323 307 95.6% 275 11.6%

Profit tax (14) (27 (41) (41) 191.4% (30) 38.4%

Effective tax rate 9.0% 16.1% 12.7% 13.4% 49.0% 10.8% 2.6ppt

Profit for the period 143 140 282 266  86.1% 245  8.4%

Less: Minority interests ) 1) 1) 2 NA 0) NA

Net profit 143 141 284 263 84.6% 245 7.5% Beat out est. by 7.5%

Net profit margin 11.9% 8.9% 10.1% 12.8% 1.0ppt 18.9% -6.0ppt

Source: Company data, CMBIS estimates

Figure 2. Segment GP and GPM

1H19 2H19 FY19A 1H20A YoY

YEDec 31 (HK$ mn)

Gross profit

System integration - SI 158 199 357 248 56.5%

Invest, build, and operate - IBO 239 142 381 242 1.2%
Gross profit margin

System integration - SI 23.0% 18.6% 20.3% 17.6% -5.4ppt

Invest, build, and operate - IBO 46.4%  27.1%  36.7% 37.7% -8.7ppt

Source: Company data, CMBIS

Figure 3: Myanmar JV projects and its LNG ships and facilities supports
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Source: Company data
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Figure 4: Operating IBO capacity reached 1,874.2MW (JV incl.)

Project Capacity Contract length
MW months
IBO project in operation
Indonesia
Teluk Lembu | 20.3 12
Teluk Lembu Il 65.8 60
Jambi 56.4 60
Rengat 20.3 36
Muko 6.5 36
Subtotal 169.3
Myanmar
Kyauk Phyu | 49.9 60
Kyauk Phyu Il 49.9 60
Myingyan | 149.8 60
Myingyan Il 109.7 60
Yangon 4.7 48
Kyun Chaung 23.2 24
Subtotal 387.2

Latin America

lquitos 79.8 240
Amazona State 70.3 60-180
Subtotal 150.1

China

Shandong - Biogas | 8.2 180
Shandong - Biogas |l 6.2 180
Subtotal 14.4

Sri Lanka

Hambantota 28.1 6
Horana 26.8 6
Galle and Pallekele 38.8 6
Subtotal 93.7

CNTIC VPower in Myanmar (JV at 50% shareholding)

Thaketa 477.1 60
Thanlyin 410.2 60
Kyauk Phyu Il 172.2 60
Subtotal 1059.5
Total 1874.2

Source: Company data, CMBIS

Figure 5: IBO project pipeline

Project Capacity
MW

IBO project pipeline

Indonesia

Dumai 18.7

Sri Lanka

2 project 120.8

UK

Doncaster 20.3

UK others 132

Subtotal 152.3

Total 291.8

Source: Bloomberg, CMBIS estimates
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (HK$ mn) FY18A FY19A FY20E FY21E FY22E
Revenue 2,421 2,794 3,244 4,041 4,595 Pprofit before tax 231 323 817 1,344 1,479
Sl 1579 1,757 1,791 1,881 2,031 Depreciation and amortization 200 269 347 416 500
IBO 508 1,038 1,453 2,160 2,564 Change in working capital (1,602) 957 (573) (304) (152)
Cost of sales (1,714) (2,057) (2,286) (2,821) (3,187) Income tax paid (26) (42) (106) (175) (192)
Gross profit 707 737 958 1,220 1,407 Others 994 (8) (11) 3 3
Operating cash flow (203) 1,500 474 1,284 1,638
Selling expense (26) (31) (30) (33) (35)
Admin expense (273) (339) (324) (404) (459) Capex (1,735) (1,628) (1,222) (938) (1,167)
Other income and gains 40 144 154 35 36 Others 141 0 (122 - -
Other operating expenses (32) (5) (6) (8) (9) Investment cash flow (1,593) (1,628) (1,343) (938) (1,167)
EBIT 416 506 751 810 940
Equity raised 9) - 299 - -
Share profit 6 67 318 779 779 Change of debts 2,361 247 873 92 173
Finance costs (191) (249) (252) (245) (240) Dividend paid (83) (35) 91) (179) (242)
Pre-tax profit 231 323 817 1,344 1,479 Others (983) 153 - - -
Financing cash flow 1,332 359 1,084 (85) (67)
Profit tax (30) (41) (106) (175) (192)
Minority interests 12) 1) 1 1 1 Net changein cash (465) 231 215 262 405
Net profit 213 284 711 1,169 1,286 Cash at the beginning 1,034 541 772 987 1,249
FX change 27) - - - -
Cash at the end 541 772 987 1,249 1,654
Cash at balance sheet 541 772 987 1,249 1,654
Balance sheet Key ratios
YE 31 Dec (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 2947 4,995 6,142 6,669 7,345 Sales mix (%)
Fixed assets 1,812 3,761 4,326 4,833 5,486 SI 65.2 629 552 465 442
Investment property 25 25 24 24 23 IBO 21.0 37.1 44.8 53.5 55.8
Deferred tax assets 15 15 15 15 15 Total 86.2 100.0 100.0 100.0 100.0
JV & Asso investments 763 853 1,432 1446 1,461
Others 193 219 218 218 218 Growth (%)
Revenue 38.6 15.4 16.1 24.5 13.7
Current assets 4,447 3,956 4,274 5,074 5,823 Gross profit 225 43 300 273 153
Cash and cash equivalents 541 772 987 1,249 1,654 EBIT 4.2) 215 485 79 16.0
Pledged deposits 48 62 60 62 63 Net profit (35.7) 329 1506 645 10.0
Restricted cash 81 82 82 82 82
Inventories 1,249 886 973 1,212 1,378 Profit & loss ratios (%)
Trade and bills receivables 1,071 1,226 1,390 1,693 1,879 Gross margin 29.2 264 295 302 306
Others 1,455 928 781 777 768 Pre-tax margin 95 116 252 333 322
Net margin 8.8 101 219 289 280
Current liabilities 3,288 3501 3,244 3,322 3,389 Effective tax rate 13.0 127 130 13.0 130
Short-term borrowings 2,384 1,783 1,850 1,758 1,670
Trade payables 395 739 716 752 812 Balance sheet ratios
Other payables and accruals 493 805 621 751 841 Current ratio (x) 14 11 13 15 1.7
Tax payable 6 18 22 26 30 Debtors turnover days 139.6 150.0 147.2 139.3 1419
Other current liabilities 3 127 5 6 6 Creditors turnover days 64.0 159.3 110.2 89.7 88.4
Inventory turnover days 208.9 189.5 148.4 1414 1483
Non-current liabilities 1,490 2,592 3,393 3,649 3,960 Netdebt/total equity ratio(%) 123.2 1127 81.8 61.0 46.0
Long-term borrowings 585 1,450 2,255 2,440 2,701
Deferred tax liabilities 20 19 19 19 19 Returns (%)
Other long term liabilities 105 352 346 417 468 ROE 83 100 19.0 247 223
ROA 2.9 3.2 6.8 10.0 9.8
Minority Interest 46 37 40 42 44
Shareholders' equity 2,570 2,822 3,740 4,730 5,775 Per share
EPS (HK$, cent) 83 111 269 442 486
Total Equity 2,616 2,859 3,780 4,772 5,819 DPS (HK$, cent) 2.0 2.2 5.4 8.8 9.7
BVPS (HK$) 100 110 141 179 218
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Disclosures & Disclaimers

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 (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, 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

This report is intended for distribution in the United States to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
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
from, or in connection with the report.
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