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 Thirsty Asia  
Is water the new oil? More than two-thirds of the Earth’s surface is covered 
with water, yet less than 1% is fresh and easily accessible. Drawing an analogy 
with oil, could we be looking at a “peak water” situation, similar to that being 
debated among oil analysts, where supplies of low-cost water decline and 
prices rise. In Asia, particularly China and India, water is an increasingly scarce 
resource with supply constraints set against rising consumption. Pollution is 
aggravating the shortage, contaminating supplies. We expect significant growth 
in the private sector as countries recognise that their economic success hinges 
on access to clean water. So what can investors do to position themselves? 

In this report, we examine the three key areas of water investment: piped 
water, sewerage, and desalination. We look at the companies in Asia that 
operate in or supply equipment to these areas, identifying 50 investible plays, 
with 21 under CLSA coverage. Much of today’s focus is on piped water and 
wastewater management with a “land grab” underway in China. We 
recommend investors initially hold stocks with exposure to China’s piped-
water sector, but longer term, wastewater recycling and desalination plays 
offer better returns and growth. See our new company reports on Tianye 
Water and China Everbright: Dripping profits and From waste to value. 

Our macro approach to water in Asia is as follows  

 Hold companies with exposure to fresh water, but look to switch to 
wastewater stocks. Private investment in piped-water projects is growing 
in China from a low base with a significant number of cities yet to contract 
for either fresh or wastewater stocks with recycling operations. 

 Go long companies with exposure to sewage treatment and recycled water. 
The internal rate of return on freshwater projects is currently higher than 
that for wastewater treatment, but we expect this situation to reverse in 
the next five years and returns on wastewaster treatment to rise further 
with a growing trend of an integrated recycling water business.  

 BUY membrane and equipment companies. Desalination should emerge as 
a significant industry in Asia, particularly in China. 

 BUY into irrigation technology and wastewater treatment and recycling. 
Rising tariffs for water and the need for water conservation in agricultural 
use will drive farmers and industry to seek ways to reduce costs.  

Private water deals in China - Still small 
 

Growth in desalination - China is big  
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 Asia’s water market 
Why and how to invest in water  
In Asia, particularly China and India, water is an increasingly scarce resource 
with supply constraints pitted against rising consumption. Pollution is 
aggravating the shortage, contaminating scarce clean supplies. We expect to 
see significant growth in the private sector as countries increasingly recognise 
that their economic success hinges on access to clean water.  

Chinese water plays with piped clean-water businesses show good growth, 
but wastewater and desalination stocks offer better long-term returns. There 
are three major types of investment in water: 

Private equity  
There are only a few specialist private-equity water funds, including the 
subsection of Texas Pacific Group. However, there is a great deal of interest in 
water assets by dedicated infrastructure funds such as Macquarie Bank’s 
method, Challenger Infrastructure and Carlyle’s method. These funds have 
invested heavily in water in the Philippines, Thames Water, and the UK’s 
Southern Water. These assets offer long-term revenue that can be put into a 
low-risk high-yield infrastructure fund and then spun off to investors. These 
funds tend to focus on the utility-side of the water industry. 

Public equity  
There are very few listed pure-play water investments. A market scan reveals 
approximately 100 equities globally with any meaningful exposure to water. 
The net effect has been a large amount of liquidity chasing too few equities 
making the sector relatively “hot” compared to the wider index. We do not 
believe that this position will change in the short to medium term.  

While the market is in its infancy and concession models asset-rich but cash 
poor - especially for BOT - water companies with investments in China are 
developing a trend securitising income streams from water projects through 
trusts or bonds. 

Hyflux in Singapore is the first water company to have gained regulatory 
approval from Singapore Exchange to list a water business trust by divesting 
or monetising 13 water treatment plants in China, estimated at about 
US$100m. To our knowledge, several other players are looking to adopt a 
similar approach once they have scaled. 

China, a few months ago, made inroads towards the first asset-backed 
securities (ABS) based on revenue from municipal public infrastructure. China 
Securities Regulatory Commission (CSRC) has already approved the first 
securitisation of a wastewater utility’s revenue. The US$90m investment 
certificates will be issued by Nanjing Urban Construction. This issue presents 
a new model for financing water and wastewater at a relatively low cost. In 
the event of default, the bond holders will have rights to the income from the 
wastewater charge. But despite stable cashflows, financing water assets via 
the ABS market is untested and the credit risk is unclear. 

Project funding 
Private-project financing is increasing following numerous concessions 
awarded to water assets over the past 10 years. Typically, a private business 
will take on a build-operate-transfer project for a set period. The bulk of the 

Macquarie Bank’s method 
of water investment 

Lots of liquidity chasing 
too few equities 

China has approved 
asset-backed securities 
based on revenue from 

municipal public 
infrastructure 

Hyflux is listing the first 
pure water business trust 

at about US$100m 

Private investment 
poised to surge 

 

What can investors do to 
position themselves? 

Desalination will need 
significant project funding 



 Section 1: Asia’s water market Thirsty Asia
 

November 2007 debra.lui@clsa.com 5 

 capital needed is then funded by debt. We expect that a large component of 
financing will be needed to fund desalination due to its high capital 
requirement and the need for an accompanying power plant.  

Peaks and troughs in water investment  
In order for investors to better understand the sector, a short history lesson is 
useful. History shows that despite the apparent tenet that water is a safe 
investment, which yields steady and increasing returns, there have been 
periods when these investments have been risky. Between 1996 and 2000 
water was not an attractive investment for many companies due to the Asian 
currency crisis and overregulation. However, post-2000, we have started to 
see resurgence in interest in the sector, as evident by the recent growth in 
water-focused funds. 

Figure 1 
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Investor interest is surging again based on expectations that water demand 
and the need to upgrade ageing infrastructure in the years ahead will create a 
boom for companies engaged in supply, delivery, purification, storage, 
monitoring, testing and treatment of water. Improvements in water treatment 
and water-management technologies, along with institutional changes and 
consolidation trends in the water industry, are already generating substantial 
new private investment opportunities around the world and driving significant 
growth for companies providing technology, engineering and construction 
services for water projects.  

US multinationals including GE, ITT Industries, Tyco International, 3M, 
Pentair and Danaher along with Germany’s Siemens have invested billions 
in water-related endeavours and acquisitions. Some of these investments are 
beginning to yield rapid growth in revenue and profits, while others have 
proved disappointing. Smaller regional players are growing fast and some 
may become acquisition targets by larger companies with deeper pockets to 
finance projects. Meanwhile, well-run publicly-traded water utilities have 
posted strong returns recently, having caught the eye of investors anticipating 
expansion opportunities related to privatisation and industry consolidation.  
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Figure 2 

Water investment – A history lesson  
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Drivers to invest 
With climate change the likely cause of changing weather and rainfall 
patterns, and polluted water on the rise, freshwater is a scarce resource in 
certain parts of the world – particularly in Asia and Africa. This is driving 
significant infrastructure investment and renewed opportunities for private 
investment. 

The United Nations millennium resolution ‘to halve, by the year 2015, the 
proportion of the world's people who are unable to reach or to afford safe 
drinking water’ is driving change and supporting investment in the industry.  

After a lengthy period where water utilities were seen as poor investments 
due in part to low returns on capital as a result of low prices, per tonne tariffs 
are starting to rise.  

Risks to investing  
Water equities are scarce. With less than 100 listed pure-play entities, 
valuations are likely to become stretched as increasing demand and liquidity 
in this space increases. 

With concessions the preferred method of privatisation in many parts of the 
world, companies face volume, and in some instances tariff risk as 
circumstances can change significantly over a 20/30-year concession period. 

Too few listed 
pure-play stocks 

Water is scarce 

Government policy 

Rising affordability 
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Execution and policy risks 
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 Regional water market 
Water companies have made a dramatic transformation from boring low-
return utilities to companies with outstanding growth potential attracting 
significant attention from financial markets. Following on from our 2006 
Thirsty China report, this report looks at the Asian water market, covering 
investable ideas in the region, and revisits the situation in China. 

The US Geological Survey estimates that more than two-thirds of the Earth’s 
surface is covered with water, yet less than 1% is fresh and easily accessible. 

Figure 3 
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Sixty-nine percent of the world’s fresh water is inaccessible, frozen in Earth’s 
ice caps, glaciers and permafrost. Of the 10.7 million km3 that is accessible, 
the vast majority (10.5m km3) is underground. The remaining 135,000 km3 
flows above ground in rivers, lakes and wetlands. These accessible freshwater 
resources are distributed unevenly around the world, aggravating water 
supply pressures. 

Water demand has grown rapidly since 1950 as a result of population growth, 
industrial development and the spread of irrigation in agriculture. 
Unfortunately, in parts of the world with the fastest growing population, and 
in some cases economic growth, there is either a physical or economic 
shortage of water. Ongoing issues of climate change are likely to make the 
situation worse rather than better.  

Figure 4 

Water withdrawals by continent (2000) 
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 It is clear that access to freshwater is highly variable from region to region, 
as is regional use. While most industrialised nations have well-developed 
infrastructure for managing water, many developing regions still lack reliable 
water systems. 

Figure 5 

Projected water scarcity in 2025 

Source: International Water Management Institute 

The World Health Organisation estimates that more than one billion people 
lack reliable access to clean drinking water and 2.6 billion people lack 
adequate sanitation. About one-third of the world's population lives in 
countries with moderate to high water stress (ie, where water consumption is 
more than 10% of the renewable freshwater supply). The problems are most 
acute in Africa and North Asia, but lack of water is already a major constraint 
to industrial and socioeconomic growth in many other areas, including China, 
India and Indonesia. According to the United Nations, if current consumption 
patterns continue, two-thirds of the world’s population will live in water-
stressed conditions by the year 2025.  

Global spend in the water sector set to double in 10 years  
World Bank and Global Water Intelligence (GWI) data suggests that global 
spend in the sector is set to grow from US$350bn in 2007 to about US$530bn 
by 2017. The biggest growth areas are in capital expenditure: industrial water 
equipment, municipal water and wastewater show the largest compound 
annual growth rate. 

At a regional level, we see significant investment growth over the next 10 
years in the Middle East, North Africa and Asia. 
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Figure 6 

Global spend on water  

0

100

200

300

400

500

600

2007 2016E

(US$bn) Municipal wastewater capex 
Municipal water capex 
Municipal wastewater opex 
Municipal water opex 
Industrial chemicals and services market 
Industrial equipment market

approx 

Source: GWI 

Figure 7 

Water infrastructure investment - Cagr estimates by spend type (2007-2017) 
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Sub-saharan Africa 3.5 2.5 3.4 2.7 7.3 7.5 4.3
East Asia & Pacific 6.8 5.3 2.5 1.7 8.6 7.6 5.6
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North America 5.7 3.8 1.3 3.4 5.7 6.6 3.8
South Asia 8.9 6.3 13.0 1.6 10.3 7.6 10.6
Western Europe 4.8 3.0 (0.1) 0.4 4.7 4.8 2.6
Total 5.8 4.2 2.4 2.3 7.3 7.2 4.7
Source: GWI, CLSA Asia-Pacific Markets 

East Asia’s water market size (US$109bn) has overtaken the US. China and 
India have the highest growth potential in Asia with an expected Cagr for the 
total water market of 10.6% and 11.7% over 2007-16.  

Figure 8 

Regional spend on water and water infrastructure  
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 Cost of water  
One of the biggest anomalies with water is its price. From both a freshwater 
and wastewater perspective, it seems counterintuitive that countries with the 
greatest shortage have the lowest tariffs.  

Figure 9 

Freshwater and wastewater tariffs - June 2007 
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Figure 9 shows that in some locations, namely Australia, US and Spain, the 
wastewater tariff now exceeds the freshwater tariff. In Asia, wastewater 
tariffs remain extremely low compared to freshwater tariffs. 

Figure 10 

Water affordability  
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 Privatising water 
One of the most important and controversial trends in the global water arena 
is the accelerating transfer of the production, distribution or management of 
water or water services from public entities into private hands. This process 
can be described as privatisation, but can take many forms such as 
concessions and public-private partnerships (PPP).  

Historically water has been perceived as a public service, not a market 
commodity. Over the past 200 years, most water utilities have been publicly 
owned and managed. It is only recently that countries have begun to consider 
privatising their water utilities. To date, only 9% of the world’s water services 
are run by private companies.  

In the past, water and sanitation services were predominantly publicly run 
because private companies were not interested in owning or managing water 
utilities. There was little or no profit to be made, but, with the spectre of 
growing freshwater scarcity and forecasts that water will be the oil of the 21st 
Century, major global corporations have been moving into the water market. 

There are many forms of water privatisation, ranging from simple contracting 
for minor operation or maintenance activities to full and integrated ownership 
of water resources and infrastructure. The economic and political implications 
of privatisation are complex and regionally specific.  

Increasingly, private companies have been invited to take over the 
management, operation and sometimes even the ownership of previously 
public-water systems. International development agencies that used to work 
with governments to improve water services are now pushing privatisation 
efforts. Treating water as an economic good and privatising public water 
systems are not new ideas. What is new is the extent of privatisation efforts 
underway and the growing public awareness of, and attention to, problems 
associated with these efforts. 

Proponents of privatisation argue that private companies are better equipped 
to address many of the obstacles confronting public-water agencies, including 
government inefficiency and corruption, access to capital and limited technical 
expertise, and that privatisation can help fulfil unmet basic water needs. 
Accompanying the trend toward water privatisation, however, has been 
rapidly growing opposition among local community groups, international non-
governmental organisations, unions, human rights organisations and even 
public water providers. 

Methods of privatisation  
A range of approaches having been tried across the world, perhaps the most 
common approach to privatisation are the concession and build-operate-
transfer (BOT) arrangements.  

World Bank data suggests that concessions have been the most common form 
of water privatisation both by value and number of projects since 1990.  
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Figure 11 

Pros and cons of various Private sector participation options 
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Figure 12 

Public-private investment (PPI) in the global water and wastewater industry 
 (1990-2006) Value 
No. countries with private participation 58 
Projects reaching financial closure 522 
Region with largest investment share East Asia and Pacific (48%) 
Type of PPI with largest share in investment Concession (71%) 
Type of PPI with largest share in projects Concession (40%) 
Projects cancelled or under distress 53 representing 31% of total investment 

Source: World Bank 

Figure 13 

Cummulative private investment in water and wastewater, US$m (1991-2006)  
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However, full concession models are often not practical politically. As an 
alternative (transition) strategy, build-operate-transfer (BOT) or build-own-
operate-transfer (BOOT) and transfer-rehabilitate-operate-transfer (TOT) 
arrangements can quickly bring expertise and finance to a greenfield project 
or one that is required to meet a tight timeframe.  

According to the World Bank, in 2006, 12 low- and middle- income countries 
implemented at least 47 projects that involved investment commitments 
totalling US$2 billion. The annual number of water projects involving the 
private sector fell 20% from a peak in 2005 and by 10% from 2004, but still 
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 remained at one of the highest levels since 1995. Annual investment 
commitments remained within the US$1-2 billion range in the past five years. 
The trend seems to go against sceptics who believe that privatisation would 
have fallen off from 2000-03 onwards. We believe that privatisation of water 
projects is still a major trend in China, evident from the bidding price for 
water projects in China that have surged dramatically over the past few years 
with continued and aggressive efforts from foreign multinationals, and 
increasingly local companies. 

Figure 14 

Investment in projects globally (1990-2006)  
Subsector Segment Project 

count 
Total inv
(US$m)

% mix

Treatment plant Potable water and sewerage treatment plant 7 231 0
  Potable water treatment plant 106 7,091 13
  Sewerage treatment plant 132 3,458 7
Total treatment plant 245 10,781 20
Utility Sewerage collection and treatment 7 2,461 5
  Water utility with sewerage 221 30,408 58
  Water utility without sewerage 49 8,989 17
Total utility   277 41,857 80
Combined total  522 52,638 100

Source: World Bank 

The UK and Europe were the first to fully privatise water companies, which 
included stock market listings. The UK was the first cab off the rank, with 
Europe now dominating the market. 

Figure 15 

Water utility public listings (1989–2006) 
IPO date Company  Country  Status  
1989 Anglian Water  UK Listed 
1989 Cymru UK Not for profit 
1989 Northumbrian Water UK Acquired, and relisted  
1989 North West Water UK Listed 
1989 Severn Trent Water UK Listed 
1989 Southern Water UK Bought, taken private 
1989 South West Water UK Listed 
1989 Thames Water UK Bought, taken private 
1989 Wessex Water UK Bought twice  
1989 Yorkshire Water UK Listed 
1991 Aquafin  Belgium Bought back 
1993 SmVaK Czech Republic Taken private  
1994 SABESP Brazil Listed 
1994 Prime Utilities  Malaysia Renationalised 
1996 AMGA Italy Listed 
1996 Suzhou New District China Listed 
1997 East Water Thailand Listed 
1999 ACEA Italy Listed 
2000 ASCM Italy Listed 
2000 EYDAP Greece Listed 
2000 Nanhai China Listed 
2000 Beijing Capital  China Listed 
2001 Acegas Italy Listed 
2001 EYATH Greece Listed 
2002 Aguas Chile Listed 
2002 ASM Italy Listed 
2002 PBA Holdings Malaysia Listed 
2003 KPS Malaysia Listed 
2003 Hera Italy Listed 
2003 Meta Moderna  Italy Bought out  
2005 Tallinna Estonia Listed 
2005 Manila water  Philippines Listed 
2004 Jiangxi China Listed 
2006 COPASA Brazil Listed 

Source: CLSA Asia-Pacific Markets  
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 Sewage-treatment privatisation 
Environmental and technological factors are driving growth in wastewater 
investments. Figure 16 shows how since 1995 the number of wastewater 
projects awarded globally has risen relative to fresh water.  

Figure 16 

Worldwide contract awards in the water and wastewater sectors 
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Wastewater investment is growing on the back of escalating concerns about 
water pollution and its associated environmental and human health costs, and 
more stringent wastewater discharge standards. Technological improvements 
that allow more economical wastewater recycling are also driving investment 
in the sector. 

Political factors are likely driving greater private involvement in wastewater 
investments. Water investment draws a substantial amount of opposition 
because of concerns about corporate control of water resources. In some 
cases, opponents have stopped public-private partnership projects. 
Wastewater investments on the other hand draw less public opposition, 
allowing private companies to steadily expand their role.  

Does privatisation really improve efficiency? 
Ongoing debates continue about whether privatisation of state-owned assets, 
specifically water, will actually benefit users. The key claim by opponents is 
that water privatisation has caused deterioration in services, higher prices for 
the poor, more corruption and environmental problems. The list of problems 
that are cited are long and the consequences of privatisations gone wrong are 
significant. Just ask citizens of Manila, Bolivia or Buenos Aires, say the 
opponents of water privatisation, citing projects that have failed.  

When the process does go wrong, the consequences are significant. In 
Cochabamba, Bolivia, there was virtual civil war when privatisation led to 
hundreds of thousands of people losing access to water. The overriding 
question that critics ask is: Does privatising give the poor better access? 
Those in favour of privatisation equally cite examples where it has improved 
service levels and access. 
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Figure 17 

Global attitudes to water privatisation  

Africa After some failures, especially in West Africa, there is very little 
interest from the private sector 

Latin America Deeply opposed to private water, especially in Argentina and Bolivia 
after some large failures, but growing interest in Colombia and Peru 

Brazil Thriving private water utilities and increasing opportunities for private 
investment 

East Asia-Pacific Open-minded about private water, but private companies are shy of 
certain low-income markets 

China Wholeheartedly in favour of private water, but some restrictions 
remain 

India  Generally opposed to private water, except in Tamilnadu and Gujarat 

Middle East and 
North Africa 

Rich opportunities opening up across the region – watch for Libya as the 
next to open 

EU accession 
nations 

Mayors prefer to keep control of assets with the support of EU funding, 
although this may change as compliance deadlines approach 

Former Soviet 
Union 

Oligarchs have tried the water sector and moved away because of low 
tariffs and investment needs; market may open up more after 2010 

Western Europe Status quo - No increase or decrease in support for private water 

Spain Has benefited from EU funding in the past. Now starting to look to the 
private sector to finance its wastewater sector 

Italy Sector reform stalled as municipalities avoid open tenders for water-
service contracts 

US Very little support for private water  

Canada Openly opposed to private water 

Source: CLSA Asia-Pacific Markets  
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Privatising water – What are the arguments? 

Water is a free commodity? 

For 

Water is a resource subject to supply and demand, and so 
should be treated as an economic good. It may fall freely from 
the skies, but it has to be collected, managed, processed and 
supplied through an expensive system of reservoirs, channels, 
processing plants and pipes. Dirty water and human waste 
also have to be removed and treated in sanitation systems.  

 Against 

Water is a natural resource, it falls from the sky. It is essential 
to all life. Lack of clean water is the biggest single factor in 
disease and ill health in the developing world, and without it 
people cannot grow crops to support themselves. Pollution of 
water sources or over-extraction has a very damaging 
environmental impact. For all these reasons water is special 
and should be seen as a common good, part of the 
responsibility of governments to their people. Access to clean 
water is a human right, not something to be traded away or 
withheld on grounds of cost. 

Water is an economic good? 

For 

When water is not treated as an economic good, it is wasted. 
On a domestic level, unmetred access to water means that 
consumers do not pay according to the quantity they use and 
so they will use it wastefully. At a national level, subsidised 
water for farmers and industry encourages wasteful methods 
and inappropriate crops often with a damaging impact upon 
the environment. Pricing water according to its true cost 
promotes more efficient and environmentally-friendly 
practices, e.g. the use of drip-irrigation or dry farming in 
agriculture.  

 Against 

Demand for water increases with population growth, so it does 
not respond to market signals in the way other resources do. 
Rich consumers in the developed world also waste water 
through extravagant use of luxuries such as garden sprinklers, 
swimming pools, lush golf courses, etc. - a problem which will 
get worse as income inequality increases, both between and 
within countries. Demand management is needed to prevent 
waste and to ensure access for all, including the poor, 
something which pricing water in a purely economic way will 
not achieve. 

Where does the capex come from? 

For 

Problems of water supply need to be addressed with huge 
investment, particularly in the developing world where many 
people have no access to decent fresh water. Even in the 
developed world, much water (up to 50% in Canada) is 
wasted through leaks in pipes and ageing infrastructure. The 
public sector has failed to provide the money for this 
investment so private involvement is essential. For this 
investment to be attractive to the private sector, water 
companies must be allowed to make a profit through realistic 
water charges that reflect the costs of supply. Issues of 
quality, equity and environmental standards can be handled 
through effective regulation.  

 Against 

Large sums are needed to meet global water targets, but the 
private sector will only provide these in return for a large 
commercial return, meaning that the true cost of the 
investment will eventually be much higher than if it were 
publicly funded. Investment from governments and donors is 
preferable to privatisation as they can target investment at the 
most needy, rather than focusing upon the most profitable 
opportunities. Water supply is also a natural monopoly, so 
private companies have no competitive pressures to drive up 
quality and drive down prices.  

Subsidies 

For 

Treating water as an economic good is better for the poor. 
Current regimes in developing countries often provide a state 
subsidy to the rich, with water provided to middle-class areas 
and wealthy farmers at a fraction of its true cost, while poorer 
areas have no supply at all. It is misleading to argue that 
privatising the water supply is bad because it will force the 
poor to pay for their water. The poor are already paying for 
their water, either directly to entrepreneurs who carry it in 
tubs and cans up to the shanty towns or with their time as 
they spend a large proportion of the family's labour fetching 
poor quality water from miles away. The poor also pay through 
ill health caused by dirty water and poor sanitation; this hits 
their ability to work and study, which  keeps them in poverty. 

 Against 

Treating water as a purely economic good will be bad for the 
poor. The rich may take advantage of badly targeted subsidies 
in some developing countries, but that does not mean that 
these subsidies are not essential to the poor. How would 
farmers in much of India cope without state-funded irrigation 
water? South African experience shows that when their village 
water supply was charged at even a low price, many women 
chose to fetch dirty river water from a long distance rather 
than pay the new cost. The Bolivian disaster of privatising 
water supply in Cochabamba shows the dangers: the American 
firm Bechtel doubled water tariffs so that some families paid a 
third of their income in water rates, mass protests led to riots
before the scheme collapsed completely. 
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 The situation in Asia  
In recent years, the international water market has contracted in some 
regions, but is growing in others. Suez, for example, has relinquished control 
of a number of projects, mostly in developing countries and is focusing on 
expansion in Europe, North America and China. Veolia is focusing on China, 
projected to become its largest international market. And RWE has decided to 
shift its focus from the global water market to the European power sector. 

Figure 18 

Investment in projects by region - 2006  
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Source: World Bank 

In 2006, there was a clear bias towards public-private investment in Asia. A 
review of GWI and World Bank data shows that about 10 million people in 
Asia received piped water from private companies in 1990, rising to almost 
200 million today, showing a continued upward trend. See Figure 19. 

Figure 19 

Private freshwater – Population served 
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It's a similar story in wastewater treatment with East Asia showing significant 
growth since 2000, driven mostly by China. See Figure 20. 
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Figure 20 

Private sewage treatment – Population served 
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New private activity was highly concentrated in 2006. Treatment plants 
accounted for 31 of the 47 water contracts. The remaining 16 contracts were 
for utilities. China accounted for 44% of investment and 67% of projects. The 
Philippines followed with 25% of investment, thanks to the large Mayniland 
second concession.  

Figure 21 

Investment in projects in East Asia/Pacific by type, 1990-2006  
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Concessions, which typically take the form of management and operation 
contracts with major private capital expenditure, were the most frequent form 
of private participation in the sector from 1990-2006, representing 40% of 
the projects and 71% of total accumulated investment globally or 84% of 
accumulated investment in East Asia/Pacific. 

Failure of public-private partnerships in Asia 
Not all privatisations or part privatisations have been successful. According to 
World Bank statistics, projects cancelled or under distress represented 31% of 
total investment from 1990-2006. While the greatest failure rate has been in 
Latin America, Asia represents a significant number in terms of failed 
projects. We believe that the Manila failure accounts for a significant 
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 proportion of the US$7.7bn quoted. In light of this, any future consideration 
of a private concession or BOT should factor in the high risk of premature 
termination and renegotiation with their associated costs. 

Figure 22 

Cancelled or under-distress project investment (1990-2006)  

Region Project
Count

Total investment (US$m)
cancelled or under distress

% of total
inv made

East Asia and Pacific 23 7,724 30
Europe and Central Asia 2 8 0
Latin America and the Caribbean 24 8,687 39
Middle East and North Africa 1 0 0
Sub-Saharan Africa 3 9 6
Grand Total 53 16,428 31
Source: World Bank 

Figure 23 

Terminated contracts, exits and major renegotiations  

Country Company Operation Type Start 
date 

End  
date 

Status Comment 

China Cheung Kong Shantou WS/BOT  2002 Terminated Exited in dispute over 
contract terms 

 Suez Shenyang WS/BOT   Terminated Sold to municipality 
 Thames Da Chang,  

Shanghai 
WS/BOT 1997 2004 Terminated Ended concession when 

guarantees cancelled 
 Thames/Veolia Xian Water WS/BOT  2001 Terminated Sold to muncipality 
Indonesia Suez Jakarta WD 1998  Renegotiation,  

threatened 
 

 Thames Jakarta WD 1998  Renegotiation,  
threatened 

 

Malaysia Thames Kelantan  
Waters 

WS/BOT 1996 2002 Terminated Sold to municipality 

 United Utilities Indah Water WW 1997 1997 Terminated Nationalised 
New Zealand Anglian Wellington  WWT/BOT   MNC exit Sold to United Water 

(Veolia/Thames)  
Philippines IWL Manila Water WD/C 1997 2004 MNC exit,  

renegotiation 
Sold % stake to other 
partners 

 Suez Maynilad water WD 1997  Renegotiation,  
threatened 

 

Thailand United Utilities/ 
NW Water 

Bangkok Construction 1993  Terminated Exited sewerage 
construction contract 

Vietnam Suez Thu Duc WS/BOT 1997 2003 terminated Exited in dispute over 
contract terms 

Source: CLSA Asia-Pacific Markets 

India and China provide some context for privatisation efforts in Asia and 
elsewhere. The failure of government agencies in both countries to satisfy 
rapidly expanding urban water and wastewater needs led to calls for 
privatisation in the 1990s. However, the earliest private projects were rarely 
successful. For example, the large Krishna Water Supply Project in 
Hyderabad, the capital of the state of Andhra Pradesh, was ultimately 
rejected by all bidders as economically infeasible and a review in the late 
1990s argued that none of the water and sewerage privatisation projects in 
India up to that point could be considered successful. Despite these problems, 
the sector remains active, particularly in China where more large investments 
are underway in numerous projects. Both the Chinese and India governments 
have, in the past, offered incentives such as exemption from customs and 
exercise duties on imported machinery and tax exemptions.  
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Recent private investment activity in water 
East Asia. Three countries incorporated private 
activity into water projects. In China, 32 projects 
were granted, involving investment of US$890 
million. Of those contracts, 31 were for water and 
sewage treatment plants. The remaining one was a 
water utility lease contract to the Changshu Water 
Supply Company. In the Philippines, the controlling 
stake in Maynilad Water Services concession was 
finally re-awarded, but with significantly smaller 
investment commitments (US$504 million) than in 
the first concession (US$3,690 million in 1997). In 
Thailand, a water utility concession for Muang and 
Baankai districts was also implemented.  

Europe and Central Asia. Private activity was 
reported in the Czech Republic, Hungary, Poland, 
Russian Federation, and Slovak Republic. In the 
Czech Republic, two lease contracts for water 
utilities in Prostejov and Slany were implemented. In 
Hungary a management contract for the Erd region 
was implemented. In Poland, another management 
contract was issued for Wozniky Water Services. In 
Russia, two concessions (Krasnodar Water Utility and 
Tyumen Water Utility) and a lease contract for 
Krasnokamsk Water Utility were implemented. In 
Slovak Republic, two lease contracts were granted 
for water utilities in Banska Bystrica and Poprad.  

Latin America. There was one new contract: a 
concession for Cucuta Water Utility in Colombia. The 
level of activity was the lowest in the region since 
the early 1990s.  

Middle East and North Africa. Private activity took 
place in Oman, with a five-year management contract 
for wastewater services in the capital, Muscat.  

Sub-Saharan Africa. Private activity was limited to 
one management contract and a lease contract. The 
management contract was for Maluti-a-Phofung 
water service provision in South Africa. The lease 

contract was in Senegal: Senegalaise des Eaux was 
awarded a five-year extension of the ten-year lease 
contract, initially granted in 1996.  

Potential new projects. In addition to the 47 
implemented projects, at least 11 water contracts 
were awarded in 2006, but did not reach financial 
closure or were not signed by December of that 
year. Among those contracts are a 30-year public-
private partnership to treat 100 percent of the 
wastewater in the city of Rio Claro in Brazil’s Sao 
Paulo state; a management contract for 
Kathmandu's water utility in Nepal; three 
management contracts for water utilities in the 
Algerian cities of Oran, Constantine, and Annaba; 
and six treatment plants in Algeria.  

Cancelled and distressed projects. In 2006, the 
number of cancelled and distressed private water 
contracts grew by 11 projects, totalling 54 water 
contracts cancelled by 2006. That was 10% of all 
water projects and over 30 percent of committed 
investment in 1990-2006. The contracts cancelled 
in 2006 were: Elsaban Water Concession (Albania), 
Aguas Argentinas (Argentina), Aguas del Gran 
Buenos Aires (Argentina), Aguas provinciales de 
Santa Fe (Argentina), Aguas Tratadas de Xalapa 
(Mexico), Aguas de la Costa (Uruguay), Rayong 
Waterworks (Thailand), and four treatment plants 
in China (Shanghai Fengxian Saur Water, Xianyang 
Water Treatment Plant, Xiao Shun Jiang Water 
Project, and Zhuozhou Sewage Treatment Plants).  

Concluded projects. Four water utility contracts 
concluded in 2006: three management contracts 
(South African Johannesburg Water, Lebanese Tripoli 
Water, Jordanian Amman Water Treatment and 
Distribution), and a concession (Brazilian Mirassol 
Water and Waterwaste System). So far, there are 
plans to award a new contract only for the Brazilian 
utility.  

Figure 24 

International investment strategies - Leading water companies 

Company Strategy  
Suez Withdraw from Latin America and developing economies except China  
Veolia Concentrate on Europe, China and selected markets  
RWE Withdrawing from all markets except Europe  
Société d'Aménagement Urbain et Rural Concentrates on Europe  
Fomento de Construccciones  Retain some Latin American activities , Invest in Europe  
Acea  Maintain all international activities but no new projects  
Anglican Water  All international activities except Ireland being sold  
Severn Trent  Maintain Asset operation strategy ( no Capex)  
United Utilities  Maintain a highly selective policy, emphasise Eastern Europe 

Source: CLSA Asia-Pacific Markets  
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 Water in Asia  
An Asian Development Bank 2004 (ADB) water survey of 18 cities across Asia 
reveals an average 34% of water ends up unbilled. Known in the industry as 
non-revenue-water (NRW), this unaccounted for water is due to physical or 
revenue leakages as a result of poorly maintained pipes, deliberate theft or 
simply unbilled or unmetered water. The worst offenders are Manila (62%), 
Colombo (55%), Delhi (53%), and Jakarta (51%). The most efficient water 
providers are Osaka (7%), Shanghai (17%), Chengdu (18%), Seoul (25%), 
and Hong Kong (25%).  

Figure 25  Figure 26 
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Non-revenue water ranged between 30% and 60% in most cities in the ADB 
study, which is a simple indicator of how poorly Asian public water companies 
have performed. However, these levels are rarely compared against European 
standards, orthe UK, where water has been privatised for 15 years.  

Figure 27  Figure 28 
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Figure 29  Figure 30 
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 Leakage rates in England average 23%, according to official figures. The area 
covered by the leading UK-based multinational, Thames Water, averages 
33%, about 40% in London, and in some places close to 60%. The average 
non-revenue-water figure for the 18 Asian cities is almost identical to 
Thames’s leakage rate in England. But given that the NRW figures for Asian 
cities include water supplied but not paid for - a negligible element in the UK - 
the average percentage figure for leakage alone in Asian cities is almost 
certainly much better than Thames’s, and may be comparable with the 
average for the UK.  

This appears to be the case with Colombo, where the ADB case study breaks 
down the figures for non-revenue water. These show that the NRW figure for 
Greater Colombo of 35% is made up of 23% leakage and 12% illegal 
connections and other forms of non-payment. In the inner city of Colombo 
itself, a staggering 55% in non-revenue water includes leakage of only 25% - 
the rest is water that is unpaid but not consumed. 

Figure 31 

Non-revenue water – London versus Sri Lanka  

 Leakage Other factors inc illegal
connections, unpaid bills

Non-revenue
water

Greater Colombo 23 12 35
City of Colombo (inner city) 25 28 53
London (entire Thames Water area) 33 0 33
London (north London) 40
Source: CLSA Asia-Pacific Markets , ADB , OFWAT l 

The question is whether leakage levels are to be explained by reference to 
specifically Asian factors, and also whether there is a clear rationale for 
commissioning European multinationals to address leakage problems in Asia.  

The question is highlighted by a recent contract in Bangalore, whose non-
revenue water is approximately 35%. The city contracted a pilot project to 
curb leakage to a team led by Thames Water, whose average leakage level in 
the UK is nearly as high as Bangalore’s non-revenue water (and therefore 
certainly above Bangalore’s figure for leakage alone).  
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 Country snapshots  
Malaysia 
Malaysia has created a number of national water companies active in water 
supply or distribution in Asia. Some firms have become active outside 
Malaysia, almost entirely in China; some remain active only in the domestic 
market. 

Those active outside their own country include Pilecon (in partnership with 
Suez on the now terminated Thu Duc plant); PPB/Kerry Utilities (involved 
in a Beijing sewerage treatment joint venture with Veolia); PBA, which has 
a 26% stake in a water treatment BOT in Pinang, and a 29-year water 
supply concession in Yi Chun City of the Xiangji Province; Salcon , which 
has a 50-year concession to operate and manage water treatment in 
Changle, Shandong province, and a bulk water supply contract with the 
Linyi Municipality, Shandong.  

Puncak Niaga (involved in water supply in Selangor), Ranhill Utilities 
(the holding company of SAJ Holdings which provides water supply services 
for the whole of Johor, and is expected to takes over Sabah state's water 
supply management), and Taliworks (which operates treatment plant 
facilities in Kedah and Negri Sembilan) are three of the biggest companies 
active in water in Malaysia,. Taliworks has contracts in China, but in solid 
waste management. Malaysian companies are also expected to take an 80% 
stake in a US$600m bulk-water-transfer scheme in Zimbabwe, a massive 
engineering project known as the Matabeleland Zambezi Water Project 
(MZWP): the project has yet to start and finance has not been confirmed. 

YTL, the Malaysian energy company, has bought control of the English 
company Wessex Water, which is not active outside the UK. We see YTL’s 
move into water as a strategy towards other water-related activities in Asia. 

Key elements of Malaysia’s water policy include universal servicing, federal 
funding of capital works, universal metering and user tariffs, and 
corporatisation/privatisation of state water supply authorities (SWA) 
operations to bumiputra or Malaysian nationals. By 1996, 57 water 
treatment plants with a total capacity of 3.8 million cubic metres per day 
had been placed in the hands of the private sector; nevertheless, the major 
problem in Malaysia's water sector, the high level of non-revenue water, has 
not been addressed.  

From mostly BOT projects in the early 1990s, government policy is shifting 
to PSP in the whole system, from source to consumer. In March 2004, the 
government decided to review all water projects pending its studies and the 
creation of the National Water Services Commission to oversee the 
development of water resources in the country.  

Malaysia’s water policy has attracted a lot of attention due to the unusual 
extent of involvement of Malaysian-owned private sector companies. 
Despite generalised claims, this has not so far resulted in a significant 
amount of independent international activity by Malaysian companies – nor 
can the policy itself be described as a success. An overview by a leading 
business paper in July 2004 opened by stating:  
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 ‘Privatisation of the Malaysian water service sector began in 1987 but some 
Malaysians are still complaining about the quality of water when they turn 
on their taps. Low water pressure and water disruptions, at times 
unannounced, are also a common gripe for some. The national average for 
non-revenue water (NRW) - revenue losses suffered by the government or 
the private entity that result from worn pipes, pilfering or theft, and 
inaccurate billing - was 37% at end-2003. In Sabah, for example, where 
there are three private entities operating and maintaining water treatment 
plants, where NRW is at a high 62%’.  

Many argue that proliferation of privatised bulk water BOTs are placing a 
huge financial burden on the distribution companies, which are thus unable 
to invest in other aspects such as reducing leakage; and the profits sought 
by the companies are socially unaffordable. The government has already 
had to renationalize the privatised utility in Kelantan, buying it back from 
Thames Water in 2000. The problems can be seen with the water utility 
operator for Kuala Lumpur, Selangor Water Management (or PUAS), 
previously the Selangor Water Supply Department, which became a 
corporation in March 2002. Three companies have 20-25 year concession 
agreements to sell treated water to PUAS, at a set price, which distributes 
this water to consumers. While the private companies made annual profits 
(in 2001) from their water businesses that ranged from US$10 million to 
US$47 million, PUAS has faced annual deficits of around US$100 million. 
PUAS wants the price of the bulk water from the private BOTs reduced: the 
government at present however is considering privatising PUAS, effectively 
by selling it to the BOTs. Either way, the government will likely bail out the 
accumulated debts of PUAS and water prices will rise sharply. 

Philippines 
The Philippines was among the first countries in Asia to embrace private 
sector participation in its water sector. Note that the first privatisation of a 
waterworks utility in Asia was in Subic Freeport in 1996. This predated the 
largest water privatisation in the world which was in Manila in 1997. Former 
Philippine President Fidel Ramos wanted to “blaze trails” in infrastructure 
privatisation that others could follow. Two BOT laws in the early 1990s 
aimed to enhance private sector participation (PSP) in basic infrastructure 
such as water utilities. The 1992 Local Government Code gave local 
government units (LGUs) the muscle to improve their roles in the provision 
of water supply. The 1995 Water Crisis Act was used to fasttrack PSP in the 
water sector. 

Prior to 1997, the Metropolitan Waterworks and Sewerage System (MWSS) 
provided water and sewerage services in Metro Manila and neighbouring 
areas. However, mounting pressure to expand and improve the operations 
of the MWSS eventually lead then President Ramos to call for the 
privatisation of such services. Under the privatisation programme, the 
original service area of the MWSS was divided into two concession areas, 
the East Zone and West Zone (see Figures 33-35) and bids were solicited 
from international and domestic groups to provide water and sewerage 
services as agents and contractors in the two concession areas. Manila 
Water was awarded the concession for the East Zone and the concession for 
the West Zone was awarded to Maynilad Water Services, whose major 
shareholders at the time included Benpres and Lyonnaise des Eaux of 
France.  
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 Ten years later, privatisation looks to be a success if we look at the 
significant improvements Manila Water has achieved in the East Zone in 
terms of non-revenue water (from 63% in 1997 to 25% in 2007), water 
availability, customer count and billed volumes. On the other hand, the West 
Zone concessionaire encountered financial problems a few years after the 
bid on special circumstances. Note that Maynilad was hit comparatively hard 
by the Asian Financial Crisis due to the significant amount of US-dollar debt 
it took on. Maynilad absorbed 90% of MWSS’ debts (US$800m), 
denominated in foreign currency. Manila Water absorbed 10% (US$80m) of 
the total. So when the crisis hit not long after the privatisation, the 
significant depreciation of the peso increased Maynilad’s debt burden. Short 
of cash at the time, Benpres Holdings eventually decided to give up the 
West Zone concession in 2003. (Note that other Lopez group companies 
were also reeling from the crisis). 

After going through rehabilitation and debt restructuring the government 
put the West Zone concession (Maynilad) up for a rebid late last year.  A 
team-up between DMCI (DMC PM) and Metro Pacific Investments (MPI PM) 
outbid a Manila Water lead consortium by a small margin to bag Maynilad. 
With Maynilad’s debts restructured, DMCI (a top contractor in the 
Philippines) and Metro Pacific (subsidiary of First Pacific) look to have a fair 
chance of replicating Manila Water’s success in the West Zone, which suffers 
non-revenue water of above 60% and consequently low water availability.   

We believe that Manila Water and Maynilad will do well in the next few 
years. For one, the rate setting mechanism as per the concession 
agreement has proven robust and is reflected in Manila Water’s financial 
performance in the last ten years.  We believe this will be the case as well 
for Maynilad, which now has the financial wherewithal to achieve its targets. 
The growth prospects are also promising in light of the significant 
investments needed to further upgrade and expand the water distribution 
system as well increase sewerage service coverage not to mention the large 
capital requirement to develop new water sources longer term. 

Figure 32 

Two sides of water in Manila – Key statistics 

 Manila Water (East zone) Maynilad (West zone)

Land area (km²) 1,400 971

Cities 10 10

Municipalities 13 7

Population (m) 5.4 7.9

Plant capacity (m liters/day) 1,600 2,400

No. of connections 450,000 604,000
 

Figure 33 

Companies operational statistics  

April 2006 (m litres/day) Manila Water Maynilad

Avg daily water production  1,335 2,214

Billed volume 864 676

Non-revenue water (%) 35.5 69.4

Tariff rate (%) 19.74 33.22
Source: Manila Water, CLSA Asia-Pacific Markets  
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Figure 34 

Service area coverage  

Source: Manila Water, CLSA Asia-Pacific Markets  

Japan 
Japan has some of the most efficient water utilities in the world. In the ADB’s 
survey of water in Asian cities, the city of Osaka was described as providing 
“an excellent water service”, and its level of NRW, at 7%, is outstandingly low, 
by international standards. This performance is now threatened by policies of 
the Japanese government and proposals from the state-owned Development 
Bank of Japan (DBJ).  

The Japanese government has over the last few years adopted a series of 
policies to facilitate private operation of public services. These include a law 
promoting Public Finance Initiatives (PFI), a new Water Act in 2002 which 
enabled delegation of water services management, and new laws enabling 
local governments to outsource municipal services more generally.  The DBJ 
launched a new financial mechanism in 2003 designed to provide low interest 
funds for private companies to invest in acquiring and running municipal 
assets, with the DBJ prepared to become an equity investor holding a stake of 
up to 50%. In October 2003 the DBJ made a specific proposal to Zentsuji city 
(pop 36,000) for a feasibility study. Zentsuji faces problems of a deteriorating 
pipe network, together with a municipal shortage of finance – in common with 
many municipalities in Japan (and elsewhere).  The city is considering the 
plan: meanwhile Shikoku Electric Power, the local electricity utility, has set up 
a water subsidiary. 

In practice, municipalities have been slow to respond to the various pressures 
for more privatisation. Opposition by the unions reinforces this reluctance. 
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 Our view is: 

 Japanese sewage-disposal-related businesses are uncompetitive abroad. 

 Government protection lead to complacency.  

 Japanese electronics-related-water businesses are strong. 

 Japanese water industry can only compete in highly technologically 
advanced capital intensive industries. 

Japan’s factory, shop and household sewage disposal related water businesses 
are not competitive abroad. Since the mid-1990s, these water related 
companies have been allowed to continued business without having to exert 
much effort. 

There are currently more than 20 sewerage-related water businesses in 
Japan. Driven by domestic demand, these companies were continuously 
handed profitable contracts under the government’s public investment 
expansion policy since the mid-1990s. There was consequently little concern 
for increasing efficiency and very little action towards penetrating the riskier 
foreign markets. Moreover, sewage disposal does not require a high level of 
technology, giving local sewage disposal companies a competitive edge. 

The Japanese water industry is competitive in the highly technologically 
advanced electronics related water treatment business. This includes the 
manufacturing of ultra pure water producing equipment and ultra pure 
water itself for semiconductor and LCD production. The ultra pure water 
production market is dominated by a handful of companies from Japan, the 
US and Europe.  

Figure 35 

Japanese water-related stocks  

Membranes 

Toray 3402 JP Filter films sales around ¥40bn, mainly China. Global No.3 in reverse osmosis membranes, targets 
¥100m by 2012 

Suido Kiko 6403 JP Bought by Toray two years ago -  owns a Chinese water processing engineering firm 

Asahi Kasei 3407 JP Filter film sales around ¥30bn, mainly China (filter module assembly in Shanghai). China orders 
increased 50% in 2006. Targets ¥50bn in 2010. 

Mitsubishi Rayon 3404 JP Focusing on Japan, around ¥10bn in filter films 

Nitto Denko 6988 JP Tie up in desalination, effluent and water treatment with Mitsubishi Rayon. Already 2nd largest 
producer of reverse-osmosis membranes. sells ¥18bn yearly. targets ¥10bn in 2011 

Toyobo 3101 JP Reverse osmosis membranes, currently ¥20bn 

Construction, management of plants 

Mitsubishi  8058 JP  

Mitsui & Co 8031 JP  

Marubeni 8002 JP  

Sumitomo  8053 JP  

Equip & plants  Usually part of consortium with global water management firms (Veolia, Ondeo-Suez.) and local firms 

Hitachi Zosen 7004 JP ¥125bn in sales of environmental equipment and plants 

Sasakura 
Engineering 

6303 JP Leading desalination plant maker. ¥14bn in water treatment systems, with desalination starting to 
contribute to earnings from 3/09 through subs in Saudi Arabia 

Kurita Water 
Industries 

6370 JP Top-ranked comprehensive manufacturer of water treatment equipment. 70% equipment, 30% 
chemicals 

Organo 6368 JP Major manufacturer of large and small water treatment systems. 80% equipment, 20% chemicals 

NGK Insulators 5333 JP World's largest producer of insulators, diversified in water-treatment units andothers 

Kubota 6326 JP Mainly water pipes, over ¥110bn in environmental engineering 

Ebara 6361 JP Manufacturer of pumps and air-blowers. Wide deficit in environmental business 
Source: CLSA Asia-Pacific Markets  
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 The historically protected Japanese water industry has complacently 
developed as a purely domestic industry that lacks the efficiency and 
innovation to compete abroad. Nevertheless, for water use in capital intensive 
areas that require technologically advanced equipment such as the electronics 
industry, Japanese companies have been able to compete effectively. This 
therefore limits the spectrum in which Japanese water related companies can 
take part on an international level in what has increasingly become a global 
concern, namely the potential water crisis in the context of global warming. 

Indonesia 
Indonesia has a new Water Resources Law passed by the Indonesian 
Parliament in February 2004. Groups who rallied against the law argue that it 
could lead to a domination of the water market by the private sector and thus 
result in higher prices, thereby limiting people’s access to water. In June 
2004, a people’s coalition on water filed a case in the newly-formed 
Constitutional Court for a Judicial Review of the law; they argue that turning 
over government’s responsibility in water services to the private sector is 
against the Indonesian Constitution  

Barely three months after the controversial water law was approved, the 
government is now set to privatize state-run regional water companies and 
“revive over 300 ailing regional water companies across the country”. The 
ADB, WB and other donors had pledged to fund the programme. The new 
water law is a condition of a US$300-million programme loan from the World 
Bank, known as WATSAL, or Water Resources Sector Adjustment Loan, which 
aims to promote PSP in Indonesia’s water sector. Aside from WB, ADB has 
also been working directly with several regional water municipal companies in 
Indonesia to prepare a policy framework for PSP. 

Jakarta was already experiencing the effects of a failed water privatisation 
when in 1998 – and following the example of Manila – the Jakarta Water 
Supply Enterprise (Pam Jaya) entered into separate 25-year concession 
contracts with PT Pam Lyonnaise Jaya (Palyja) and PT Thames Pam Jaya 
(TPJ). Since February 1998, the two private operators have been responsible 
for the management, operation, and maintenance of the city’s water supply 
system including the provision of capital investment, billing, and collection. 
The concession contracts were negotiated directly with Suez Lyonnaise des 
Eaux and Thames Water; originally the concessionaires were joined by local 
partners, but after the change in government the Indonesian partners 
relinquished their shareholdings. In April 1999, it was reported that Jakarta 
water workers have taken strike action to demand equal pay for all water 
workers. The workers organised themselves into a trade union, SP PAM Jaya, 
and also demanded an end to the privatised water concessions in the city; 
they urged city residents to support them by refusing to pay water charges. 

In 2003, the ADB reported that “the private operator concessions in Jakarta 
have not been too successful in investments and efficiency improvements.” 
Seven years into the privatisation, consumers complain of poor service and 
frequent water disruptions, leaving Jakarta citizens with no water for days.  
Without any significant improvement in the service, water rates were quietly 
raised by 30% in January 2004. Water rates have already increased three 
times – by 15% in February 1998, by 35% in April 2001, and by 40% in April 
2003. A consumer’s group filed a class action suit in April 2003. 

Singapore 
Singapore’s water and sewerage services are run by the state-owned Public 
Utilities Board (PUB), widely regarded as a model of efficiency. The main 
challenge facing the PUB is the lack of water resources, which is being 
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 addressed through demand management, renegotiating water supply 
agreements with Malaysia, supplying industrial users with treated used water 
(NEWater), desalination and other measures. A BOT has been signed with a 
Singaporean contractor for a desalination plant due to start operating in 
2005: this is also expected to boost the export capacity of the contractor.  

The PUB also owns an international consultancy, contracting and operating 
subsidiary, Singapore Utilities International (SUI). SUI has a 20% stake in a 
joint venture which won a 30-year BOT concession for a wastewater 
treatment plant for a chemical industry zone in Nanjing, China. 

Thailand 
Thailand's water system is managed by two bodies - the Metropolitan 
Waterworks Authority (MWA) for tap water in Bangkok and vicinity, and the 
Provincial Waterworks Authority (PWA) for tap water in 73 provinces. Due to 
the 1997 Asian financial crisis, Thailand committed to an IMF-led bailout 
programme (with WB and ADB) which pushed the country to privatise its 
state-owned enterprises, including MWA and PWA. 

The MWA operates one of the world's largest waterworks operations. 
According to ADB, MWA has addressed the two key issues of water utilities in 
Asia, namely governance and tariffs, and as a consequence “it provides good 
service to the people in its service area”. With its sizeable operation, wide 
gross-profit margins and relatively small debt, the Bt100-billion tap water 
monopoly was expected to enjoy a successful privatisation. 

In June 1998, Thailand had taken the first step towards the nationwide 
privatisation of water services with the approval of a corporate plan for MWA 
and PWA. With World Bank funding, the US firm Tasman Asia was contracted 
by the finance ministry in December 2000 to draft a national master plan that 
has three main components: Privatisation of the MWA, PWA and the 
Wastewater Management Organisation; establishing an independent 
regulatory framework; and setting up a water-tariff structure. Privatisation of 
MWA and PWA was initially slated for 2003.  

Faced with thousands of striking workers protesting government’s 
privatisation policy in early 2004, previous Prime Minister Thaksin’s plans 
suffered a serious drawback. And all planned privatisation has been shelved.  

India 
While the World Bank recently pledged to increase its water sector loans to 
India from US$200 to US$900 million per year over the next four years, India 
will be under severe pressure to revamp its water policies, improve water 
management and renew ageing infrastructure. Water-sector opportunities in 
India are most likely to fall in areas of metering, desalination, improving 
irrigation efficiency and sewage treatment.  

Only a few of India’s major cities, including Bangalore and Mumbai, have 
achieved comprehensive water metering coverage. As a result, water usage in 
many areas is rationed physically rather than by price. Changes in India’s 
water economy could bring stronger pressures to accelerate the installation of 
water-metering systems in other major cities.  

A number of desalination projects have gone forward in recent years using 
low-cost technologies adapted for use in a power-starved country like India. A 
first-of-a-kind low-temperature thermal desalination plant was completed in 
Kavaratti, one of the Indian Lakshadweep islands. The Indian government is 
considering larger scale commercialisation and development of the technology 

India will feel severe 
water-related pressure 

May need to accelerate 
installation of water-

metering systems 

A number of desalination 
projects in recent years 

Providing water 
services to China 

Two water companies, 
Metropolitan and 

Provincial 

Bangkok is one of the 
world’s largest 

waterworks operations 

All planned privatisation 
shelved 



 Section 1: Asia’s water market Thirsty Asia
 

30 debra.lui@clsa.com November 2007 

 along India’s coast. Other technologies being explored include reverse-
osmosis-membrane desalination units that are run with the help of a pair of 
oxen or camels. Meanwhile, IVRCL Infrastructure has secured a contract to 
build a large-scale desalination plant for drinking water in Chennai. 

Nearly 80% of India’s water resources are used in irrigation, largely from 
groundwater. Farmers and entrepreneurs have invested an estimated US$12 
billion in groundwater pump structures. Nearly one in four of India’s 100 
million farmers own a pump set and well. This investment has, however, 
greatly accelerated the unsustainable pumping of groundwater in some parts 
of India, suggesting a serious risk of growing costs to farmers from energy 
needs to pump from greater depths, as well as major losses in agricultural 
production if wells go out of service. According to a recent World Bank study, 
India produces 15% of its food and meets 80% of its household needs by 
“mining” rapidly depleting groundwater resources. The World Bank estimates 
that by 2050, water demand in India will exceed all available supplies. 
Upgrades to improve the energy and water efficiency of this widely dispersed 
rural infrastructure will come slowly, constrained by farmer’s limited cash-
flows and government policies that subsidise groundwater use. 

Finally, India’s government is under pressure to find ways to fund sewage-
treatment projects for increasing sewage generated by rapidly growing cities. 
The country only has capacity to treat about 10% of the 30 billion litres of 
sewage generated every day by urban areas. India’s leading engineering and 
construction firms are likely to vie for project work in this area.  

Tariff and affordability  
Full-cost pricing 
Given that water is important to the process of economic development, 
essential for life and health, and laden with cultural or religious significance, it 
has often been provided at subsidised prices or for free in many situations. 
The proper use of subsidies can help provide water for the poorest 
populations, but subsidies can also encourage wasteful use of water. As a 
result, there is a growing trend toward “full-cost” pricing of water. In many 
places, artificially low water prices are rising as subsidies are phased out.  

In the US, water prices are increasing to cover the full cost of operating and 
maintaining water-delivery systems such as storage and treatment, and even 
the marginal costs of adding new supplies. Where the cost of water is a very 
minor fraction of the overall cost of production, these price increases alone 
may have little impact on large-scale enterprises. In other places, price 
increases may adversely affect profit margins for water-intensive industries 
and sectors or may drive improvements in the overall efficiency of water use.  

At the same time that water is being treated as an economic good, there is 
growing recognition of its social value. In November 2002 the United 
Nations Committee on Economic, Social and Cultural Rights recognised that 
access to water is an essential human right. And the UN, working in 
conjunction with national governments, has laid out an ambitious set of 
goals, known as the Millennium Development Goals, which among other 
things aim to halve the proportion of people without access to clean water 
or adequate sanitation by 2015.  

The economic costs of meeting these goals, or failing to meet them, are not 
well understood, and adequate financial resources have not yet been made 
available by governments or the world community. In regions of the world 
where substantial populations lack safe and affordable water for basic needs, 
there is growing tension between public and private uses of water.  
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Figure 36 

Country comparisons grouped by water bill as a % of disposable income 
Country 2005 

freshwater 
resources S1 

- cu m per 
capita 

% of
Asia-

Pacific
Avg

Average 
tariff 

(US$/ton) 

Water bill
as a % of

disposable
income

Rural population
with access to an

improved water
source S5 - % of
rural population

Urban population 
with access to an 

improved water 
source S4 - % of 
urban population 

 

Japan 3,362 20 1.03 0.3 100 100 Relatively saturated market 
with little growth  

South 
Korea 

1,447 9 0.49 0.3 100 100  

Malaysia 22,902 138 0.15 0.4 96 100 Very rich in fresh water 
resources, that is why 
Malaysia is supplying raw 
water to Singapore 

Singapore 137 1 0.90 0.4 na 100 Very short of water resources
and hence is advanced in 
desalination investment 

India 1,729 10 0.07 1.1 83 95  
Philippines 5,784 35 0.14 1.6 82 87  
China 2,127 13 0.28 1.2 67 93 Highly uneven distribution of 

water 
Indonesia 12,596 76 0.29 3.0 69 87  
Vietnam 10,662 64 0.18 3.7 80 99  
Asia Pacific 
average 

16,603    

Source: CLSA Asia-Pacific Markets, GMIB, World Bank, ADB 

Those countries that fall at the bottom of the table also show early and 
immature markets with low numbers of rural and urban population access to 
clean water resources. Income levels in those countries are naturally lower. 
Thus, despite a low average tariff, the water bill still forms a higher-than-
average proportion of the disposable income. We would view countries that 
have a higher factor to experience more resistance in tariff hike. 

As illustrated in Figure 36, Malaysia's per capita freshwater resources stands 
at 22,902 tonnes, the highest in the region, whereas Singapore's water 
resources is only 1% of the Asia Pacific average. This demonstrates the need 
for Singapore to buy water from Malaysia and its aggressive development on 
desalination to ease the city's severe water shortage which is created from 
demand constraints and reduce its dependency on Malaysia. More about 
desalination follows in Section 3. 

Figure 37 

Regional affordability  
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 China’s emerging market 
China is widely regarded as one of the biggest potential markets for 
companies providing water technologies and services over the next 20 years. 
The country’s water infrastructure needs are vast with relatively limited water 
resources, severe distribution problems and soaring demand from industry 
and rapidly growing cities. Home to 22% of the world’s population, China has 
just 7% of the world’s freshwater resources, and this water is unevenly 
distributed around the country.  

The rapid growth of China’s megacities is putting serious strains on water 
supplies and wastewater infrastructure. In and around Beijing for instance, 
heavy reliance on groundwater to meet demand has led to water tables falling 
at a rate of nearly two metres annually. This, in turn, has constrained 
corporate development in the Beijing region. 

Figure 38 

Cost of pollution in China  

 Annual cost of pollution (US$bn)
Water pollution 35.8
Air pollution 27.5
Weather disasters 26.5
Acid rain 13.3
Desertification 6.0
Crop damage from soil pollution 2.5
Source: CLSA Asia-Pacific Markets  

Business opportunities in China’s water sector have shifted significantly as the 
central government opens the door to build-operate-transfer (BOT) and 
transfer-operate-transfer (TOT) deals with private companies. 

Environmental regulation is a new major driving force in the China market. 
Beijing’s water-pollution-control legislation is forcing cities to build sewage-
treatment plants and industrial companies to restrict water use and comply 
with water-pollution laws. Chinese metropolitan areas will have to invest 
billions of dollars to update water treatment technology in order to meet the 
new standards. In January 2005, China’s Ministry of Water Resources 
released a report stating that more than 53% of the water in major river 
systems was contaminated, with half the water in 52 lakes surveyed and 35% 
of groundwater deemed too polluted to drink.  

The Chinese market is likely to provide substantial opportunities for 
international companies providing wastewater treatment and industrial water 
treatment technology and services in the decade ahead.  

Figure 39 

China’s urbanisation rate prediction 

(%) 2010 2030 2050
Urbanisation rate 40 50 60
20-Yr % Cagr 1.1 0.9
Urban water demand (bn tonnes) 90 120 150
20-Yr % Cagr 1.4 1.1
Source: HHO, CLSA Asia-Pacific Markets 
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Figure 40 

Target water saved in the 11th Five-Year Plan (69bn tonnes) 

Industrial
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49%
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Source: www.bhi.com.cn 

At the China Water Congress 2007, HHO stated that water tariff reform in 
China creates value for the industry and that the tariff has ample room to be 
adjusted upwards. According to HHO, China’s water shortages total six billion 
tonnes annually. The 11th Five-Year Plan aims to save 69bn tonnes of water. 
(Such an aggressive target would improve water conservation, reform the 
pricing system, improve NRW, and promote recycled water usage. 

Lots of water savings can be explored in the agricultural sector; this can be 
achieved through implementing tariff systems for agricultural water usage 
and promoting the use of water saving irrigation systems. Beneficiary from 
such policy would be the currently largest water saving system player in 
China - Tianye water saving irrigation systems (8280 HK). 

Figure 41 

Total forecast spending on environmental protection 

9th 5-Year Plan 1996 2000 US$43bn
10th 5- Year Plan 2001 2005 US$84bn
11th 5- Year Plan 2006 2010 US$157bn
12th 5- Year Plan 2011 2015 In preparation
Source: CLSA Asia-Pacific Markets 

The central government has passed 13 water conservation laws since 1989, 
along with a framework water law in 1985. Main elements are: The Water Act 
(1988), The Management Stipulation of Urban Water Conservation (1989) and 
The Water Consumption Quota Measure (1989). The 2001 Chinese Guidelines 
on Drinking Water Quality cover drinking water standards and groundwater 
resource protection. In 2005, the Shanghai municipality proposed fines for 
factories up to Rmb100,000 for discharging untreated sewage into local 
waterways. The city currently charges companies less than Rmb1 for each 
tonne of untreated sewage discharged. The proposal says any company found 
breaking environmental regulations will have to correct the situation within 
one year. Current laws have no such provision.  

The various industrial pollution incidents observed over the past year are also 
increasing regulatory pressure, especially where water supplies have been 
shut down due to industrial discharges. 
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 The Chinese Government formally opened the national urban utility market to 
domestic and overseas investors in 2003. Domestic and foreign investors 
would be allowed to invest alone or cooperate with local authorities or 
enterprises. The ministry would further promote charges for sewage and 
refuse treatment in 2003, and deepen the price reform of water supply, so as 
to establish a price system adapted to the market economy. 

The Chinese government is streamlining the water tariff systems for water 
resources, city constructions, water supply, wastewater treatment and water 
recycling fee. A more transparent structure would aid foreign investments but 
also possess policy risks for existing investors. 

China’s recent water regulation 
Drinking water 
New national standards for drinking water quality 
were introduced in China on 1 July 2007 to ensure 
that clean tap water is supplied to residents in urban 
and rural areas of the country. The new legislation 
will raise the quality of tap water by monitoring 71 
additional quality indicators on top of the original 35 
standards which were identified in 1985. The new 
standards were prepared with reference to World 
Health Organisation guidelines for drinking water 
quality. 

About a quarter of China’s population lacks access to 
safe drinking water. Chinese metropolitan areas will 
have to invest billions of dollars to update water 
treatment technology in order to meet the new 
standards. 

Big cities such as Chongqing, Guangzhou, Shanghai 
and Hangzhou have had to invest heavily to 
introduce ozone and active carbon to kill organic 
pollutants in water. These cities aim to bring the 
quality of tap water up to European drinking water 
standards in the next couple of years. 

Opportunities for applying membrane solutions and 
disinfection methods such as UV are constantly 
increasing in China in response to the new drinking 
water quality standards, though the market for 
point-of-use water treatment solutions has also been 
remarkably robust. 

 

Wastewater standards 
The State Environmental Protection Administration 
(SEPA) is the administrative body responsible for 
formulating national standards related to 
environmental quality and the discharge of 
pollutants into China’s waterways. SEPA exists 
alongside a network of Environmental Protection 
Bureau (EPBs), which operate at the local 
government level. 

There are roughly 400 national environmental 
standards and nearly 150 environmental laws and 
regulations currently in place in China. The recent 
national goal to install wastewater treatment plants 
throughout the country mirrors the efforts made in 
the United States in the 1950s and 1960s, and China 
is trying to achieve this by encouraging foreign 
investment and by providing central government 
funding that has totalled nearly US$9 billion over the 
past five years. 

Key legislation includes the 1996 Law on Prevention 
and Control of Water Pollution, which also serves as 

the legal basis for implementing water pollution 
charges, and the 1983 Law on Marine Environment 
Protection. The 1996 Wastewater Discharge 
Standard stipulates maximum wastewater 
concentration limits for the majority of industries, 
and was followed in 2003 by similar legislation 
relating to municipal WWTPs. 

As the Chinese economy continues to develop at a 
frantic pace, it will remain extremely important to 
ensure the implementation of both new and existing 
regulations, rather than simply defining the 
standards themselves. Less than 15% of the 
population is connected to operational wastewater 
treatment plants, and the need for proper 
wastewater sanitation in China is paramount. 

Internationally recognised standards for wastewater 
include secondary and tertiary levels of treatment. 
These are gaining ground in China, but relatively 
high installation costs have hampered widespread 
implementation. 
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 Diminishing resources as a result of pollution 
As we documented in our Thirsty China report, more than half of China’s 
freshwater resources are below Grade III, ie, not suitable for human 
consumption even after treatments. This issue has been getting steadily 
worse and is unlikely to improve quickly. The causes of this resource 
degradation include: 

 Industrial pollution – discharging industrial waste into rivers and water 
courses causing algae breakout as witnessed in the Tai River. 

 Untreated sewage - Out of the 663 towns (with more than 200,000 people 
per town) in China, one-third do not have sewage treatment plants 

The government has reacted with significant measures. Specifically the 11th 
Five-Year Plan targets at least 78% of water resources have to be graded 
above Grade V and plans to have 43% of the country’s seven major rivers’ 
freshwater quality above Grade III; from 27% in 2006. 

Figure 42 

China’s seven major rivers water resources – Quality in 2006 
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Source: The Chinese Society of Environmental Sciences 

Diverting water on a massive scale  
A discussion of China’s plans to better manage its water resources would not 
be complete without mentioning one of the most ambitious infrastructure 
projects the country has ever undertaken, the South-North Water Diversion 
Project.  

First proposed by Mao Zedong in 1952, construction of the project began in 
late 2002. By 2050, it is intended to divert 44.8 billion cubic metres of water 
annually from the Yangtze River to northern China, at an estimated cost of 
more than US$60 billion. 

The South to North Water Diversion Project is designed to transfer water from 
the Yangtze River in the water-rich south to the water-poor north of the 
country. The disparity between population and water resources is such that 
80% of water resources are in the Yangtze River Valley, compared with 54% 
of China’s population and 35% of arable land. 44% of the population live to 
the north of the valley, but they only have 15% of water resources. The 
project was due to be completed by 2010. Construction began in 2002 and 
will continue into the mid-2030s . More than 2,500km of canals will be built in 
three separate projects. 
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Figure 43 

China’s south-north water project – Pipe dream or reality? 

Source: CLSA Asia-Pacific Markets  

The project includes three diversion channels, each about 1,300km long. The 
eastern route will supply water to Shandong Province by 2007, and the 
central route to Henan and Hebei, Beijing and Tianjin by 2010. Construction 
on the western route will not begin until 2010. 

The project has many critics, who worry about the relocation of 400,000 
people (in comparison, 1.1 million lost their homes to the Three Gorges 
Project) and the potential for environmental damage along the route. Most 
experts believe the high construction cost and low price of water will leave 
the project commercially unviable, but it is clear that the Communist Party 
believes it to be a politically necessary way to satisfy northern China’s thirst. 

To put this massive project in context, we looked at the other megawater 
diversion projects around the world – China’s is clearly a standout. 

Figure 44 

The world’s biggest water-diversion projects  

Country Project Capacity
(m m³/d)

Capital cost Water cost
/m³

Libya Great Man-Made River 6.5 $25bn N/A
China South-to-North Water Division 110 $58bn N/A
Spain River Ebro Diversion 2.9 €18bn €0.72
Israel Turkey water agreement 0.14 na $1.01
Kuwait Karun transfer (from Iran) 0.75 $2bn $0.80-$0.85
Jordan Disi Amman Water Conveyor 0.27 Up to $650m $0.90-$1.05

Source: CLSA Asia-Pacific Markets  
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 Investment in China’s water infrastructure  
The Chinese government’s 11th Five-Year Plan seeks to mobilise Rmb1 trillion 
(US$125bn) for water and wastewater projects within 2006-10. This includes 
Rmb330bn on sewage treatment projects for the 278 cities that currently do 
not have them and Rmb320bn for the two main pipelines for the South-North 
Water Transfer Project. Official targets are for water coverage in cities to be at 
least 95% in 2010, up from the current 91% and around 70% of wastewater, 
28 billion cubic metres annually will be treated. 

Figure 45 

Investment breakdown by type of project in the 11th Five Year Plan 

Improving of water 
quality, supply 

security, desalination 
33%

Upgrading of water 
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Wastewater treatment 
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water 5%

South-to-North water 
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Source: Ministry of Construction PRC 

Encourage foreign investment  
China’s financial system is highly decentralised. Local government spending 
accounts for 77% of total government expenditure. This is a much higher 
level of decentralisation than in most developed countries, and higher than in 
large emerging economies, including Russia. Since local government revenue-
raising is tightly controlled by Beijing, many locals are operating at a loss. In 
2004, local government debts totalled more than US$125bn, equal to about 
8% of China’s official GDP. 

The central government would like local governments to move quickly to build 
new wastewater and drinking-water treatment capacity, but this is not likely 
to happen. Local governments are often reluctant to spend money for this 
purpose, and, in many cases, local governments just do not have the funds. 

Many cities are turning to foreign investors, with the hope that they will build 
new water plants or buy existing facilities, but regulatory and pricing 
problems have dampened foreign enthusiasm. Only two companies have 
made large investments in the sector, Suez and Veolia. In 1998, Veolia won 
China’s first build, operate and transfer (BOT) drinking-water contract, in 
Chengdu, and today the company has 18 contracts. Suez has 19 joint-venture 
water projects, but for both firms, their China business is a very small part of 
their global operations. Veolia’s China water business, for example, generates 
annual revenue of US$300m compared to global revenue of about US$33bn. 

Foreign participation has been limited in part because such investments are 
‘at moderate to high risk until a suitable legal framework is put in place,’ 
according to the EC’s Hardiman. But the fundamental problem is the low price 
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 of water, and low wastewater treatment levies. Michael Komisaroff, at 
Urandaline, says that ‘irrational pricing for wastewater treatment means most 
plant operators are losing money with every tonne of water they treat.’ 

Figure 46  Figure 47 

Private investment - Water and sewage Investment type based on No. contracts
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Tariffs have always been a key conflict in an investment case as government 
would have many considerations in terms of affordability and operational 
performance when determining a tariff adjustment and less inclined on any 
promise even though there is a clear need. Tariff setting is still fully on the 
government’s hands and any contractual arrangement could involve a credit 
risk where the government is breaches concession contracts because they are 
incapable of paying or unwilling to pay. 

Despite a recent flurry of investments, only a fraction of cities in China have 
considered any kind of privatisation. Our analysis suggests that only 4% of 
Chinese cities have entered into agreements – suggesting significant 
headroom for growth among current players. 

Figure 48 

China’s cities – Only a small number have made private arrangements for water  
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International companies seeking to enter this market need official support 
from at least one of the main Beijing government bodies. The State Planning 
Commission (SPC) approves BOT projects. The Ministry of Construction (MOC) 
approves STW construction and operation projects inside cities, having been 
involved with the private sector since 1993 with the water and sewerage 
sectors. The Ministry of Water Resources (MWR) is responsible for non-urban 
areas. While the MWR is still responsible for major infrastructure projects, it is 
much less powerful than the MOC, and therefore the MWR is not seen as 
important when seeking international BOT proposals. The State 
Environmental Protection Administration (SEPA, formed in 1998) looks after 

Tariff structure is not 
transparent 

Only 4% of Chinese cities 
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Multiple agencies 
involved and complicated 

structure 
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 STWs and industrial effluent treatment projects. The NEPA works with 
provincial EPAs, which are essential partners for sewage and sewage 
treatment BOT projects. To date, all such projects have in fact remained in 
state hands, whilst mobilising finance from international multilateral agencies.  

Figure 49 

What do the European water giants have to say about the Chinese water market  

 Veolia Suez (through SinoFrench - 50/50 JV with NWS) 

Strategies on 
project 
acquisitions 

Asset value is not a single major 
evaluation criteria for Veolia to get fair 
optimization on the project. The company 
looks at 1) the cities with a strong 
economic growth and potential, (2) 
Possibilities of optimization 
(ROIC>WACC)on medium to long term 
approach 

1) Verify that water cost recovery system is in place when selecting 
projects. (2) Look for synergies between wastewater and water 
business. (3) The international operator takes charge of the 
operational management of the company. (4) Mutual respect and real 
partnership between international and local partners. (5) Focus on 
technical targets (NRW, water quality, capex control) (6) Water price 
affordability combined with urban planning and economic growth as 
Suez believes in long term relationship. (7) asset value is not 
meaningful as revenue and cash flow is more important (8) affluent 
cities with strong volume growth pickup and good management and 
infrastructure. (9) reasonable return – 12% IRR long term. 

How to arrive 
at a 
reasonable 
tariff 

Customer focus - high standards of 
customer services so that users will feel 
reasonable to pay a normal price for the 
services. 

Affordability of the cities - SinoFrench prefers to enter cities where 
water bill is not more than 2% of the household disposable income 
meaning significant headroom for tariff growth 

View on the 
overall 
Chinese 
water 
industry 

(1) Strong interest in China as it is 
experiencing significant growth as well as 
urbanisation which not all countries are 
experiencing such times. (2) Seeing 
improved return along with economic 
growth in most of the cities in China (3) 
To Veolia, it is very clear that the PRC is 
well advanced and very matured in terms 
of equitable corporate governance. 

The concession model is according to Suez's experience not adapted 
to emerging countries as a gap exists between the long term vision 
inherent to concession contracts, and long term political and 
economical stability.  

Suggestion 
on 
improvement 
over the 
existing tariff 
system 

(1) Fix valorisation of the company; (2) 
Define tariff over time with a clear 
formula. 

(1) Replacing the local legal framework by international arbitration; 
(2) It is time to move towards management contracts or light 
concessions which mean: (a) 10-15 years contracts, (b) major 
investments for urban expansion plans should be financed by some 
local currency financing mechanism; (c) conditions of operation must 
both secure the quality of the service and allow a regular and 
sustainable revenue stream. 

Challenges Respecting environmental and quality 
challenges when optimising operational 
costs. 

(1) RONA regulation does not give an incentive for efficiency; 
(2)Exisitng technical regulation is weak and enforcement is hindered 
by cost implications. (3) "One water tariff per city" is a concern in big 
cities.  

Source: CLSA Asia-Pacific Markets  

China opened up water retail to foreign capital in 2002, as part of its WTO 
commitments and since then has accelerated the capital inflows from aboard 
into this sector. The key foreign water heavy-weighted in China are the 
European giants Veolia and Suez. The two water multinationals are not too 
concerned with the asset prices when bidding for projects, as pointed out in 
the table above. As a result, they have outbid the competitors by a large 
extent and intensified the competitive landscape in the water investments in 
China. In summary, we believe that the European giants are willing to pay a 
premium for water assets because of the following points: 

1. The multinationals are making a strategic move to grab the best locations. 

2. We analysed a whole series of projects across the region from 1998 to 
2006 including 17 in China. It is increasingly clear that from a capital 
employed perspective China is an attractive market. From our analysis, 
the investment cost per capacity in China is still relatively low compared 
to the other parts of Asia. 

Veolia and Suez are the 
early movers in a land 

grab 
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 3. The investment in Chinese water projects is only a small fraction of their 
total capital. They can afford a longer payback period. 

4. When the regulatory structure clears up down the road, the giants will 
have grabbed the largest market share and become the biggest 
beneficiary. 

Figure 50  Figure 51 

Investment per connection – Freshwater Investment per capacity - Wastewater 
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Source: CLSA Asia-Pacific Markets, World Bank Data 

Water tariffs 
Geographically, water supply/recycled water tariff is more attractive in 
Northern China and wastewater tariff is more attractive in East China. Tariff 
setting is based on the national guideline for return on net asset is fixed 
between 8-12% for investors, with 8% for unleveraged and 12% for 
leveraged. However, this guideline is not firm nor is it transparent in terms of 
the calculations. 

Typically in China, wastewater tariffs are not based on cost recovery. That is 
why half of the wastewater operators in China are losing money. Water 
provision has been subsidised in order to ensure its universal availability in 
urban areas, with formal tariff charging only starting in 1985. Water cost is 
only 1.17% of personal disposable income. Government official indicated to 
CLSA that this figure can be raised to 2-3% without affecting the affordability. 

Figure 52  Figure 53 

Global water price (Jun 07) Water in China (Jun 07) 
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With the sewage treatment fee at a very low base compared to the water 
supply tariff, and further supported by research by CRR, we believe that 
wastewater treatment tariff will rise faster than the overall water price. 
However, the sewage treatment fee paid to sewage treatment operators is 
commonly subsidised by municipal governments to allow a reasonable return 
for the operators hence a higher sewage treatment fee levied on end users 
would not be passed on or directly benefit the sewage treatment operators.  

Nonetheless, we see subsector growth from current high single digit IRR 
because of the higher potential for tariff hike at the price reset every two 
years and also the reducing costs while technology matures; another upside 
would come from water recycling where the sewage treatment operator 
collect the tariff directly from the end users of recycled water. See Section 3. 
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 In 2004, water tariffs account for 0.5% of household expenditure and there is 
no effective constraint upon its consumption. In 2004 the ministry of water 
resources estimated that China's economy is 85% below the global efficiency 
average in water consumption. This is mainly as a result of artificially low 
water fees. One of the solutions is to provide subsidies to the lower income 
households to promote water conservancy. 

Figure 54  Figure 55 

Nanjing end-use water price breakdown Beijing end user water price breakdown 
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Wastewater treatment fees rising faster than water prices 
To get a real flavour of the water situation in China, 
our China Reality Research team recently spoke to 
government officials, water utility investors and 
industrial manufacturers in 13 cities in 12 provinces 
across the country. See Appendix 1. 

By the end of 2006, the average industrial water 
price in the 13 cities had grown by 170% on 1995, 
maintaining an average 8.8% year-on-year growth 
since 2004, and municipal officials in these cities 
predict that the industrial water price will jump by 
another 30% by 2010. Meanwhile, the average 
residential water price in the 13 cities has increased 
by 8.6% tear on year since 2004 and now stands at 
three times the 1995 price. In 2010, the residential 
water price will be 37% higher than in 2006, 
according to local government estimates.  

Most cities started to levy a wastewater treatment 
fee by combining it with the overall water price in 
1998. Between 2000 and 2006, the wastewater 
treatment fee in these 13 cities had increased by 
74%, about 10% faster than the increase in the 
water price over the same period.  

Looking ahead, local governments expect a 47.5% 
rise in the wastewater treatment fee in 2010 on 
2006. Eight of the 13 local governments plan to 
raise the wastewater treatment fee to Rmb1 per 
tonne by 2010. In Nanjing, Jiangsu province, the 
wastewater treatment fee had risen from Rmb0.55 
per tonne in 2000 to Rmb1.05 per tonne in 2006, 
and the authorities plan to raise it further to 

Rmb1.6 per tonne by 2010. By 2010, the 
wastewater treatment fee as a proportion of the 
total water price will reach 34%, up from the 
current 30%. Of the 13 cities we looked at, 
Nanjing, Changzhou, Wuhan and Liuzhou have 
lifted the ratio to above 40% already. Jiaxing and 
Hefei plan to reach similar levels by 2010. 

Figure 56 

Water price growth in the 13 cities 
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Industrial and residential water price hikes will slow 
over the next four years, while the wastewater 
treatment fee will maintain a Cagr of over 10%.  
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 As a result, tariff rises of 300-400% are being introduced in major cities 
between 2004-06 and to 1.5% of average urban household expenditure. 
Sewage processing fees have also been levied since 2004, on the basis of 
cost recovery. In addition, the State Development Planning Commission 
(SDPC) has announced that urban residents and enterprises will pay higher 
prices for excess water consumption by the end of 2005. Water fees will be 
varied according to the season and local conditions, with recycled water 
priced much lower than tap water to encourage its use. 

Water supply versus sewage treatment 
Bulk water supply enjoys high margin because of the low running costs of 
simply transferring water from one side of the pipe to another end. We prefer 
city water supply to wastewater treatment in terms of underlying potential for 
growth through improvement of operational efficiencies, their direct tariff 
collection rights, and the ownership of the grid, however, as supported by our 
CRR data, the growth of sewage treatment capacity could be a reason for 
attracting foreign investment.  

Government officials we spoke to also admitted that tariff growth for sewage 
treatment will be higher than that for water supply in the future, partly due to 
its lower base and the structural transform of free sewage treatment into a 
priced service. We believe that the demand side is strong for sewage, with 
the tariff system for sewage treatment set to change into a preferred model 
that undergoes regular review, especially since high environmental standards 
are being set on outlet and worsening inlet water quality. 

Figure 57 

Daily treatment capacity to reach 100m tonnes by 2010  
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Some 73% of the targeted new capacity of 50 million tonnes is already under 
construction. It looks like the target can be met. Future investments are likely 
to inject into greenfield projects in the sewage treatment subsector seeing 
the macro driven huge increase in new capacity to meet the 11th 5-year plan 
target in reaching over 70% sewage treatment rate and doubling the sewage 
treatment capacity over the 5-year plan. 

This transition from investment in water to wastewater is particularly evident 
in China, where investments in wastewater have exceeded that of drinking 
water in two of the past three years. 
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Figure 58 

Around US$45bn will be invested in the Chinese wastewater sector 2006-2010 
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Figure 59 

11th Five-Year plan target on water (2006-10) 

Aim Details Impact 

Cut water consumption per unit of GDP 
growth by >20% from 2005 by 2010. 

Water 
conservation 

Bring down water consumption for every 
Rmb10,000 in industrial added value to 
below 115 tonnes by 2010, or down >30% 
from 2005. 

Water conservation 
measures to speed up 
through various means, 
such as tariff growth and 
levying sewage treatment 
fees. 

Step up in water pricing reform and expand 
the fee sources by further extending water 
resources and  sewage treatment fees 

Increase 
water pricing 
reform and 
fee collection 

Waste water fee collection is to be levied in 
all cities and towns by 2010 compared to the 
end of 2005 where >150 cities had 
wastewater treatment fees. Gradually 
increase tariffs to recover the costs. 

Tariff increases set to 
benefit the water supply 
and wastewater treatment 
industries. 

Increase 
water supply 
& sewage 
treatment  

Improve the sewage treatment rate to 70% 
of all wastewater to be treated in the cities 
(52% in 2005) i.e. treated water volume of 
2.8m tonnes/year by 2010. 

 Improve sewage treatment capacity by new 
additions of 50m tonnes/day to make a total 
sewage treatment capacity of 100m 
tonnes/day 

 Reduce the national city water supply 
leakage rate to less than 15% 

 Promote recycled water use.  
City recycled water consumption to sewage 
treatment rate to reach 20% in northern 
cities, and 5-10% in southern cities. 

Positive for sewage 
treatment plays as 
wastewater treatment 
businesses will become 
more profitable and 
accelerate expansion. 

Improve 
irrigation 
systems 

Raise the irrigation efficiency ratio from 0.45 
to 0.5 by 2010. 

Positive for water saving 
irrigation plays. 

Source: CLSA Asia-Pacific Markets 
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 The largest market in terms of recent developments is that of nationally-
based Chinese companies. These can either work on their own or in 
partnership with international companies. To date, six examples of the third 
approach have been identified. One, Shenzen Overseas Chinese Town Co is 
indirectly concerned with the sector, concentrating on the development of 
tourist facilities for Shenzen, including water services. The Suzhou New 
District Hi-Tech Industrial carried out the development and operation of water, 
road, gas and power services for the city’s Hi-Tech Industrial Development 
Zone. Shenyang Public Utility is responsible for most of Shenyang’s water 
provision. Three others (Shanghai Lingqiao Tap Water, Shanghai Municipal 
Raw Water and Wuhan Sanzheng Industry) are primarily concerned with 
water provision projects and services. In all cases, a majority of the 
company’s shares continue to be directly or indirectly in state or municipal 
hands. 

Figure 60 

CLSA estimate on IRR for Chinese water projects 
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 Desalination and recycled water 
Salt water accounts for 97% of the Earth’s surface water. With freshwater in 
short supply, desalination has been used to produce water for irrigation and 
human consumption many parts of the world. While concerns have been 
raised about the environmental impact of this technology - the process is 
extremely energy intensive and contributes to the ongoing problem of 
greenhouse gasses while waste salinity impacts delicate ecosystems - there 
are a number of projects planned or under construction.  

In Asia, desalination will play a vital part in securing future water needs for 
the region. A number of major plants are already on the drawing board in 
China, where the outlook for desalination construction is extremely positive. 

Figure 61 
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What is desalination? 
Desalination processes remove dissolved minerals from seawater or brackish 
water to produce freshwater, brine and concentrates. The technology provides 
less than 0.003% of global freshwater supplies. Nevertheless, proponents 
believe that the desalination market will grow rapidly as major cities face 
freshwater-supply constraints or are affected by drought conditions. General 
Electric estimates that the desalination market will enjoy a compound annual 
growth rate of 9-14% over the next decade, growing from US$4.3bn in 2005 
to US$9.2bn-US$14.1bn in 2014. German consultancy Helmut Kaiser expects 
the market to grow even faster, estimating it will reach US$30bn by 2015. 

There are a variety of technologies available to separate water and salt, but 
they all require significant amounts of energy. Distillation and membrane 
technologies are widely used for seawater desalination. Ultimately, the type of 
desalination process selected depends on site-specific conditions, economics, 
the quality of water to be desalinated, the purpose for which the water is to 
be used and local engineering experience and skills.  

There are two main types of desalination technologies in large-scale plants, 
distillation and filtration/membrane methods, with specific systems used for 
each. The distillation process mimics the natural water cycle by using thermal 
energy to produce water vapour that is then condensed to form freshwater. 
Separation systems, such as reverse osmosis, use sophisticated membranes 
to selectively separate ions from water. Membrane systems account for 
around half of all desalination capacity and they are expanding more rapidly 
than thermal distillation systems because of their lower energy costs.  
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Figure 62 

Share of global installations  
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Some new plants are being designed as hybrids, using reverse osmosis and 
thermal distillation. Operating costs are high for all ocean desalination plants. 
What’s more, energy costs can run from 30-50% of the total cost of 
producing desalinated water. The minimum cost of desalination via reverse 
osmosis in large-scale plants is typically US$1-8 per cubic metre, much 
higher than urban water costs, although proponents suggest that desalination 
costs are dropping rapidly. Until they do, ocean desalination will only be 
affordable in coastal regions with serious water scarcity or areas with 
significant public subsidies. 

Leading providers: GE/Ionics (US), Doosan (Korea), Sidem (France), 
Fisia (Italy), Emco (US), Hydranautics (US), Poisedon Resources (US), 
Hyflux (Singapore) and IDE Technologies (Israel). Membrane suppliers 
include: Toray (Japan), Toyobo (Japan) and Saehan (South Korea). 

Desalination starting to look attractive  
Desalination is being considered or adopted in parts of the world where 
demand has increased beyond sustainable supply, where water sources are 
fragile or overdrawn, or where climate change has made previously reliable 
sources unreliable. 

Rapid population growth is adding to pressure on existing water sources, 
forcing governments to turn to, among other things, desalination to provide 
additional water supplies when existing sources are fully extended. There is 
also potential for desalination to process treated wastewater, normally 
returned to the environment, to a higher quality for industry or mining 
processes, thus removing industrial demand from public-water supplies. The 
subsequent reduced volume of treated wastewater disposed into the 
environment is an added bonus. This process can produce water at a lower 
cost of treating seawater. 

Prices have declined sharply for multi-stage flash, but reverse osmosis is still 
the cheapest desalination method. 
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Figure 63 

Total cost of desalination 

 Cost (US$/tonne)  
Multi-stage flash (MSF) 1 Declined from US$9 per m3 in 1960s 
Reverse osmosis (RO) 0.5-1 Declined from US$5 per m3 in 1970s 
Multiple-effect distilation (MED) 2-10 Declined from US$10 in the 1950s 
Vapour compression (VC) 2-3  
Electro dialysis (ED) 1-3 Can be less than US$1 for brackish water  

Source: Research Unit Sustainability and Global Change, Hamburg 

Figure 64 

Relative operating costs of the main desalination methods  
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Desalination for major public supply is already employed fairly extensively in 
the Middle East, North Africa, the Caribbean, Southern Europe, China, 
Singapore and the US.  

Despite membrane desalination’s lower operating costs, the Multi Stage Flash  
and Multiple Effect Distillation thermal desalination methods are still the 
preferred technology in the Middle East, partly because the technology is 
more robust (reports that a number of reverse osmosis plants have failed in 
areas of high salinity) and partly because the thermal plants come with 
attached power plants.  

Cities considering desalination 
Australia's first large-scale desalination plant is online in Perth with plans for 
it to become the city's biggest single water source. The plant will produce up 
to 45 gigalitres per year at full capacity. The Gold Coast City Council is 
developing plans for a 125 ML/day facility at Tugan on the Gold Coast. The 
plant would potentially feed into a "water grid", a concept that the 
Queensland government is developing together with South-East Queensland 
Water and local government. A larger plant was planned for Sydney to be 
operational by mid-2008, however, plans are currently on hold. The costs of 
desalination are a major consideration and need to be evaluated in the 
context of other options. 

A distinct advantage of seawater desalination is that it is climate proof and 
can continue to produce at full capacity even if declining rainfall means dam 
storages and rivers are dwindling and groundwater aquifers shrinking. 
However, seawater desalination demands stringent marine environment 
management.  
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 Environmental impacts of desalination 
The Pacific Institute in California recently produced a report Desalination. 
With a Grain of Salt (Pacific Institute 2006) which cites energy costs, 
environmental concerns - greenhouse gas production and discharge of 
concentrated brine in the marine environment - and a number of other issues. 
Approximately 16 plants are in "in development" in California. 

Discharge of the concentrated saline solution 
Monitoring and managing the discharge into the ocean of saline concentrate 
resulting from the process is required. Satisfactory dilution of the concentrate 
should be achieved to avoid increasing local levels of ocean salinity and 
stratification to unacceptable levels, especially in sheltered waters. This is 
generally not a difficult. 

Energy use and greenhouse gas emissions 
High energy use and consequent high greenhouse gas emissions are the 
major issue with desalination that need to be addressed. A plant similar to 
Perth's, even with energy-recovery capability, will consume about 24 
megawatts of electricity to produce about 45 gigalitres of water per year. This 
represents about 185,000 megawatt hours of energy per year. 

This offers an opportunity to use renewable energy, as will happen in Perth 
whose plant will take power from a new wind farm being constructed north of 
the city. This will make the plant the largest facility of its kind in the world to 
be powered by renewable energy, and will take the corporation into a new era 
of renewable energy growth. It does however add extra cost to the water 
produced and may not be appropriate in all cases. 

Figure 65 

CO2 output of each freshwater production process 

Method CO2 output Comments 
Reverse osmosis  1.78 Range in Europe is from 0.08kg CO2 per m³(Norway) to 

3.08kg CO2 per m³(Portugal) 
Multi-stage flash  23.41  
Multiple-effect distillation 18.05 Can be reduced to 1.98Kg CO2 per m3 if waste heat is used  

Source: Department of Engineering Zaragoza Spain 

GWI forecasts suggest that China, Australia and India are set to grow their 
installed desalination capacities significantly over the next 10 years to meet 
growing demand for freshwater and water for industrial use. 

Figure 66 

Forecast growth in desalination capacity in Asia  
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Figure 67 

Desalination plants by country 

 Current plants Additional planned Comment 

 No. Total capacity 
(000m³/day) 

No. Capacity
(000m³/day)

 

Australia 2 130 4 750 Existing plant in Perth, planned in Melbourne, Sydney and QLD 
Spain  700 1,600 29 1,600  
Saudi Arabia 30 3,000  6,000 Struggling to keep up with demand  
Israel  1,096  2,055  
China  22 120 20-30 3,000  
US  104 246 11 600 Mostly brackish water projects in Texas, California (3), Tampa (1) 
UK   1 140 proposed for London  

Source: WWF 

Recycling water - From toilet to tap 
Wastewater treatment 
Recycled water is former wastewater (sewage) that has been treated and 
purified for reuse rather than discharged into a body of water. In some 
locations, it is treated to be cleaner than standard drinking water, and is used 
indirectly for drinking. In other locations, it is only intended to be used for 
nonpotable uses, such as irrigation. 

Suitable for drinking? 
In many locations, reclaimed water is not directly mixed with potable 
(drinking) water for several reasons: 

 Humans may face psychological barriers against drinking reclaimed water, 
since it was formerly sewage. 

 Small amounts of pathogens and pharmaceutical chemicals (ie, hormones 
from female hormonal contraception) may be able to pass through the 
filtering process, potentially causing danger to humans. Reverse osmosis 
is helping to overcome this problem. An experiment by the University of 
New South Wales showed a reverse-osmosis system removed 
ethinylestradiol and paracetamol from the wastewater, even at 1000 times 
the expected ppm. 

Some regulatory agencies ban people from drinking, bathing in or filling 
swimming pools with reclaimed water. They also warn those who use 
reclaimed water for irrigation to place a sign on their property warning people 
not to drink from the irrigation system, and not to use it directly on fruits or 
vegetables. 

Some municipalities are now investigating planned indirect potable use 
(IPU) of reclaimed water. For example, reclaimed water may be pumped into 
reservoirs where it will mix with (and be diluted by) rainwater. This mixture of 
rainwater and reclaimed water could then be treated again, and finally used 
as drinking water. This technique may also be referred to as groundwater 
recharging or reservoir augmentation. Singapore plans to increase the 
amount of reclaimed water in their reservoirs from 1% to 2.5% by 2011. 

Unplanned indirect potable use existed before the introduction of 
reclaimed water. Many cities already use water from rivers that contain 
effluent discharged from upstream sewage treatment plants. It is sometimes 
said that water in London has been drunk five times before it arrived at the 
tap. There are many large towns on the River Thames upstream of London 
(Oxford, Reading, Swindon, Bracknell) that discharge their treated sewage 
into the river, which is used to supply London with water downstream. This 
phenomenon is also observed in the US, where the Mississippi River serves as 
both the destination of sewage-treatment-plant effluent and the source of 
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 potable water. And in Australia, the water in the Murray River passes through 
so many agricultural areas and towns before it reaches Adelaide. Research 
conducted in the 1960s by the London Metropolitan Water Board 
demonstrated that the maximum extent of recycling water is about 11 times 
before the taste of water induces nausea in sensitive individuals. This is 
caused by the build up of inorganic ions, which are not removed by 
conventional sewage treatment. 

In discussion with a number of sewage treatment plants in China, its clear 
that the water quality standards of the final output are extremely high. In 
many instances there is indirect flow on to the potable water systems as the 
discharge into the river is then picked up as the raw water source by a city or 
town downstream. As the government places increasing restriction on where 
industry can source its water, we expect demand for recycled water will grow. 

Reclaimed water – A new income source  
Many big cities in China, particularly those in the water-scarce north, are 
promoting the use of recycled water - ie, wastewater that has been treated 
and purified for non-potable use – as a critical solution to the water crisis. In 
Beijing, the reclaimed water price is set at Rmb1/t, highly competitive 
compared with the regular Rmb3.7/t water price. Total use of reclaimed water 
in Beijing exceeded 10% of total water consumption in 1H07. The municipal 
government plans to add five new reclaimed water projects and 200km of 
reclaimed water distribution networks which will raise the city’s reclaimed 
water use ratio to 20% of total water consumption by 2010. The government 
has also pledged to lift the reclaimed water price in accordance with increases 
to the regular water price. We predict that in water-scarce cities market 
acceptance of the use of reclaimed water will quickly accelerate driven by 
government promotions and price incentives, and this will provide 
considerable added value to waste-water treatment firms. 

Figure 68 

Comparison of alternative water supply technologies 

 Advantage Disadvantage 
Desalination Desalinated water is only expensive in places far from the sea. Brine is a byproduct that affects the environment when 

disposed in the ocean. 
 Often superior economically to recycled water, due to the need 

for recycled water to be transported to large storages. 
A byproduct is concentrated seawater, which some 
environmentalists claim is a major cause of marine pollution 
when dumped back into the oceans at high temperatures 

 Desalinated water is fit for human consumption and can be 
supplied to customer taps directly after normal drinking water 
treatment. 

Energy consumption and related greenhouse gas emissions as 
well as air pollution due to desalination are high. 

Recycled 
water 

Despite the higher costs involved, reclaimed water is usually 
sold to citizens at a cheaper rate to encourage its use. 

Not fit or human consumption. 

 Reclaimed water also contains higher levels of nitrogen, 
phosphorus and oxygen which help fertilise plants when used 
for irrigation. 

High costs as reclaimed water usually requires a dual piping 
network, often with additional storage tanks. 

  Brine is a byproduct that negatively impacts the environment. 
  Humans may face psychological barriers against drinking 

reclaimed water, since it was formerly sewage. 
    Small amounts of pathogens and pharmaceutical chemicals (ie, 

hormones from the female contraceptive pill) may be able to 
pass through the filtering process, potentially causing danger to 
humans.  

Source: CLSA Asia-Pacific Markets  

Conventional water-treatment technologies are being supplemented in water-
short areas by advanced systems capable of processing wastewater for reuse 
in certain applications. In Kuwait, GE (US) recently completed the world’s 
largest membrane filtration water purification plant, which will treat up to 100 
million gallons per day of wastewater for reuse by agriculture and industry. 
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 Leading providers: Wastewater treatment: Siemens (Germany), Suez 
(France), Veolia (France), RWE (Germany) and GE (US). Membrane 
suppliers: Asahi Kasei (Japan), Vontron Envirotech (China) and Saehan 
(South Korea). 

Irrigation 
One of the largest uses of water worldwide is for irrigation for food and fibre 
production. Growing populations, increased competition for water from urban 
centres and rising prices are all putting pressure on agricultural water 
allocations. As a result, efforts are expanding rapidly to improve the efficiency 
of irrigation-water use to permit more food to be grown with less water. 

Providers of high-efficiency irrigation systems, such as precision sprinklers 
(including low-energy, precision application systems), drip irrigation and 
advanced monitoring and control systems for irrigation management are 
seeing growth opportunities. Drip irrigation can reduce water use by 30-70%, 
reduce risks of increased soil salinity and increase agricultural yields. 
Although drip irrigation currently accounts for only a few percentage points of 
the irrigation market, it is growing rapidly globally and is regionally 
significant. In 2005, nearly 70% of Californian orchards were watered via 
drip/precision sprinklers, from 0% in 1970. 

Leading providers: Rainbird (US), Toro (US), Hunter Industries (US), 
Eurodrip (Greece) and Netafim (Israel). Asian players: Jain Irrigation 
(India) and Xinjiang Tianye Water Saving Irrigation System (China) 

World's largest power and desalination project  
 

A consortium consisting of Suez Energy 
International, Gulf Investment Corp and the Arabian 
Company for Water & Power Projects has completed 
limited recourse financing for the Marafiq 
Independent Water and Power Project (IWPP) in 
Jubail, North-East of Saudi Arabia. The Marafiq IWPP 
is a 23-year build-own-operate-transfer contract for 
a 2,750 MW combined-cycle power station and a 
large water desalination facility with a daily capacity 

Figure 69 

Jubail IWPP conceptual design 

 
Source: Suez  

of 800,000 cubic metres. The consortium owns 60% 
of the project, with the remaining 40% held by 
Marafiq, the Saudi Electricity Company and the 
Public Investment Fund. The power and water output 
from the facility will be sold under a single off-take 
contract to a wholly-owned subsidiary of Marafiq.  

The EPC contract was awarded to a consortium 
consisting of General Electric, Hyundai Heavy 
Industries and Société Internationale de 
Déssalement.  

A syndicate of 29 international, regional and Saudi 
banks are providing loans of US$3.4 billion 

Suez have indicated that this project is the largest 
project finance deal ever signed in the power sector, 
and claim that it highlights their commitment to both 
the technology and the region. We believe that 
Islamic financing provided over 80% of the funds for 
the project. 
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 Running the numbers 
Figure 70 

Asian water equities valuations  
Company Name 
 
 
 
 

Ticker Country listed Water-related business class 

Mitsui & Co 8031 JP  Japan Construction, management of plants 
Marubeni Corp 8002 JP  Japan Construction, management of plants 
Sumitomo Corp 8053 JP  Japan Construction, management of plants 
Mitsubishi Corp 8058 JP  Japan Construction, management of plants 
Average    
Nanhai Development  600323 CH  China up/mid/downstream water supplier 
Jiangxi Hongcheng Waterworks  600461 CH  China up/mid/downstream water supplier 
China Water Industry Group  1129 HK  Hong Kong up/mid/downstream water supplier 
China Water Affairs Group  855 HK  Hong Kong up/mid/downstream water supplier 
Guangdong Investment  270 HK  Hong Kong up/mid/downstream water supplier 
Qianjiang Water Resources Dev 600283 CH China up/mid/downstream water supplier 
Eastern Water Resources Dev and Mgmt Pcl EASTW TB  Thailand up/mid/downstream water supplier 
Wuhan Sanzhen Industry Holding Co 600168 CH  China up/mid/downstream water supplier 
EGUARD Resources Development  000826 CH  China up/mid/downstream water supplier 
Manila Water Co Inc MWC PM  Philippines up/mid/downstream water supplier 
Shanghai Municipal Raw Water  600649 CH  China up/mid/downstream water supplier 
Taliworks Corp Bhd CI MK  Malaysia up/mid/downstream water supplier 
PBA Holdings BHD PBAH MK  Malaysia up/mid/downstream water supplier 
Ranhill Utilities Bhd RANU MK  Malaysia up/mid/downstream water supplier 
Puncak Niaga Holding BHD PNH MK  Malaysia up/mid/downstream water supplier 
Average    
Sasakura Engineering  6303 JP  Japan Equipment and plants 
Organo Corp 6368 JP  Japan Equipment and plants 
Hitachi Zosen Corp 7004 JP  Japan Equipment and plants 
Ebara Corp 6361 JP  Japan Equipment and plants 
NGK Insulators  5333 JP  Japan Equipment and plants 
Kubota Corp 6326 JP  Japan Equipment and plants 
Average    
Xinjiang Tianye Water Saving Irrigation Sys 8280 HK China Irrigation system 
Jain Irrigation Systems  JI IN India Irrigation system 
Eurodrip SA EDRIP GA Greece Irrigation system 
Plastro Irrigation Systems  PLSTR IT Israel Irrigation system 
Average    
Sinomem Technology  SINO SP  Singapore Membranes 
Toyobo  3101 JP  Japan Membranes 
Mitsubishi Rayon  3404 JP  Japan Membranes 
Nitto Denko Corp 6988 JP  Japan Membranes 
Asahi Kasei Corp 3407 JP  Japan Membranes 
Toray Industries Inc 3402 JP  Japan Membranes 
Average    
Beijing Capital  600008 CH China Conglo-water 
Tianjin Capital Environmental Protection 600874 CH  China Waste water treatment 
Tianjin Capital Environmental Protection 1065 HK  Hong Kong Water treatment technology 
Asia Environment Holdings  AENV SP  Singapore Turnkey and BOT projects on water treatment 
China Everbright International  257 HK  Hong Kong Waste to energy & sewage treatment 
Sino-Environment Technology Group  SINE SP  Singapore Waste water treatment 
Bio-Treat Technology  BIOT SP  Singapore Water Treatment Technologies 
Epure International  EPUR SP  Singapore Water Treatment Technologies 
Average    
Doosan Heavy Industries and Construction  034020 KS  South Korea Desalination 
Kurita Water Industries  6370 JP  Japan water treatment related equipment for waste water or desalination 
Hyflux  HYF SP  Singapore Seawater desalination, raw water purification, wastewater cleaning, 

water recycling, water reclamation & ultra pure water production 
Average    
Beijing Enterprises Holdings  392 HK  Hong Kong Conglo-water 
YTL Power International Bhd YTLP MK  Malaysia Conglo-water 
Hong Kong & China Gas Co 3 HK  Hong Kong Conglo-water 
NWS Holdings  659 HK  Hong Kong Conglo-water 
Shanghai Industrial Holdings  363 HK  Hong Kong Conglo-water 
Veolia Environnement VIE FP  France Conglo-water 
Suez SA SZE FP  France Conglo-water 
DMCI Holdings Inc DMC PM Philippines Conglo-water 
Average    

Data are all based on IBES. Source: CLSA Asia-Pacific Markets  
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3 12,855 84.7 U-PF 3,440 (17.9) 4,190 36.0 32.7 12.0 12.1 13.1 12.3 15.7
8 10,883 50.0 O-PF 1,050 8.6 967 15.4 14.2 12.1 11.7 9.8 9.0 11.5
    27.1 22.5 9.2 9.8 11.9 10.2 15.0

100 171 0.9 BUY 3.31 31.3 2.52 18.5 13.8 10.7 13.3 7.4 5.4 7.3
100 966 0.7 BUY 640 10.6 579 28.7 22.4 23.6 21.1 10.4 8.1 9.8
100 68 na na na na 1.09 na na na na na na na
100 57 na na na na 1,290 na na na na na na na

    23.6 18.1 17.1 17.2 8.9 6.8 8.5
30 395 0.6 SELL 0.80 (37.8) 1.28 21.0 15.2 16.6 18.7 10.4 7.2 8.7
10 1,623 8.6 na na na 274 14.5 13.9 9.7 10.0 9.2 8.5 na
27 3,321 36.0 BUY 957 48.6 644 15.6 13.5 12.4 12.9 8.0 7.4 10.7
8 8,965 68.2 U-PF 4,930 (15.1) 5,810 21.8 17.7 11.9 13.1 6.8 5.9 10.2

40 10,628 56.5 na na na 851 15.3 14.4 11.1 10.9 6.7 6.3 10.2
17 10,461 97.4 BUY 1,020 17.0 872 21.7 19.4 9.6 10.0 8.7 8.0 13.5

    18.3 15.7 11.9 12.6 8.3 7.2 10.6
89 5,253 na na na na 17 75.0 66.2 10.3 11.4 54.6 41.2 53.0
87 1,377 16.5 na na na 8.52 47.6 41.2 10.4 11.8 17.4 na 17.3
87 1,377 3.0 na na na 4.88 30.9 26.5 8.2 7.5 9.0 9.1 11.5
60 169 1.1 na na na 0.72 18.1 11.5 15.7 15.0 5.9 2.7 2.9
33 1,653 8.1 BUY 4.59 12.2 4.09 73.2 51.8 10.2 12.5 15.0 9.7 11.8

100 755 4.0 na na na 3.30 35.5 14.8 23.4 32.1 na na na
100 474 1.9 na na na 0.80 9.9 8.5 19.2 19.7 6.7 5.7 6.9
100 688 1.3 na na na 2.39 33.4 22.3 18.5 20.9 16.1 10.6 10.8

    40.4 30.3 14.5 16.4 17.8 13.2 16.3
 20,905 59.9 U-PF 172,000 0.0 172,000 61.8 43.4 14.2 16.1 14.1 9.1 na

100 4,301 33.6 BUY 4,170 7.5 3,880 29.1 25.3 10.0 10.6 12.5 10.9 13.2
100 

 
1,284 3.9 na na na 3.66 67.8 29.0 14.3 28.3 40.1 16.1 19.6

    52.9 32.6 12.8 18.3 22.2 12.0 16.4
5 451 9.5 U-PF na na 47.65 42.0 30.4 7.6 8.1 12.8 9.6 15.7

63 3,905 1.5 O-PF 2.62 7.8 2.43 13.8 13.0 14.8 14.6 9.0 8.5 11.9
1 15,553 35.1 O-PF 19.00 (7.5) 20.55 19.8 27.0 26.9 17.3 18.6 19.9 23.8
2 6,775 3.7 U-PF 25.05 (6.4) 26.75 15.3 22.4 16.9 13.8 9.0 14.6 15.6
5 5,880 18.8 BUY 48.89 6.7 45.80 30.6 28.9 7.5 7.7 12.8 11.7 14.0

47 42,209 156.7 na na na 62 27.4 23.2 17.1 18.0 9.0 7.9 13.9
50 84,945 370.1 na na na 45 18.3 16.7 15.3 15.6 9.9 9.2 12.6
88 620 na na na na 11 17.9 na na na na na na

    23.1 23.1 15.2 13.6 11.6 11.6 15.4
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 Our screen of Asian equities reveals 50 investable equities that are related to 
water investments from construction and management of plants to water 
supply, sewage treatment, membrane technologies, desalination and 
irrigation systems. Within the basket, 21 stocks are under our coverage 
regionally. Manila Water and Tianye Water look like the cheapest in terms of 
valuations trading at 12.4x and 13.5x FY08CL PE with 27% and 41% 07-09CL 
EPS Cagr respectively. We have a BUY rating on the two companies. Please 
turn to the Appendix for more company analysis.  

Overall, our CLSA Asian Water Index has tracked MSCI AC Asia with 4% 
outperformance since 1 January 2005. 

Figure 71 

CLSA Asian Water Index versus MSCI AC Asia  
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Source: CLSA Asia-Pacific Markets, Bloomberg 

With the water sector still in its early stages and an immature regulatory 
structure in developing countries, China in particular, the stocks are exposed to 
relatively high risk and investors will have to cherry pick the stocks with good 
management and strategies that allow for sustainable earnings growth. With an 
increasing fund inflow into Asia equity markets, the MSCI AC Asia has surged 
72% since the beginning of 2005. Despite the strong market performance, the 
outperformance of the CLSA Asia water basket relative to the MSCI AC Asia 
index highlights the Asian water sector as an attractive investment. 

A closer look at the relative performances of the CLSA water indices for each 
of the markets shows us that the Singapore listed plays have outperformed 
their local market significantly. As we pointed out in our Red Dot - Accessing 
China report, there is an increasing trend of Chinese firms listing in Singapore 
and Chinese stocks outperforming the STI by 52% since January 2006. If we 
test the CLSA Singapore Water Index with the PrimePartners China Index 
(PPCI), the proxy for SGX China companies, we find that they have 
outperformed the STI and Hong Kong’s Hang Seng. 

Figure 72  Figure 73 

CLSA HK Water Index vss HSI rebased¹ CLSA Water Index vs Straights Times¹ 
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¹ Indices are rebased to 100 from 1 Jan 2005. Source: CLSA Asia-Pacific Markets, Bloomberg 
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 The two areas of flat relative performance to their local markets have been in 
Japan and Hong Kong. The CLSA HK water index was in line with the Hang 
Seng Index since the beginning of 2005 and rallied 114% within the period. 
These companies are of course chiefly investing in the water market in 
mainland China, which has opened up its water market for private investment 
in recent years. 

The only underperformance was witnessed in the China A-share Water index 
where underpeformance is a reflection of the lower ROEs and growth rates 
that these equities have relative to the wider index. Nonetheless, with the 
central government’s strong push towards environmental cleanup, the China 
A-share Water index has grown 225% in absolute terms since January 2005. 

Figure 74  Figure 75 

CLSA Japan water Index  
vs Nikkei 225   

CLSA China A-share water Index  
vs Shanghai Composite  
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Figure 76  Figure 77 

The big Europeans – Market cap  Japanese membrane & equipment co’s  

0

10,000

20,000

30,000

40,000

50,000

60,000

70,000

80,000

90,000

Veolia Environnement Suez 

(US$m)  

0 5,000 10,000 15,000

Sasakura Engineering

Organo Corp

Hitachi Zosen Corp

Toyobo

Ebara Corp

Mitsubishi Rayon

Nitto Denko Corp

Toray Industries Inc

Asahi Kasei Corp

Kubota Corp

NGK Insulators

(US$m)

   

Figure 78  Figure 79 

Red Dot China water stocks  - Mkt cap China A-shares - Mkt cap 
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Figure 80 

Comparison of PE multiples (2008 IBES)  
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Figure 81 

Comparison of ROE (2007 IBES) 
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Figure 82 

Comparison of ROE (2008 IBES) 
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Figure 83 

Hong Kong and China-listed Chinese water plays -By current daily capacity  

RIC Ticker Company Daily capacity
('000 tons)

Equity 
capacity 

Sewage 
treatment

Water 
supply

VIE PA Veolia 11,616  1,166 10,450
600649 SS Shanghai Raw Water 9,291  3,500 5,791
0392 HK Beijing Capital 7,600  
0270 HK Guangdong Investment 6,638 5,835 0 6,638
0659 HK NWS (50% JV Sino-French with 50% by Suez) 5,899 3,141 550 5,349
1065 HK Tianjin Capital Environment 2,840 2,554 2,590 + 50 

recycled water
200

0363 HK Shanghai Industrial (through General Water of China ) 3,535 2,502 1,660 1,875
0855 HK China Water Affairs 2,846 1,602 100 2,746
600323 SS Nanhai Development  1,510 1,458 0 1,510
0257 HK China Everbright International 920 860 920
1129 HK China Water Investment 933 492 371 561
600283 SS Qianjiang Water Resources Development  593 478 0 593
0003 HK HK & China Gas 812 406 241 571
Source: CLSA Asia-Pacific Markets 

The European giants Veolia and Suez have both entered the Chinese market 
with many industry observers questioning the apparently high prices being 
bid for new projects. Currently ranking first and fifth in terms of daily 
capacity, the three companies ranked between them are relatively sizable and 
are all listed counterparts of state-owned-enterprises (SOEs). Shanghai Raw 
Water, Beijing Capital, Guangdong Investment and sixth-placed Tianjin 
Capital Environment are all SOEs. They have either asset injection or 
restructuring in place and have strong backing from their respective 
government bodies. 

Europeans vie with SOEs 
for new capacity 

Companies with exposure 
to Asian Water 
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 Our analysis has shown that most private investments are attracted to water 
supply over sewage treatment (as data is based on current daily capacity). 
We expect sewage treatment capacities to be ramped up for private investors 
because of the higher expected IRR that we expect to see from sewage-
treatment projects and Beijing’s strong push for huge capacity expansion for 
sewage treatment.  

Figure 84 

CLSA estimate on IRR for Chinese water projects 
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Although the return on investment for Chinese tap-water is generally higher 
than that of sewage treatment, this is changing and sewage-treatment 
operators will improve their return through lower cost, more efficient 
technologies and expansion into the recycling business where higher quality 
water is sold to industrials. Potentially, investors could benefit from higher 
sewage treatment tariff growth when tariff reform becomes more 
transparent. Currently, the sewage treatment fee is much lower than the tap 
water supply fee.  

IRR of sewage treatment 
rising faster than tap 

water 
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Figure 85 

Comparison of FY08PE valuation by class 
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As illustrated in Figure 85, desalination and wastewater treatment trades at a 
higher valuation over water supply and other areas in the water investment 
space. This supports our view for a higher return and growth potential from 
the two sectors over the coming years. Doosan Heavy, Kurita Water and 
Hyflux are clear beneficiaries from desalination. China Everbright 
International will benefit from both sewage treatment and its investment in 
waste-to-energy. Manila Water and Tianye Water both stand out as valuation 
calls with 27% 07-09CL EPS Cagr and 41% 07-09CL EPS Cagr respectively 
but trading on 12.4x and 13.5x FY08CL PEs. 
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 Appendix 1: China Reality Research 
To get a real flavour of the water in China, China Reality Research recently 
spoke to government officials, water utility investors and industrial 
manufacturers in 13 cities in 12 provinces across the country. Here are our 
key findings: 

 China can only ease its water shortages by controlling rampant pollution. 
Official data in 2006 indicates that just 40% of the country’s surface water 
is drinkable, 32% is suitable only for agricultural and industrial use and 
28% is too polluted to be used for anything.  

 Incremental water consumption over the next decade will come mainly 
from 3rd and 4th-tier cities. 

 Local governments in the 13 cities we visited have begun to take serious 
action against water pollution with targets to increase the number of 
wastewater treatment plants by 50% and raise the wastewater treatment 
ratio to more than 80% in 2010. But they are in urgent need of external 
investment to achieve these goals.  

 Annual water price increases (Cagr) will hit 8% year-on-year by 2010, 
with wastewater treatment fees increasing at a slightly faster pace to 
account for 34% of the total water price by 2010, up from the 30% now. 

 Investors in water supply utilities are exposed to growing infrastructure 
cost pressures as the rate of increase in water prices starts to slow. Don’t 
get us wrong, we are not saying the price rises will stop, just that the rate 
of increase will slow. Leaking pipes are another headache. Investors in the 
wastewater treatment sector are concerned most about the lack of 
wastewater collection and sludge disposal. 

 We predict that the wastewater treatment business will provide higher 
yields and more investor access opportunities than the water supply 
sector over the next five years. 

 Manufacturers will have to bear higher water charges as Beijing is likely to 
use water price hikes more frequently in future as part of its campaign to 
reduce energy-consuming and high-polluting industries. 

Dealing with water pollution is critical to ease the thirst 
Half of the 13 cities CRR visited are located in naturally water abundant 
areas, such as Wuhan in Hubei province and Jiaxing in Zhejiang province. But 
water scarcity is still a problem in these cities as heavy water pollution has 
rendered large quantities of existing water resources unusable. If measured 
according to the Water Consumption/Resource Ratio, a model used by the 
United Nations to gauge water scarcity levels, only two of the cities we 
visited, Chongqing and Liuzhou, would be considered relatively water 
abundant areas. Even Chongqing has faced serious droughts during the past 
two summers. 

David Murphy 
Head, China Reality Research 
david.murphy@clsa.com 
(8610) 59652028 
 

CLSA Asia-Pacific Markets

Pollution renders large 
quantities of water 
resources unusable 
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Figure 1 

Viewpoints from 13 cities 

Source: CRR 

In Jiaxing, a city lying in the basin of Taihu Lake and the Yangtze River, an 
official at the local environmental protection bureau tells us there has been no 
drinkable water resource within the city area since 2000. Home to thousands 
of textile, chemical and papermaking workshops, over 88.5% of Jiaxing’s 
surface water has become too contaminated even for industrial use. In 2006, 
the city invested Rmb5.5bn in building a project to transfer fresh water from 
the Taihu Lake, which will be put into operation in 2010. However, Taihu Lake 
itself is one of the most polluted water bodies in China. In June, a 
proliferation of cyanobacteria – mainly due to high organic pollution – in the 
north part of the lake triggered a water supply crisis in Wuxi, which lies some 
100km north of Jiaxing in Jiangsu province. Official data released by local 
governments in provinces bordering the lake reveals that only 18.8% of water 
in Taihu Lake is suitable for drinking. 
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 Though China has the sixth largest water resource in the world, about 28% of 
surface water resources in the country are too polluted to have any functional 
use. Under China’s five-grade water quality classification system, Grade I to 
Grade III water, which is drinkable, only accounts for 40% of total water 
resources in China’s major river systems in 2006, and Grade IV and Grade V 
water – undrinkable but suitable for industrial and agricultural usage – 
accounts for 32% of the total volume.  

Figure 2 

China’s polluted waters 

Results from more than 500 water quality monitoring stations located along China’s seven major river systems. Most water 
resources in arid Northeastern China, where Beijing and Tianjin are located, have almost lost all functional use due to heavy 
pollution.  
Source: China National Monitoring Center, CRR 

Industrialisation played the leading role in contaminating China’s water 
system during the 1980s and 1990s. But, whereas industrial water pollution 
has remained stable or has even been improved in some areas since 2000 
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 residential water pollution has increased. According to the State 
Environmental Protection Agency (SEPA), the total load of chemical oxygen 
demand (COD) – a critical factor in water contamination and a key measure 
of water pollution levels – discharged by Chinese industries had dropped from 
70.45 billion tonnes in 2000 to 55.47 billion tonnes in 2005, mainly due to the 
higher treatment ratio of industrial wastewater. But COD load discharged by 
urban and rural families increased from 74 billion tonnes to 86 billion tonnes 
over the same period. Meanwhile, water pollution from agriculture continued 
to grow due to the excessive use of fertiliser and pesticides. 

Figure 3 

Wastewater discharge in China 
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All natural, economic and social factors determine that China’s thirst will 
persist for the foreseeable future. Though China plans to build more water 
transferring systems and reservoirs to address the geographical and seasonal 
unbalance of water resources, such utilities are costly and frequently 
environmental unfriendly. Critics say the controversial South-North Water 
Transfer Project, which diverts water from the Yangtze River to the drought-
ridden north, will ease the water problem in a few big cities such as Beijing 
and Tianjin but at the price of wasting a huge volume of water due to 
evaporation en route. 

It seems obvious that China can only meet its future water demands by 
controlling pollution in its natural water systems, increasing water efficiency 
in municipal, industrial and agricultural sectors, and promoting water reuse 
by raising the wastewater treatment ratio and encouraging market 
acceptance of the use of recycled water. 

Water supply to remain stable in big cities  
Water supply in the 13 cities we visited increased by 5% year on year 
between 2004 and 2006 and local planners expect the growth rate to slow 
down slightly to 4% YoY by 2010. The bulk of the incremental water supply 
will be contributed by the smaller cities among these 13. Water supply in big 
cities like Jinan, Nanjing, Tianjin and Wuhan will remain stable or even decline 
over the next four years (see Figure 4). 
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Figure 4 

Estimated YoY growth of water supply through 2007-2010 
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We believe that 3rd and 4th tier cities, and thousands of towns and counties, 
will outstrip 1st and 2nd tier cities in creating new demand for water over the 
next decade. This is because urbanisation is rising sharply in small cities while 
beginning to stablise in 1st and 2nd tier cities. In addition, most big cities have 
relocated their heavy and water-consuming industries, and increased 
investment in water-saving and recycling projects that can raise water 
efficiency markedly and ease water supply pressure in the near future. Local 
officials in Wuhan, Hubei province, tell CRR that by improving water 
efficiency, the city can reduce its water consumption 9% by 2010. 

Local governments get serious about water pollution  
We found local authorities taking an increasingly serious attitude towards 
water pollution in the 13 cities we visited. The average industrial wastewater 
treatment ratio in the 13 cities had risen from 82.9% in 2004 to 90.4% in 
2006, and local authorities plan to lift it further to 95.6% in 2010. The 
average residential wastewater treatment ratio in these cities had increased 
from 44.4% in 2004 to 65.4% in 2006, and is projected to reach 84.1% in 
2010 (see Figure 5). To hit these targets, local authorities in these 13 cities 
plan to add a total of 77 new wastewater treatment plants by 2010 to the 
existing 145. By comparison, only 45 new water supply plants are planned in 
addition to the current 324 plants by 2010. 

Figure 5 
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 Wastewater treatment fee rising faster than water price 
By the end of 2006, the average industrial water price in the 13 cities had 
grown by 170% from 1995, maintaining an average 8.8% YoY growth since 
2004, and municipal officials in these cities predict that the industrial water 
price will jump by another 30% by 2010 (see Figure 6). Meanwhile, the 
average residential water price in the 13 cities has increased by 8.6% YoY 
since 2004 and now stands at three times the 1995 price. 

In 2010, the residential water price will be 37% higher than in 2006, 
according to local government estimates (see Figure 7). Most cities started to 
levy a wastewater treatment fee by combining it with the overall water price 
in 1998. Between 2000 and 2006, the wastewater treatment fee in these 13 
cities had increased by 74%, about 10% faster than the increase in the water 
price over the same period.  

Local governments expect a 47.5% rise in the wastewater treatment fee in 
2010 against 2006. Eight of the 13 local governments plan to raise the 
wastewater treatment fee to Rmb1 per tonne by 2010. In Nanjing, Jiangsu 
province, the wastewater treatment fee had risen from Rmb0.55 per tonne in 
2000 to Rmb1.05 per tonne in 2006, and the authorities plan to raise it 
further to Rmb1.6 per tonne by 2010 (see Figure 8) 

The wastewater treatment fee is growing at a faster pace than the water price 
(see Figure 9). By 2010, the wastewater treatment fee as a proportion of the 
total water price will reach 34%, up from the current 30%. Of the 13 cities 
we looked at, Nanjing, Changzhou, Wuhan and Liuzhou have lifted the ratio to 
above 40% already. Jiaxing and Hefei plan to reach the same level by 2010. 

Figure 6 

Industrial water price in 7 of the 13 cities where we could get historical data 
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Figure 7 

Residential water price in 10 of the 13 cities where we could get historical data 
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Figure 8 

Residential wastewater treatment fee in 10 of the 13 cities we visited   
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Figure 9 

Year-on-year growth rate of water price through 2000-06A and 2006-10F 
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 Local governments seek investors in utility developments 
In nearly all the 13 cities we visited, municipal officials say they are in urgent 
need of investment to build new facilities and to upgrade existing water 
utilities. In Hefei, capital of Anhui province, local authorities are seeking 
external investors to help carry the Rmb1bn of investment in four new 
sewage treatment plants that will lift the residential wastewater treatment 
ratio in the city from 60% to 80%. 

In 2004, Wasser Berlin, jointly with a Chinese company, spent Rmb480m to 
acquire a 100% stake in Wangxiaoying Wastewater Treatment, the largest 
sewage treatment plant in the city. Hefei government now pays Rmb0.75 for 
each tonne of wastewater treated by the company. Under the current 
residential wastewater treatment fee in Hefei (Rmb0.6/tonne), the 
government has to subsidise Rmb0.15 for each tonne of wastewater treated. 
A manager at the Wangxiaoying plant tells CRR that rising wastewater 
discharge in Hefei can secure full operation of the company’s 300,000m³/day 
treatment capacity, and the pricing arrangement leaves about 10% of ROI 
ratio to the company. Their cost pressure will be further eased as the local 
government will raise the residential wastewater treatment fee to Rmb1 per 
tonne by 2010. 

In Shandong province, China Everbright International (257 HK) has acquired, 
since 2005, wastewater treatment projects in Qingdao, Zibo and Jinan; the 
three most populous cities in the province. The most recent acquisition was in 
June 2006 when the company paid Rmb400m for 30 years operation of the 
No.1 and No.2 wastewater treatment plants in Jinan, giving it a monopoly 
over sewage treatment in the city. Everbright also acquired the biggest 
wastewater treatment plant in Zibo and a 220,000t/d plant in Qingdao prior 
to the Jinan deal. A key incentive for the company’s aggressive expansion in 
the province is that the average wastewater treatment fee across the 
province grew rapidly from Rmb0.4/t in 2004 to the current Rmb0.8/t, and is 
projected to hit Rmb1/t by 2010. An official at Everbright International’s Jinan 
sewage treatment plant tells CRR that aside from fee income, the company 
will soon be making additional profit through selling recycled water in the city. 

In Changzhou in Jiangsu province, in Chongqing and in Lanzhou in Gansu 
province, CRR learned from local officials that all new wastewater treatment 
plants planned in the three cities by 2010 will be open to both foreign and 
domestic investors, mainly under the build-operate-transfer (BOT) system.  

Dirt in the water for water utility investors 
CRR visited nine water supply plants and eight sewage treatment plants in 
these 13 cities, of which four water supply plants and five wastewater 
treatment plants are fully or partly owned by foreign or domestic investors, 
ie, non-local city government.  

Managers at six of the nine non-locally controlled water utilities – three water 
supply plants and three wastewater treatment plants – were willing to 
disclose their return on investment to CRR. All three managers at the non-
locally controlled wastewater treatment plants say their ROI exceeds 8%, the 
minimum return ratio suggested by NDRC for water utility investors. In 
contrast, only one of the three non-locally controlled water supply plants has 
reached the 8% return level.  
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 Though managers at the non-locally controlled water utilities generally feel 
content with the level of support they receive from the local authorities, 
disputes exist: The price of water is the biggest concern of water supply 
plants. Most of the plant managers complain that the local water price has not 
risen as fast as local governments promised when signing the contracts. One 
of the plants we visited is Liuzhou Veolia Water Supply, the monopoly water 
supplier in Liuzhou, Guangxi province, and in which Veolia Water owns 49% 
of shareholdings.  

Last December, the company petitioned the municipal administration to lift 
the local residential water price by 26% to 35%, saying the current Rmb1/t 
water price stood 12.5% below the company’s production cost. At the public 
hearing, Veolia posted a long list of factors that they thought justified a 
markup, including more than 70 new water quality criteria issued in recent 
years and a project to install a water meter in each urban household, both of 
which have placed additional costs on their balance sheet. But civil 
representatives attending the hearing raised strong objections to Veolia’s 
petitions, stressing that the 26% price increase would be too high for local 
families to bear.  

The Liuzhou administration is still considering the plant’s petition. Though 
managers at the plant expect a markup this year, they have less confidence in 
the government’s promise to raise the water price to Rmb2/t by 2010.  

Pipeline leaks continuously trouble the water supply plants. Three of the four 
non-locally controlled water plants we visited also operate the water 
distribution network, and need to invest heavily in upgrading aging water 
pipes. At Changzhou General Water Supply, a 790,000t/d plant with a 49% 
shareholding owned by a JV between Veolia and Citic Pacific (267 HK), a 
manager tells CRR that they are now operating a water distribution network 
with total pipe length of over 3,200km. 

Water leaks are responsible for 15%-20% of the total volume the company 
supplies each year, says the manager. Moreover, the company often 
encounters disputes with residents over compensation for damage to their 
houses when upgrading distribution networks. 

Figure 10 

Length of water distribution networks in nine of the 13 cities 
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 Investors that do not run the distribution networks worry more about the 
water leaks. China Water Company, a Hong Kong-based subsidiary of the 
British water giant Biwater is an investor in the water purification plant we 
visited in Shaoxing, Zhejiang province. Unlike the other three non-locally 
owned water supply utilities, the Shaoxing plant does not operate distribution 
networks, but sells purified water to a water supply organ under the 
government. An official at the plant says that the city-owned company has 
defaulted on payment of the water fee on several occasions because the two 
sides were unable to agree on how much water had been leaked during 
distribution. Lack of control over the distribution system also weakens the 
investor’s ability to save costs through streamlining the supply chain by 
making use of management and technology advantages, says the official. 

For investors in wastewater treatment utilities, one of their biggest concerns 
is that the sewage collection networks in many cities are underdeveloped. 
Most sewage treatment plants we visited say that their daily operation can 
not reach the full design capacity due to a shortage of wastewater inflows. At 
the Jinan No.2 Wastewater Treatment, a 200,000t/d plant owned by 
Everbright Int’l, an official tells CRR that their capacity utilisation usually 
stands on the edge of 50% due to a shortage of wastewater inflows. And the 
residential wastewater treatment ratio in Jinan hung below 60% in 2006. 

Sludge disposal is another headache for investors in wastewater treatment 
utilities. A 100,000t/d sewage treatment plant creates 300-500t sludge (97% 
of water content) daily as a byproduct. Sludge usually contains highly 
polluting components such as heavy metals and bacteria, and cannot be 
directly discarded into the environment before dehydration and 
decontamination. Sludge treatment has been neglected by China’s 
wastewater treatment utilities and unregulated disposal of sludge has 
triggered the release of new pollutants into the air and water regionally.  

According to the Beijing-based Zhongguancun International Environmental 
Protection Promotion Centre, an environmental protection consulting 
company, just one quarter of China’s wastewater treatment plants have 
installed appropriate sludge treatment facilities, and average expenditure on 
sludge treatment accounts for less than 20% of the total operating cost of the 
industry, compared with above 50% in developed countries.  

Therefore, investors that acquire existing wastewater treatment plants need 
to invest heavily in sludge treatment facilities. But that’s not all. They also 
need to find places to dispose of the treated sludge. Given the growing 
tightness of land supply in urban and rural China, sludge landfill has evolved 
into a critical source of tension between wastewater treatment plants and 
local residents. One of the plants we visited, in Hefei, Anhui province, the 
Wangxiaoying Wastewater Treatment, ceased operation for several weeks in 
mid 2005, just a year after the takeover by Wasser Berlin, due to protests by 
local residents against sludge disposal. 

Four of the five state-owned water supply plants we visited say they have 
experienced a shortage of government investment to finance their daily 
operation and expansion plans. At the two water supply plants in Shenyang 
and Urumqi, officials complain that the capital crunch has delayed the 
upgrade of the aging water distribution networks in the two cities. As a result, 
massive water pipe leaks continue to cause high revenue losses. 
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 “Part of the 2,600km water supply pipes in Shenyang was built by the 
Japanese in the 1930s. But our water fee income and government subsidy is 
not enough to be able to replace them with new pipes,” says an official at the 
Shenyang plant.  

In Shijiazhuang, Hebei province, the city-owned water supply group 
invested Rmb1.2bn on a water transfer project which ended the city’s sole 
reliance on groundwater resources, but also burdened the company with 
Rmb600m of bank loans and heavy interest costs. “We also face rising 
electricity prices and water resource fees, all together making our per tonne 
water cost above 3 yuan,” says a manager at the Shijiazhuang Water Supply 
Group. Given the Rmb3.1 per tonne water price in the city (not including the 
Rmb0.6 per tonne wastewater treatment fee), the company has been 
struggling financially.  

More opportunities in wastewater treatment sector 
Based on our conversations with water utility operators and local government 
officials, we believe the wastewater treatment business will remain more 
profitable and will provide more opportunities for investor access than the 
water supply sector over the next five years. Core factors include: 

The 13 cities we visited plan to raise the wastewater treatment fee by 47.5% 
by 2010, compared with a hike of 37% in the overall water price. We believe 
that under Beijing’s “Harmonious Society” strategy, which places 
unprecedented emphasis on controlling water pollution, local governments 
will find strong political incentives to build wastewater treatment utilities and 
further raise sewage treatment fees, which will benefit investors in 
wastewater treatment utilities.  

Meanwhile, the overall water price increase will slow down from the previous 
decade as local governments become more cautious when faced with growing 
complaints from the public and local enterprises. “The residential water price 
has become a sensitive topic,” says a government official in Changzhou, 
Jiangsu province. “We have to think about social stability when deciding on 
the water price.” 

Both water supply and sewage treatment utilities will operate under 
increasing cost pressures over the next ten years, due to investment in pipe 
networks, facility upgrades to meet escalating quality standards, and rising 
land and electricity prices. However, we think water supply plants will feel the 
pain of these costs to a greater extent, for the following reasons:  

1. As water quality deteriorates across China, it will become more difficult for 
water supply plants to locate clean water resources close to the city. One 
solution is to purchase more advanced equipment and technology to 
process the polluted water; the other solution is to build water transfer 
projects linking to remote water resources. Both solutions require massive 
investment. 

2. Water supply plants must meet stricter quality criteria pushing up their 
operating costs and requiring them to invest in processing and detection 
equipment. The new Drinking Water Quality Standards, effective 1 January, 
2007, added 71 water quality criteria to the original 36. We expect this 
trend to continue as consumer concerns over water quality rise. 
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 Reclaimed water – A new income source for sewage plants 
Many big cities in China, particularly those in the water-scarce north, are 
promoting the use of recycled water – ie, wastewater that has been treated 
and purified for non-potable use – as a critical solution to the water crisis. In 
Beijing, the reclaimed water price is set at Rmb1/t, highly competitive 
compared with the regular Rmb3.7/t water price. Total use of reclaimed water 
in Beijing exceeded 10% of total water consumption in 1H07. The municipal 
government plans to add five new reclaimed water projects and 200km of 
reclaimed water distribution networks which will raise the city’s reclaimed 
water use ratio to 20% of total water consumption by 2010. The government 
has also pledged to lift the reclaimed water price in accordance with increases 
to the regular water price.  

We predict that in water-scarce cities market acceptance of the use of 
reclaimed water will quickly accelerate driven by government promotions and 
price incentives, and this will provide considerable added value to wastewater 
treatment firms. 

Higher access barriers to water supply sector in big cities 
Veolia’s recent expansion into Lanzhou (it took a 45% stake in the city’s water 
supply utilities, Jan. 2007) and Haikou (it took a 49% stake in the city’s water 
supply utilities, Jan. 2007), both provincial capitals with an urban population of 
more than one million, suggest local administrations are tending to offer 
monopoly positions to top industry players willing to pay premium prices for 
the cities’ water utilities. We expect more 2nd and 3rd tier cities will adopt this 
strategy in the future, virtually leaving the bidding opportunities to a handful of 
the strongest players such as Veolia, Suez and Beijing Capital (600008 CH). 

Though we see monopoly operation of a city’s wastewater treatment utilities 
becoming a long-term trend, smaller players can still find opportunities in 
building and operating new wastewater treatment plants in big cities. As we 
discovered in the 13 cities we visited, the number of sewage treatment plants 
will increase by 50% by 2010, and local governments have shown great 
interest in opening these projects up to external investors. We believe most 
of these BOT contracts will be assessed on a project-by-project basis. 

Manufacturers face water price hikes 
CRR also spoke to management of 12 medium- and- large sized 
manufacturers in the 13 cities to get an understanding of their water 
concerns. The firms represent six industries, namely electronics, textiles, 
steel, chemicals, food and beverage, and paper making. When we asked them 
about water, eight of the 12 firms tell us they are most concerned about the 
rising cost of water, as well as the cost of wastewater treatment and 
recycling. Three of the firms say water quality remains their top concern. Only 
one company – a textile company in Lanzhou, Gansu province – says it 
worries most about water supply shortages.  

These findings are in line with research we conducted among small- and 
medium-sized enterprises (SMEs) in 1Q07. We asked 85 SMEs in over 20 
provinces if they had encountered any water supply shortages in 2006. Nine 
of them said that water supplies had ceased for several days during the 
summer of 2006. Interestingly, five of these nine SMEs are located in the 
Yangtze River Delta area, where natural water resources should be abundant 
but (as noted at the top of this piece) have been heavily polluted by the 
presence of millions of SMEs in the region. 
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 Of the 12 manufacturers we visited, we found the chemical, food and 
beverage, and textile manufacturers under the most pressure from water 
price hikes. Total water-related costs (fresh water, wastewater discharge and 
water recycling) for companies in these three sectors account for 18%, 
11.5%, and 10.8% of cost of goods sold (COGS). By comparison, the 
companies we saw in the paper making, electronics and steel industries 
reported that their water-related costs accounted for 5%, 2.5% and 0.3% of 
COGS respectively.  

In Tianjin, one of China’s most water-scarce cities, and where the industrial 
water price stands at Rmb5.6/t on average, about 176% higher than that in 
Shanghai, a manager at a local food company tells CRR that the water price 
has become one of the heaviest burdens on their production costs. He thinks 
the city will turn to seawater desalination one day to meet a large portion of 
the water demand, as current water resources, including underground water, 
are quickly drying up. “We just worry that water from seawater desalination 
will be too expensive for our company,” he says. 

China’s National Development and Reform Commission announced in July that 
China would impose punitive water prices on restricted industries as early as 
this year. Since 2006 the government has imposed punitive electricity prices 
on energy-consuming and high-polluting industries. If a similar punitive water 
price, say 50% above the average industry level, is imposed, we believe it will 
impact more on the restricted industries than the punitive electricity price. 
The reason: water is an even scarcer resource than power in China. 

Figure 11 

Average water consumption per unit of industrial product in Hebei province  
Industrial product Water needed (m³)
1 tonne raw coal  1
1 tonne crude oil 0.9
1 tonne rice 0.06
1 tonne sausage 193
1 unit pig slaughter  0.52
1 tonne biscuit 5
1 tonne milk 15
1 tonne beer 14
1 km cotton cloth 15
1 unit furniture 0.2
1 tonne packaging paper 100
1 tonne toilet paper 340
1,000 pen 8
1 tonne gasoline  2.65
1 tonne paint  30
1 tonne carbamide fertilizer  6.8
1 tonne TNT 17
1,000 tubes of toothpaste 2.5
1 tonne penicillin 9,800
1 tonne auto tire 88
1 tonne concrete  3.5
1 tonne glass 6.3
1 tonne crude steel 7.5
1 tonne flat steel product 17
1 tonne aluminum product 63
1 unit sedan  100
1 unit refrigerator 2
1 unit PC 24
1 unit TV 0.1
1 m² house construction 1

Source: Hebei provincial government, CRR 
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Figure 12 

Beneficiaries of China’s campaign to fight water scarcity and pollution  

Industry Company 
Veolia Environment (VIE FP) 
Suez (SZE FP) 
Wasser Berlin (2621Z GR) 
Beijing Capital Group (600008 CH) 
China Water Affairs (855 HK) 
Everbright International (257 HK) 
Shanghai Municipal Raw Water (600649 CH) 
Tianjin Capital Environment Protection (600874 CH) 

Water supply and 
wastewater treatment 

Shenzhen Water  
Xinxing Ductile Iron Pipes (000778 CH) 
Beitai Iron & Steel  

Water pipe (ductile iron 
pipe) 

Angang (347 HK, 000898 CH) 
Blue Star Cleaning (000598 CH) 
Eguard Resources Development (000826 CH) 
Epure International (EPIL.SI) 

Sewage treatment 
equipment & raw material 

Hyflux (HYFL.SI) 
Tianye Water (8280 HK) Water saving technology & 

equipment Gansu Yasheng Industrial (600108 CH) 
Hyflux (HYFL.SI) Seawater desalination 
Qingdao Soda Ash Industrial (600229 CH) 
Groupe Danone Bottled water 
Hangzhou Wahaha  

Source: CRR 
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 Appendix 2: Water projects in China 

Company Start Contract 
scope 

City  Water 
population 
served (m)

Wastewater 
population 
served (m) 

Ended Water 
capacity 

('000 m³/d)

Wastewater 
capacity 

('000m³/d)

Stake
(%)

Project
type

Length 

AEH 2004 Wastewater treatment Nanchang, Jiangxi 0.750 200 13 BOT 20
 2004 Water treatment Rugao, Nantong  0.400  186 25 ROT 25
 2005 Water treatment Pizhou, Jiangsu 0.160  100 100 BOT 25
 2006 Wastewater treatment Changzhou 0.025 
 2006 Water treatment Fengtai, Anhui 0.100  104 35 BOT 40
Amiantit 2002 Wastewater treatment Foshan, Guangdong 0.400 100 45 BOT 20
Anhui Guozhen  2001 Water treatment Hefei  0.183 55 100 BOT 23
 2004 Water treatment Xuzhou, Jiangsu 0.550 165 ROT 30
 2005 Water treatment Shenzen, Guangdong 0.500 150 Mgt
Asia Environment 2006 Wastewater treatment Yixing, Jiangshu 0.033 10 100 Lease 25
Asia Water Technology 2005 Wastewater treatment Wuhan, Hubei 1.333 400 43 BOT 25
 2005 Wastewater treatment Hanxi 0.600 
 2005 Water treatment Tianmen 0.300  10 100 BOT 20
 2005 Water treatment Huaiyuan, Anhui 1.250  14 100 ROT 20
 2006 Water treatment Lu Liang, Shanxi 0.080  40 100 BOO
AWG 2001 Water treatment Beijing 2.500  
 2000 Water treatment Hexian, Anhui 0.630  50 ROT 20
Beijing Capital 2002 Wastewater treatment Beijing 4.500 
 2003 Water treatment Maanshan 1.500  
 2005 Water treatment Huainan 1.000  
 2005 Water treatment Qingdao 0.250  
 2005 Water treatment Xuzhou, Jiangsu 1.500  
Berlinwasser 1997 Water treatment Xian 3.000  2003 500 35 BOT 20
 2002 Wastewater treatment Chongqing 0.333 100 BOT 30
 2003 Water treatment Nanchang, Jiangxi 1.000  2003 330 80 BOT 20
 2004 Water treatment Hefei  1.000 310 ROT 23
Bio Treat Technology 2004 Wastewater treatment Kunshan, Jiangsu 0.500 88 80 BROT 30
 2004 Wastewater treatment Xianyang, Shaanxi  1.000 200 BOT 25
 2006 Wastewater treatment Beijing 0.200 40 100 BOT 29
 2006 Wastewater treatment Suzhou, Jiangsu 2.000 150 100 BOT 27
 2006 Wastewater treatment Wuhan  100 ROT 29
 2005 Wastewater treatment Lianyunguang, Jiangsu 0.400 100 95 ROT 25
 2005 Wastewater treatment Lianyunguang, Jiangsu 0.500 160 100 BOT 25
 2005 Water & wastewater treatment Suqian, Jiangsu 0.160 0.300 60 100 BOT 30
 2005 Water treatment Jiangdu, Jiangsu 0.250  50 30 BOT 30
 2005 Wastewater treatment Nanjing, Jiangsu 0.200 40 100 BOT 25
Boustead 2005 Water treatment Tianjin 0.100  
Cathay International 1997 Water treatment Binzhou, Shandong 0.250  2002 40 60 ROT 20
 1997 Water treatment Jinan, Shandong 2.550  2002 400 60 BOT 26
 1997 Water treatment Jaingmen, Guangdong 3.500  500 80 ROT 20
 1998 Water treatment Binzhou, Shandong 0.100  2002 50 80 ROT 20
 1998 Water treatment Jinan, Shandong 1.800  2002 900 80 BOT 26

Continued on the next page 



 
A

p
p

e
n

d
ice

s 
T
h

irsty
 A

sia

N
o

v
e
m

b
e
r 2

0
0

7
 

d
e
b

ra
.lu

i@
clsa

.co
m

 
7

5

Water projects in China 

Company Start Contract 
scope 

City  Water 
population 
served (m)

Wastewater 
population 
served (m) 

Ended Water 
capacity 

('000 m³/d)

Wastewater 
capacity 

('000m³/d)

Stake
(%) 

Project
type

Length 

Cheung Kong Infra 1997 Water treatment Jiangmen, Guangdong  1.150  223 49 ROT 18
 1997 Water treatment Shenyang, Liaoning 0.744  372 50 ROT 20
 1998 Water treatment Yueyang, Hunan 0.742  2003 371 49 ROT 18
China Everbright  2005 Wastewater treatment Zibo 1.000 
China Evergreen 2003 Wastewater treatment Xinle, Hebei 0.125 40.000 45 BOT 22
 2003 Wastewater treatment Tianjin 0.035 
 2005 Wastewater treatment Henan 0.433 130 100 ROT 22
 2005 Wastewater treatment Hai Yang, Shandong 0.080 
 2006 Wastewater treatment Tianjin 0.067 20.000 100 BOT 20
 2006 Wastewater treatment Hangdan, Hebei 0.450 100 100 BOT 22
 2006 Wastewater treatment Beijing Hao Tai Shi 0.050 
China Water Affairs 2001 Water treatment Chongqing 0.600  300 100 Mgt 50
 2006 Water treatment Jingzhou, Hubei 0.200  100 51 ROT 25
China Water Company 1996 Water treatment Shenyang, Liaoning 0.740  150 50 BOT 20
 1998 Water treatment Shaoxing, Zhejiang 0.800  2006 400 33 BOT 20
 2000 Wastewater treatment Changchun, Jilin 2.500 468 41 BOT 21
 2000 Water treatment Xinmin, Liaoning 0.080  37 75 BOO
 2000 Water treatment Yanjiao, Hebei 0.150  37 ROT
 2001 Water treatment Qitaihe, Heilongjiang 0.130  110 75 BOT 25
 2004 Water treatment Fuzhou, Fujian 0.150  59 ROT 30
China Water Group 2003 Wastewater treatment Hai Yang, Shandong 0.060 18 90 BOT 22
 2004 Wastewater treatment Beijing 0.067 20 100 BOT 25
Chongqing Kanda Env 2003 Wastewater treatment Xuzhou, Jiangsu 0.133 40 100 BOT 25
 2004 Wastewater treatment Gaomi, Shandong 0.167 50 100 BOT 25
 2004 Wastewater treatment Henghsui, Hebei 0.333 100 100 ROT 30
 2005 Wastewater treatment Beijing 0.033 10 100 BOT 30
 2006 Wastewater treatment Linyi, Shandong 0.267 80 100 BOT 25
 2006 Wastewater treatment Shangqiu, Henan 0.267 80 100 BOT 25
 2006 Wastewater treatment Suzhou, Anhui 0.267 80 100 BROT 28
 2006 Wastewater treatment Jiaozuo, Henan 0.333 100 100 ROT 26
 2006 Wastewater treatment Jiaozuo, Henan 0.500 150 100 BOT 26
CNA Group 2005 Wastewater treatment Nangong, Hebei 0.100 30 20 BOT 25
 2006 Wastewater treatment Nin Jin, Shandong 0.100 30 26 BOT 25
Dalian Dongda Env Eng 2003 Wastewater treatment Lushun, Liaoning 0.200 60 100 ROT 20
 2004 Wastewater treatment Panjin, Liaoning 0.333 100 52 ROT 30
 2004 Wastewater treatment Dalian, Liaoning 0.467 140 100 BOT 20
 2005 Wastewater treatment Anshan, Liaoning 0.333 100 100 ROT 30
Darco 2003 Water treatment Deging, Zhejiang 0.450  60 53 BOT 25
 2006 Water treatment Deging, Zhejiang 0.300  104 100 BOT 25
Dayen 2004 Wastewater treatment Dao Bing, Liaoning 0.125 30 49 BOT 25
DKLS Industries Bhd 2003 Water treatment Zhangpu, Fujian 0.060  30 70 BOT 50
Earth Tech (Tyco) 1999 Water cycle Changli, Hebei 0.150 0.150 100 80 BOT 20
 2001 Wastewater treatment Guangzhou, Guangdong 0.400 400 67 BOT 20
 2002 Water treatment Tianjin 3.700  500 52 BROT 20

Continued on the next page 
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 Water projects in China 

Company Start Contract 
scope 

City  Water 
population 
served (m)

Wastewater 
population 
served (m) 

Ended Water 
capacity 

('000 m³/d)

Wastewater 
capacity 

('000m³/d)

Stake
(%) 

Project
type

Length 

Eguard 2001 Wastewater treatment National 5.000 
 2003 Water treatment Suyuan, Jiangsu 0.200  100 80 BOT 15
 2005 Wastewater treatment Nanchang, Jiangxi 0.667 200 100 BOT 32
 2005 Water treatment Huzhou, Zhejiang 0.600  300 100 BOT 25
 2006 Wastewater treatment Tongliao, Inner Mongolia 0.333 100 77 BOT 25
 2006 Wastewater treatment Xiangfan, Hubei 0.333 100 100 BOT 25
FCC 2005 Wastewater treatment Bengbu, Anhui 2.000 400 50 ROT 25
GDI 2000 Water treatment Guangzhou, Guangdong 2.000  
Global Green 2002 Wastewater treatment Liuzhou 0.800 
Golden State Env 2002 Wastewater treatment Taican, Jiangsu 0.067 20 54 BOT
 2003 Wastewater treatment Yancheng, Jiangsu 0.167 50 BROT
 2003 Water treatment Zhenjiang, Jiangsu 0.050  25 100 ROT 50
 2005 Wastewater treatment Daxing, Beijing 0.083 25 BOT 20
 2005 Wastewater treatment Fenghua, Zheijiang 0.200 60 Mgt 20
 2005 Wastewater treatment Kushan 0.293 88 BOT 30
Goldis 2005 Wastewater treatment Tie Ling  0.200 0.400 
 2006 Wastewater treatment Ganyu, Gansu 0.100 20 78 BOT 20
Guozhen Env Protn 2000 Wastewater treatment Bozhou 0.250 
 2001 Wastewater treatment Shenzen, Guangdong 0.500 65 100 Mgt 15
 2001 Wastewater treatment Jiangmen, Guangdong  0.255 BOT 20
 2003 Wastewater treatment Zhuzhanjing 0.550 
 2004 Wastewater treatment Changsha, Hunan 0.500 140 ROT 20
Hainan Runda Ind 2002 Water treatment Jinan, Shandong 0.800  400 51 Divest 25
Han's Technologies 2004 Water treatment Zhijin, Guizhou 0.065  20 100 BOT 25
 2004 Water treatment Nayong, Guizhou 0.085  25 100 BOT 20
 2005 Wastewater treatment Zhenyuan, Guizhou 0.067 20 100 BOT 25
 2005 Water treatment Xitang, Zhejiang 0.117 35 100 BOT 30
 2006 Wastewater treatment Hezhang, Guizhou 0.050  100 BOT 27
 2006 Water & wastewater treatment Xiangshan, Zheijang 0.200 0.150 BOT
Hong Yuan Ju 2003 Water treatment Jinan, Shandong 0.560  280 30 Divest 30
Hyflux 2006 Wastewater treatment Liaoyang, Liaoning 0.100 30 50 BOT 30
 2006 Wastewater treatment Langfang, Hebei 0.403 121 41 BROT 25
 2005 Desalination plant Tianjin  0.200  100 BOO 30
Interchina Holdings 2004 Wastewater treatment Ma'anshan, Anhui  0.300 100 100 BOT 25
 2004 Wastewater treatment Qinhuangdao, Hebei 0.600 120 100 BOT 22.000
 2004 Water treatment Xianyang, Shaanxi  0.750  2006 278 100 BOT 30
 2004 Water treatment Hanzhong  0.140  
 2005 Wastewater treatment Zhuozhou, Hebei 0.247 2006 74 93 BOT 25
 2005 Wastewater treatment Shanghai 5.667 1700 100 BOT 20
 2007 Wastewater treatment Changli 0.467 140 100 BOT 20
Jiangsu Taizhou Water 2004 Water treatment Taizhou 0.630  
Jiangxi Hongcheng  2004 Water treatment & distribution Nanchang 1.550  
Jinan Shifangyuantong 2005 Wastewater treatment Changyi, Shandong 0.100 30 100 BOT 25
Lianheruitong Water  2004 Wastewater treatment Weifang, Shandong 0.367 110 100 ROT 20

Continued on the next page 
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Water projects in China 

Company Start Contract 
scope 

City  Water 
population 
served (m)

Wastewater 
population 
served (m) 

Ended Water 
capacity 

('000 m³/d)

Wastewater 
capacity 

('000m³/d)

Stake
(%) 

Project
type

Length 

Liaoning Zhengye Group 
(49%), Hyflux (49%) and 
Ashcraft Holdings (2%) 

2004 Desalination plant Huludao 0.100  50 BOOT 30

Long Quan Group 2006 Water treatment Tianchang, Anhui 0.200  100 100 BOT 30
Nanhai Development 1996 Water treatment & distribution Nanhai 1.100  250 50 BOT 20
Ningbo Fuda 2005 Water treatment & distribution Yuyao 0.400  
North Amer Envirotech 2004 Wastewater treatment Harbin, Heilongjiang 1.083 325 10 BOT 25
Qianjiang Water Res 2005 Water treatment & distribution Qianjiang 0.300  
Qingdao Galaxy  2003 Wastewater treatment Zucheng, Shandong 0.220 66 70 BOT 25
 2005 Wastewater treatment Cao, Shandong 0.100 30 100 BOT 25
 2005 Wastewater treatment Shan Cty, Shandong 0.133 40 100 BOT 25
Qingdao Huaou 2002 Water treatment Qingdao, Shandong 0.006  3 100 BOT 20
R&F Properties Group 2004 Wastewater treatment Donguan, Guangdong 0.200 60 100 BOT 25
Ranhill 2003 Water treatment Yi Chun, Jiangxi 0.250  100 100 BOT 29
Rong Group  2003 Wastewater treatment Yizheng, Jiangsu 0.167 50 60 BOT 20
RWE 1995 Water treatment Shanghai 1.300  2003 400 50 BOT 20
Salcon 2004 Water treatment & distribution Shandong Province  1.250  
 2005 Water treatment & distribution Weifang, Shandong 0.600  100 ROT 50
 2005 Water treatment & distribution Kunming, Yunnan 0.050  60 60 BROT 30
 2005 Water treatment & distribution Linyi, Shandong 1.000  60 ROT 30
 2006 Water treatment & distribution Haining, Zhejiang 0.720  360 60 BROT 30
SAUR 1996 Water treatment Harbin, Heilongjiang 2.800  225 50 BOT 30
 2001 Water treatment & distribution Shanghai 0.700  2006 10 50 ROT 11
Sembcorp Industries 2004 Wastewater treatment Nanjing   
Shanghai Fudalefumen 2006 Wastewater treatment Xiuning, Anhui 0.133 40 100 BOT 25
Shanghai Industrial 2003 Wastewater treatment Xiamen  3.000 
 2003 Water treatment Xiamen  3.000  
 2004 Wastewater treatment Huzhou, Zhejiang 0.050 
 2004 Wastewater treatment Shenzhen 0.500 
 2004 Wastewater treatment Nanjing  1.500 
 2004 Water treatment Bengbu 1.000  
 2004 Water treatment Nanjing  1.000  
 2004 Water treatment Xianyang  1.000  
 2004 Water treatment Zhenjiang 1.250  
 2004 Water treatment Zhenjiang 0.200 0.200 
 2004 Water treatment Xiangtan 1.000 0.500 
 2004 Water treatment Xiamen  2.000 2.000 
 2005 Wastewater treatment Wenzhou 0.500 
 2005 Water treatment Xianyang  0.500  
 2006 Water treatment Zhejiang 0.600  
Shanghai Municipal  2000 Water treatment Shanghai 6.000 3.000 

Continued on the next page 
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 Water projects in China 

Company Start Contract 
scope 

City  Water 
population 
served (m)

Wastewater 
population 
served (m) 

Ended Water 
capacity 

('000 m³/d)

Wastewater 
capacity 

('000m³/d)

Stake
(%) 

Project
type

Length 

Shanghai Qingyue Inv 2004 Wastewater treatment Suining, Jiangsu 0.067 20 100 BOT 23
Shanghai Urban Const  2005 Wastewater treatment Shanghai 2.000 
Shanghai Young Sun 2005 Wastewater treatment Shanghai 0.500 
Sichuan Guangan AAA 2005 Water treatment & distribution Sichuan 0.100  
Sinomem 2003 Water treatment Xiamen, Fujian 0.010  5 30 BOT 40
 2006 Wastewater treatment Dengzhou, Henan 0.100 30 100 BOT 30
 2006 Wastewater treatment Ji An City  0.400 80 100 BOT 25
 2007 Wastewater treatment Siping, Jilin 0.200 90 100 ROT 30
Suez 1994 Water treatment Shenyang, Liaoning 1.400  2000 449 38 BROT 30
 1994 Water treatment Gaozhou 0.170  
 1994 Water treatment Guangzhou, Guangdong 0.900  
 1995 Water treatment Changtu, Chongqing 0.400  100 35 BOT 30
 1996 Water treatment Nanchang, Jiangxi 0.900  200 50 BROT 28
 1997 Water treatment Lianjing, Guandong 0.300  100 60 BOT 30
 1998 Water treatment Zongshan, Guandong 1.700  1296 66 ROT 22
 1999 Water treatment Chongqing (Sichuan) 0.400  
 1999 Water treatment Wanzhou (Liaoning) 0.500  
 2000 Water treatment Siping, Jilin 0.300  118 50 BROT 30
 2000 Water treatment Baoding, Hubai 0.850  259 45 ROT 20
 2001 Water treatment Panjin, Liaoning 0.267  110 60 ROT 30
 2001 Water treatment Xinchang, Zhejiang 0.135  160 ROT 30
 2001 Water treatment Zhengzhou, Henan 0.850  360 50 ROT 30
 2002 Water treatment Chongqing 0.700  400 30 ROT 50
 2002 Water treatment Qingdao, Shandong 2.300  540 50 ROT 25
 2004 Water treatment Sanya, Hainan 0.300  50 ROT 30
 2004 Water treatment Tianjin 0.850  
 2006 Wastewater treatment Chongqing 1.500 302 25 BOT 30
 2006 Water treatment & distribution Changshu, Jiangsu 1.500  25 Lease 30
Suez / NWH 1992 Water treatment & distribution Tanzhou, Guangdong 1.400  58 BROT 35
Suzhou New District 1999 Water treatment & distribution Suzhou 0.100  
Tianjin Env Protection 2001 Wastewater treatment Tianjin 7.500 
 2004 Wastewater treatment Fuyang 0.500 
 2005 Wastewater treatment Baoying 0.250 
 2005 Wastewater treatment Hangzhou 2.000 
 2005 Water & wastewater treatment Honghu 0.350 0.350 
 2005 Water & wastewater treatment Qujing 0.750 0.750 
Towngas 2005 Water treatment Wuhu, Anhui 2.250  75 ROT 30
 2005 Water treatment Wujiang 0.780  80 ROT 30
United Envirotech 2004 Wastewater treatment Liaoyang, Liaoning 0.667 200 100 ROT 30
 2005 Wastewater treatment Xintai, Shandong 0.267 80 100 BOT 30
VE / Beijing Capital 2003 Water cycle Shenzen, Guangdong 4.500 4.000 2,200 ROT 50
 2005 Wastewater treatment Urumqi, Xinjiang 1.200 800 25 BROT 25

Continued on the next page 
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Water projects in China 

Company Start Contract 
scope 

City  Water 
population 
served (m)

Wastewater 
population 
served (m) 

Ended Water 
capacity 

('000 m³/d)

Wastewater 
capacity 

('000m³/d)

Stake
(%) 

Project
type

Length 

VE / China Everbright  2003 Wastewater treatment Qingdao, Shandong 1.000 204 99 ROT 25
Veolia Environment 1997 Water treatment Tianjin 3.500  500 55 BOT 20
 1998 Water treatment Chengdu, Sichuan 0.850  406 60 BOT 18
 2002 Water treatment Zhuhai, Guangdong 1.200  50.000 51 BROT 30
 2002 Water treatment Baoji, Shaanxi 0.500  232 50 ROT 23
 2002 Water treatment & distribution Shanghai  1.900  50 BROT 50
 2003 Wastewater treatment Beijing 0.250 100 51 BOT 20
 2004 Wastewater treatment Nanchang 1.000 
 2004 Water treatment Weinan, Shaanxi 0.300  160 34 ROT 22
 2004 Water treatment Zunyi, Guizhou 0.600  199 70 ROT 35
 2004 Water treatment Hohhot, Inner Mongolia 2.500  515 51 ROT 30
 2005 Wastewater treatment Handan, Hebei 0.800 199 100 ROT 25
 2005 Water treatment Kunming, Yunan 3.500  1600 25 ROT 30
 2005 Water treatment Changzhou, Jiangsu 1.200  25 ROT 30
 2006 Wastewater treatment Baoji, Shaanxi 0.167 50 51 BOT 20
 2006 Water treatment Weinan, Shaanxi 0.300  160 51 BOT 22
 2006 Water treatment Liuzhou, Guangxi 1.000  455 51 Lease 30
 2007 Water treatment Haikou, Hainan 0.800 0.800 
 2007 Water treatment & distribution Lanzhou, Gansu 3.200  
Wai Kee Holdings  2005 Wastewater treatment Wuxi, Jiangsu 0.067 20 95 BOT 20
Weihai Dean Water Eng 2006 Water treatment Wendeng, Shandong 0.020  10 100 BOT 50
Wuhan Sanzheng 1999 Water treatment & distribution Wuhan 3.500  
Xucheng Industrial Dev 2005 Wastewater treatment Tangshan, Hebei 0.133 40 100 BOT 25
Yintaida Group 2003 Wastewater treatment Sihui, Guangdong 0.100 30 100 BOT 20
 2003 Wastewater treatment Huidong, Guangdong 0.200 60 100 BOT 25
 2004 Wastewater treatment Boluo, Guangdong  100 BOT 20
 2004 Wastewater treatment Donguan, Guangdong 0.133 40 100 BOT 25
Yiqi Group 2003 Wastewater treatment Zigong, Sichuan 0.067 20 100 BOT 25

Source: GWI 



  Thirsty Asia
 

80 debra.lui@clsa.com November 2007 

 Notes 



 Company profiles Thirsty Asia
 

November 2007 debra.lui@clsa.com 81 

 Company profiles 

Beijing Capital (NR) ..............................................................................83 

Beijing Enterprises (U-PF) .....................................................................85 

Bio-Treat Technology (NR) .....................................................................87 

China Everbright International (BUY) ......................................................89 

China Water Affairs (U-PF).....................................................................93 

DMCI (NR)...........................................................................................95 

Doosan Heavy Ind (U-PF)......................................................................97 

Ebara (U-PF)...................................................................................... 101 

Epure International (NR) ..................................................................... 103 

Guangdong Investment (U-PF)............................................................. 105 

Hong Kong & China Gas (O-PF) ............................................................ 107 

Hitachi Zosen (BUY)............................................................................ 109 

Hyflux (NR) ....................................................................................... 111 

Jain Irrigation (BUY) ........................................................................... 113 

Kubota (O-PF).................................................................................... 117 

Kurita Water (BUY) ............................................................................. 119 

Manila Water (BUY) ............................................................................ 121 

NWS (U-PF)....................................................................................... 125 

Shanghai Industrial (BUY) ................................................................... 127 

Shanghai Municipal Raw Water (NR) ..................................................... 131 

Sinomem Tech (SELL) ......................................................................... 133 

Tianjin Capital Environmental Protection (NR) ........................................ 135 

Tianye Water (BUY) ............................................................................ 137 

YTL (O-PF) ........................................................................................ 139 

All prices quoted herein are as at close of business 31 October 2007, unless otherwise stated 



 Company profiles Thirsty Asia
 

82 debra.lui@clsa.com November 2007 

 Notes 



Beijing Capital  

Rmb18.23 – No rec   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07F 08F 09F
Revenue (Rmbm) 471 1,093 1,448 1,820 2,274
Net profit (Rmbm) 482 427 567 632 547
EPS (fen) 0.2 0.2 0.2 0.3 0.3
EPS (% YoY) (2.2) (13.6) 18.9 15.0 5.8
PEx (@Rmb18.23) 82.90 95.90 80.70 70.10 66.30
Dividend yield (%) 0.90 0.93 1.04 1.10 1.21
ROAE (%) 10.90 7.20 11.00 12.40 13.50
Price/book (x) 8.93 6.25 8.48 8.29 8.03
Source: I/B/E/S 

 Debra Lui 
 debra.lui@clsa.com 

(852) 26008398 

  

  

  

  

  
 

 November 2007 

 China 
 Utilities 
  
 Reuters 600008.SS 
 Bloomberg 600008 CH 

 Priced on 31 October 2007 
 CSI 300 @  5,688.5 
  
 12M hi/lo Rmb23.95/4.68 
  
   
   
   
   
 Shares in issue 2,200m 
 Free float (est.) 36% 
   
 Market cap US$5,376m 
     
     
  
 3M average daily volume 
 Rmb731.6 (US$97.1m) 
     
  
 Major shareholders 
 Beijing Capital Group 64% 
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute (0.3) 35.5 282.2 
 Relative (2.2) 6.3 (1.6) 
 Abs (US$) 0.3 37.6 303.6 
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Parent restructuring 
A listed company, Beijing Capital Co Ltd (BCC) is 64%-controlled by 
Beijing Capital Group. BCC aims to become a leading infrastructure 
investment and management firm in China with the focus on urban water 
supply and sewage treatment. BCC has more than six years’ experience in 
water industry and a strong strategic alliance with both domestic and 
foreign water giants. Revenue from water supply and sewage treatment 
accounted for 75%, or Rmb867m, of the group’s total revenue. 

Strong strategic cooperation 
BCC operates its water investments through full acquisition, JV and BOT 
models. It co-invested with Generale Des Eaux (now Veolia Environment) in 
water supply and sewage treatment projects through their 50/50 JV, CGE-BC. 
The group also co-invested with Veolia on the Baoji and Weinan projects. BCC 
currently has a daily water treatment capacity of more than 7.9m tonnes, 
serving a population of over 15m and aims to have a daily water treatment 
capacity of 15m tonnes by 2010. Within the capital city of Beijing, the group 
has a sewage-treatment capacity of 2.1m tonnes, serving a population of 
6.01m through its 51%-owned subsidiary, Beijing Water Co Ltd. BCC has a 
testing point of small-scale investment in recycled water in its Beijing sewage 
treatment plant, with a daily capacity of 200,000 tonnes. 

Revenue breakdown and financing 
In FY06, approximately 39% of its total revenue came from the tap water 
business, 36% from treatment of wastewater and 17% from toll collection. 
Revenue from Beijing accounted for 57% of the group’s total FY06 revenue. 
The firm has a good financing channel with more than Rmb10bn capital raised 
from debt including Rmb4bn from a commercial bank and Rmb4.3bn from a 
policy bank. The company has a dividend policy of no less than 70% payout. 

Asset restructuring of the parent company 
Despite the company rejecting the rumour of a potential injection of water 
business into BCC, we believe that the asset restructuring of Beijing 
Enterprise (392 HK) and Beijing Capital Group (the parent company of BCC) 
are under investigation. As such, there is a chance for the water business of 
Beijing Enterprise to be injected into BCC through Beijing Capital Group in the 
near future. Should it be the case, Beijing Capital will further reinforce its 
position in domestic water operations in China. 
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 FY06 revenue breakdown by segment   FY06 turnover breakdown by region 
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39.1%
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0.2%
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Source: CLSA Asia-Pacific Markets    

Beijing Capital share-price performance 
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Beijing Enterprises  

HK$43.50 - UNDERPERFORM   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 Dec 05A 06A 07CL 08CL 09CL
Revenue (HK$m) 11,239.16 14,001.87 13,208.82 20,752.67 24,574.70
Net profit (HK$m) 570.42 338.67 928.32 1,380.17 1,699.25
EPS (HK￠) 91.6 54.2 81.6 121.2 149.3

EPS (% YoY) 13.3 (40.8) 50.5 48.6 23.1
PEx (@HK$43.50) 47.5 80.3 53.3 35.9 29.1
Dividend yield (%) 0.7 0.7 1.0 1.4 1.7
FCF yield (%) 1.0 2.0 (2.7) (0.3) (0.5)
ROAE (%) 6.90 3.90 6.20 6.40 7.60
Price/book (x) 3.0 3.1 2.4 2.3 2.2
Source: CLSA Asia-Pacific Markets 

 Danie Schutte, CFA 
 danie.schutte@clsa.com 

(852) 26008573 

  

  

  

  

  
 

 November 2007 

 China 
 Conglomerates 
  
 Reuters 0392.HK 
 Bloomberg 392 HK 

 Priced on 5 November 2007 
 HS CEI @  18,291.2 
  
 12M hi/lo HK$51.00/15.00 
  
 12M price target HK$44.27 
 ±% potential +2% 
 Target set on 5 Nov 07 
   
 Shares in issue 1,138.4m 
 Free float (est.) 39.0% 
   
 Market cap US$6,199m 
     
     
  
 3M average daily volume 
 HK$184.3m (US$23.7m) 
     
  
 Major shareholders 
 Beijing Municipal Gov’t 61.0%  
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 11.0 38.3 174.3 
 Relative 6.4 (3.4) 14.3 
 Abs (US$) 10.8 39.5 174.7 
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Gassed up 
The market has rewarded Beijing Enterprises’ transformation from a 
moribund state-owned window company into a more focused, 
commercially-minded utility by shaving its discount to NAV. The process 
has further to go, with potential asset disposals and injections boosting 
NAV by as much as 12%, assuming the company pushes up gearing to 
45% to pay for the new assets. Expansion along the Shaanxi-Beijing 
pipeline should secure earnings growth. 

Transformation 
The injection of Beijing Gas in mid-2007 catapulted Beijing Enterprises 
towards becoming the preferred utility company in China’s capital. Following 
the injection, gearing is at just 9%. It can, therefore, easily accept more 
assets from the parent, while still funding its gas and brewery expansion 
plans. The stock has underperformed the Hang Seng Index by 88% over the 
past 10 years, but with the transformation underway, it has outrun the 
benchmark by 30% over the past three years. The outperformance is set to 
continue. 

Gas injected at a discount 
Following the injection, gas-related revenue will account for around 50% of 
the group total, while gas assets will comprise more than 60% of NAV. We 
value the gas asset at HK$25.8bn, versus the HK$11.6bn acquisition cost, but 
still see more upside given its growth prospects. Beijing Enterprises also plans 
to tap other cities along the Shaanxi-Beijing gas pipeline, of which it owns 
40% in a partnership with PetroChina. 

Water-treatment plants 
The company will operate the Beijing Water Supply No.9 plant for 20 years 
and has recently been awarded a concession to operate the No.10 plant for 
23 years. We expect the Beijing Water Supply No.10 plant to generate similar 
cashflow in future to the No.9 plant, which is currently generating Rmb200m 
per annum. The two water plants represent about 10% of the group’s NAV. 

Asset injections on the cards 
Our HK$41 target price is the average of 08CL and 09CL NAV. The company’s 
increased focus on profitable core activities together with the likelihood of 
asset injections from its parent should boost the already strong NAV growth, 
justifying the lack of a target NAV discount. 
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Beijing Enterprises - HK$43.50 - UNDERPERFORM 
Summary P&L forecast (HK$m)    

Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL 
Revenue 11,239 14,002 13,209 20,753 24,575 
Operating Ebitda 1,752 1,998 2,548 3,071 3,589 
Operating Ebit 1,051 1,182 1,568 2,043 2,438 
Interest income 0 0 0 0 0 
Interest expense (156) (115) (112) (109) (106) 
Other items (5) 59 138 370 487 
Profit before tax 890 1,126 1,593 2,303 2,818 
Taxation (175) (518) (398) (576) (705) 
Minorities and other (144) (270) (267) (347) (414) 
Profit 570 339 928 1,380 1,699 

Summary cashflow forecast (HK$m)  

Operating Ebit 1,051 1,182 1,568 2,043 2,438 
Depreciation/amort 701 815 980 1,027 1,152 
Working capital - trade (74) (35) (353) 610 (552) 
Other operating items 1,140 (478) (1,620) (722) 63 
Operating cashflow 2,818 1,484 575 2,959 3,101 
Net interest/taxes/other (242) (579) (508) (359) (608) 
Cashflow 2,577 905 67 2,600 2,493 
Capital expenditure (2,293) (351) (1,420) (2,761) (2,741) 
Acq/inv/disposals 428 80 (253) (82) (49) 
Free Cashflow 711 634 (1,606) (242) (296) 
Ord div paid/Other items 68 138 2,536 (575) (747) 
Decrease in net debt 779 772 930 (817) (1,043) 

Summary balance sheet forecast (HK$m)  

Cash & equivalents 3,508 2,708 3,588 2,721 1,628 
Debtors - trade 929 458 1,726 1,628 2,274 
Inventories - trade 1,575 1,649 1,595 1,025 1,213 
Other current assets 1,954 1,880 1,828 2,758 2,892 
Fixed assets 8,037 7,682 16,194 17,996 19,651 
Intangible assets 1,794 1,495 4,167 3,959 3,761 
Other term assets 1,834 1,453 2,182 2,552 3,039 
Total assets 19,630 17,324 31,281 32,639 34,458 
Short-term debt 2,551 1,334 1,334 1,334 1,334 
Creditors - trade 1,166 734 1,595 1,538 1,819 
Other current liabs 395 551 478 691 845 
Long-term debt/CBs 955 589 539 489 439 
Other long-term liabs 2,057 1,057 2,025 2,057 2,057 
Minorities/other equity 4,064 4,189 4,465 4,821 5,244 
Shareholder funds 8,443 8,871 20,846 21,710 22,720 
Total liabs & equity 19,630 17,324 31,281 32,639 34,458 

Ratio analysis    

Revenue growth (%) 13.5 24.6 (5.7) 57.1 18.4 
Op Ebitda growth (%) 8.9 14.0 27.6 20.5 16.9 
Op Ebit growth (%) 13.7 12.5 32.6 30.3 19.3 
Op Ebitda margin (%) 15.6 14.3 19.3 14.8 14.6 
Op Ebit margin (%) 9.4 8.4 11.9 9.8 9.9 
Net profit margin (%) 5.1 2.4 7.0 6.7 6.9 
Dividend payout (%) 32.7 55.1 55.5 50.0 50.0 
Tax rate (%) 19.7 46.0 25.0 25.0 25.0 
Ebitda/net int exp (x) 11.2 17.4 22.7 28.1 33.8 
Net debt/equity (%) 0.0 (6.0) (6.8) (3.4) 0.5 
Gross debt/equity (%) 28.0 14.7 7.4 6.9 6.3 
Net debt/op Ebitda (x) 0.0 (0.4) (0.7) (0.3) 0.0 
Gross debt/op Ebitda (x) 2.0 1.0 0.7 0.6 0.5 
Return on equity (%) 7.0 3.9 6.2 6.5 7.6 
ROCE (%) 8.4 10.0 9.5 9.8 10.9 
Return on assets (%) 2.9 1.8 3.8 4.3 5.1 
 

Strong revenue growth 
from core gas and 
brewing activities. 

Taxes will rise given the 
rising profit profile, but 
interest charges will 
decline as cash-
generation lowers debt. 

Internal cash generation 
should wipe out gearing 
even after factoring in a 
50% dividend payout 
and hefty capex. 

The acquired gas asset 
will boost 08CL revenue 
after non-core asset 
disposals drag down 
07CL revenue. 

Margins are healthy due 
to an increased focus on 
the profitable core 
businesses. 

Rising ROE as the core 
businesses increase 
profitability. 



Bio-Treat Tech  

S$0.80 – No rec    

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com  

Financials  
Year to 30 June 06A 07A 08F 09F 10F
Revenue (S$m) 292 321 388 434 498
Net profit (S$m) 38 67 69 73 79
EPS (S¢) 0.0 0.1 0.1 0.1 0.1
EPS (% YoY) (45.0) 70.5 (1.3) 8.1 11.2
PEx (@S$0.80) 18.10 10.60 10.70 9.90 8.90
Dividend yield (%) 1.60 1.76 1.51 1.26 1.26
ROAE (%) 12.30 18.90 17.50 16.00 18.00
Price/book (x) 2.09 1.87 1.63 1.42 1.24
Net gearing (%) 15.79 27.99 48.24 51.33 42.07
Source: I/B/E/S 

 Debra Lui 
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 Bloomberg BIOT SP 

 Priced on 31 October 2007 
 STI @  3,805.7 
  
 12M hi/lo S$1.03/0.48 
  
   
   
   
   
 Shares in issue 886.9m 
 Free float (est.) 57.9% 
   
 Market cap US$487m 
     
     
  
 3M average daily volume 
 S$3.0 (US$2.0m) 
     
  
 Major shareholders 
 Fullway 28.9% 
 MXG Investment 7.19% 

 
Franklin Resources 
6.05%  

  
 Stock performance (%) 

  1M 3M 12M 
 Absolute (12.6) (17.2) 30.3 
 Relative (14.9) (22.8) (7.5) 
 Abs (US$) (10.3) (13.6) 40.5 
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Water treat 
Bio-Treat uses biotechnology to treat waste and wastewater. It has 
developed a biological process application called the Best Micro-organism 
System (BMS). The BMS technology has been applied to over 500 
wastewater-treatment projects in China, and applied to waste-
management products, such as the BMS Mobile Toilet and Rubbish 
Processor. In addition, the company also distributes and sells third-party 
waste- and wastewater-treatment equipment and accessories. 

Corporate governance issues 
The company’s share price was hammered in late 2006 after poor FY06 
results were followed by a boardroom scandal that erupted in October after 
the company’s former non-executive chairman Wing claimed that his letter of 
resignation was forged and that he had filed a police report. While Wing may 
not be on the board any more, he still has a deemed stake of 30.8% in the 
company through his family trust, according to the FY07 annual report. 

Earnings back on track in FY07 
Earnings were back on track in FY07, breaking the FY05 record of Rmb328m, 
following the slump in net profit last year due to one-off expenses of Rmb55m 
and CB issuance cost of Rmb35.1m. The group’s core wastewater treatment 
services, namely turnkey projects, accounted for 85% of total FY07 revenue 
at Rmb1.36bn. Some 15%, or Rmb232m, of FY07 revenue derived from 
discharge fees in BOT/TOT projects and the sale of proprietary BMS products. 
The group is paring back by focusing on cost efficiencies through reducing 
distribution, R&D and finance expenses. 

Expansion into primary market 
Since Bio-Treat embarked on its first BOT project in Xianyang City in October 
2004, it has secured additional BOT and TOT projects in various parts of the 
country. While the group is focusing on completing the rest of its BOT projects 
in an attempt to reduce its reliance on turnkey projects, Bio-Treat is now 
looking to expand from the secondary market into the primary one, where 
more contaminated industrial wastewater has to be treated by using 
screening and settling. To do so it will initially form a JV called High Result, 
with Japanese partner All Praise. Bio-Treat will invest Rmb14.4m to take a 
60% stake in the venture, which will market All Praise's physical/chemical-
process technology and coagulant formula in China. The venture will also 
build a production facility in China and expand sales geographically. 
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China Everbright Int’l 

HK$4.04 – BUY   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 Dec 05A 06A 07CL 08CL 09CL
Revenue (HK$m) 132.85 1,125.37 1,589.36 1,985.65 2,711.10
Net profit (HK$m) 106.81 551.25 329.86 390.69 490.98
EPS (HK¢) 33.7 20.3 10.6 12.5 15.7
CL/consensus(5)(EPS%) - - 173 139 121
EPS (% YoY) (39.7) (47.9) 18.4 25.6
PEx (@HK$4.04) 12.0 19.9 38.2 32.3 25.7
Dividend yield (%) 1.6 0.5 0.3 0.3 0.3
FCF yield (%) (23.6) (3.6) (3.3) (5.1) (4.0)
ROAE (%) 34.70 15.30 15.80 17.10
Price/book (x) 1.1 5.5 5.5 4.8 4.1
Net gearing (%) 58.15 11.03 31.30 51.19 59.82
Source: CLSA Asia-Pacific Markets 

 Debra Lui 
 debra.lui@clsa.com 

(852) 26008398 

 Simon Powell 
 Head of Power Research 

(852) 26008626 
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 Priced on 31 October 2007 
 HS CEI @  20,164.2 
  
 12M hi/lo HK$4.07/1.04 
  
 12M price target HK$4.59 
 ±% potential +14% 
 Target set on 6 Nov 07 
   
 Shares in issue 3,120.7m 
 Free float (est.) 43.1% 
   
 Market cap US$1,627m 
     
     
  
 3M average daily volume 
 HK$59.6m (US$7.7m) 
     
  
 Major shareholders 
 China Everbright Holdings 56.9%  
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 29.9 28.3 281.1 
 Relative 9.6 (18.3) 43.0 
 Abs (US$) 30.1 29.5 282.5 
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From waste to value 
Intensifying waste and environmental problems in China present an 
opportunity for China Everbright International (CEI), which is poised to 
become a regional leader in waste management, offering municipal-
waste incineration, sewage treatment and hazardous-waste 
management. Rising tariffs and new project additions will drive an EPS 
Cagr of 32% over 07-10CL. We initiate coverage with a BUY rating to our 
HK$4.59/share target.  

Waste-management leader 
CEI is transforming itself from a conglomerate to a company focused on 
waste management. Offering municipal-waste incineration, sewage 
treatment, and now hazardous-waste management, the company is leveraged 
to Beijing’s increased focus on cleaning up the environment. We project CEI’s 
waste-incineration and sewage-treatment capacity to realise 32% and 25% 
Cagrs over 08-12CL, assuming a greater focus on waster incineration. 

Rubbish piling up  
China’s per-capita output of municipal waste is half that of developed 
countries. But the strong rise in municipal-waste production is set to strain 
landfill resources, pushing up tipping fees. This will expand the market for 
waste incineration by 30% or more per annum. Upside for CEI will flow from 
new projects, increasing volume of trash, as well as improving heat rates for 
rubbish being processed due to greater combustibility. 

Projects ramping up 
Central and local governments in China are strongly promoting sewage 
treatment and waste incineration. CEI has demonstrated key capabilities in 
winning build-operate-transfer (BOT) and transfer-operate-transfer (TOT) 
waste-incineration and sewage-treatment projects. We see significant upside 
to earnings through increased tariffs and volume for existing projects and the 
construction of new projects. Further upside would come from the extremely 
profitable hazardous-waste-management space.  

Believe in the growth 
Management is guiding for conservative additions of new projects. If we 
assume the company invests HK$1.5bn per year in new projects for the next 
four years, this gives us a DCF valuation of HK$4.59/share, with upside 
beyond that if the company invests more. The implied 08CL PE of 36.5x is 
supported by our projection of 34% YoY core EPS growth in 08CL. 
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Clean & Green Audit™ 
Criteria Score
Leadership 0.00
Recognition  5.00
Disclosure 3.00
Looking to the future 4.00
C&G score/20 10.57

For details on methodology and 
scoring ranges across Asia, see our 
annual Clean & Green Audit report, 
which debuted in September 2006.  

China Everbright Int’l 
Criteria Score Country

avg (%)
Country

rank
Asia-xJ

avg (%)
Sector 

rank 
Discipline 70 46 21 58 23 
Transparency 82 67 33 71 23 
Independence 38 47 92 49 46 
Accountability 50 43 37 52 31 
Responsibility 38 39 63 52 46 
Fairness 67 56 46 65 34 
Social resp 100 76 1 72 1 
Wtd CG score 62 52 31/129 59 35/73 
 

Outlook 1 year Comment 
Jet Stream® criteria   
Industry leadership  CEI is morphing into a leader in waste treatment in the PRC. 
EVA™ return  Improving with environmental business contributing higher share of the group’s business. 
Shareholder value  We predict that the ROE going forward to exceed our estimated cost of equity of 10%. 
Corporate governance  Respectable disclosure and transparency 
Management quality  Focused, competent and conservative in approach. 
Use of technology  Depth of knowledge and competence in project construction and operation. 
CLSA Clean & Green Audit™  Municipal waste incineration reduces CO2 output. Sewage treatment improving water quality. 
Valuations    
Earnings momentum  We are expecting 14% core EPS growth in 2007 and 34% in 2008. 
Price/earnings  Deserves above 35x 08CL PE given its position in waste management and sewage treatment. 
Price/book value  The stock could rerate further given an increase in price for environmental assets. 
Macro factors   
Country risk  China is actively investing in the environmental business. 
Strategy  Highly dependent on government policy, yet we believe that it will be favorable to the sector. 
Liquidity  Strong in Hong Kong market, especially given recent QDII flow from China. 
Technical analysis  The recent breakout above the July highs provides the stock with added momentum for a move up 

to the HK$5.02-4.90 region. 

Conclusion BUY  
 

Valuation history 

PE bands  PB bands  Comment 
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 We expect the stock to further 
rerate on the back of new 
acquisitions. 

Bands (from the top): max, +1sd, avg, -1std, min.  

China Everbright International - HK$4.04 - BUY 
The business  Competition & market franchise 

With China Everbright Holdings Company as its major 
shareholder, China Everbright International has grown into a 
solid and reputable conglomerate focusing primarily on 
environmental protection, infrastructure (including electricity 
and transportation) and property development. In recent years, 
while actively restructuring its assets, the company has also 
further explored the environmental-protection industry in 
China, with the aim of becoming one of the largest waste-
treatment companies in the market. 

 The company faces competition from a number of areas. 
Existing methods of garbage and sewage disposal include 
landfill or dumping. We believe that quickly the government 
will move to prevent this. Other companies such as Suez are 
bidding to build the BOT operations. 
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China Everbright International - HK$4.04 - BUY 

 

Investment by numbers

Risks to our view

Key earnings drivers
Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL

Wastewater tariff growth (%) – – – 8.0 8.0
Electricity tariff growth (%) – – – - 5.0

Revenue from construction (Rmbm) 1,069.6 1,146.3 1,650.0

Revenue from operations (Rmbm) 289.0 553.8 686.9

Finance income (Rmbm) 132.3 172.0 243.4
Enviro biz rev (Rmb '000) 1,012,833 1,490,970 1,872,179 2,580,377
Bridge traffic vol (daily avg) 22,186 26,267 31,099 35,763 41,128
Tollbridge rev (Rmb '000) 59,824 72,584 88,066 103,786 122,312

We have factored into our numbers capex of HK$6bn over the next four years,
driving a turnover Cagr of 30% and core EPS Cagr of 32% over 07-10CL.

We expect margin improvement to stem from the increasing number of
environmental projects becoming operational.

The dividend payout is set to fall from 10% to around 6% over the next few years
as the company is likely to keep the absolute level of dividends unchanged and
retain cash for its expansion. 

Waste-treatment handling (tipping) fees could decrease, which would depress
industry profitability. However, we believe that reduced handling fee is taken up by
higher power tariff which should safeguard the high return for WTE projects.

If local governments require an upgrade in water standards, the company might
face margin compression from rising costs with fixed contract tariffs. This risk is
only capped for its sewage-treatment contract in Zibo, where it has signed an
agreement on tariff pass-throughs. 

The relatively high organic and water content of rubbish in China makes designing
and operating municipal-waste-incineration systems difficult and this can affect the
earnings profile of BOT projects where additional fuel is needed to ensure high heat
levels for incineration.

There are limitations in hiring experienced manpower.
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China Everbright International - HK$4.04 - BUY 
Summary P&L forecast (HK$m)    
Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL 
Revenue 133 1,125 1,589 1,986 2,711 
Operating Ebitda 57 254 421 606 793 
Operating Ebit 38 248 390 573 757 
Interest income 0 0 0 0 0 
Interest expense (32) (64) (80) (110) (145) 
Other items 106 403 67 0 0 
Profit before tax 112 587 377 463 612 
Taxation 11 (10) (19) (39) (78) 
Minorities and other (16) (25) (29) (34) (43) 
Profit 107 551 330 391 491 

Summary cashflow forecast (HK$m)  
Operating Ebit 38 248 390 573 757 
Depreciation/amort 19 6 31 33 36 
Working capital - trade 37 38 100 4 59 
Other operating items 0 0 (821) (1,049) (1,105) 
Operating cashflow 94 292 (300) (438) (253) 
Net interest/taxes/other (26) (54) (99) (149) (223) 
Cashflow 68 237 (399) (586) (476) 
Capital expenditure (370) (632) (16) (60) (27) 
Acq/inv/disposals 0 684 0 0 0 
Free Cashflow (302) 289 (415) (646) (504) 
Ord div paid/Other items (437) 218 (115) (37) (37) 
Decrease in net debt (739) 506 (530) (683) (541) 

Summary balance sheet forecast (HK$m)  
Cash & equivalents 409 757 769 610 622 
Debtors - trade 109 155 218 272 371 
Inventories - trade 0 3 5 6 8 
Other current assets 92 172 441 528 626 
Fixed assets 1,370 263 297 347 361 
Intangible assets 83 596 572 549 526 
Other term assets 613 1,439 2,053 3,015 4,021 
Total assets 2,676 3,386 4,355 5,326 6,535 
Short-term debt 40 88 499 1,023 1,576 
Creditors - trade 233 249 355 415 575 
Other current liabs 3 2 0 0 0 
Long-term debt/CBs 1,108 901 1,032 1,032 1,032 
Other long-term liabs 21 32 32 32 32 
Minorities/other equity 93 117 146 180 222 
Shareholder funds 1,178 1,996 2,291 2,644 3,098 
Total liabs & equity 2,676 3,386 4,355 5,326 6,535 

Ratio analysis    
Revenue growth (%)  747.1 41.2 24.9 36.5 
Op Ebitda growth (%)  344.1 65.9 44.2 30.7 
Op Ebit growth (%)  548.2 57.4 47.0 32.0 
Op Ebitda margin (%) 43.0 22.5 26.5 30.5 29.2 
Op Ebit margin (%) 28.8 22.0 24.5 28.9 27.9 
Net profit margin (%) 80.4 49.0 20.8 19.7 18.1 
Dividend payout (%) 19.3 8.9 11.3 9.5 7.6 
Tax rate (%) (9.9) 1.7 5.0 8.3 12.7 
Ebitda/net int exp (x) 1.8 3.9 5.3 5.5 5.5 
Net debt/equity (%) 58.2 11.0 31.3 51.2 59.8 
Gross debt/equity (%) 90.3 46.8 62.9 72.8 78.5 
Net debt/op Ebitda (x) 12.9 0.9 1.8 2.4 2.5 
Gross debt/op Ebitda (x) 20.1 3.9 3.6 3.4 3.3 
Return on equity (%)  34.7 15.4 15.8 17.1 
ROCE (%)  29.9 16.5 15.4 15.8 
Return on assets (%)  18.2 8.5 8.1 8.3 

 

2006 results include 
disposal gains of 
HK$310m from sale of 
Mawan Power; HK$16m 
from sale of investment 
properties; and 
HK$5.8m valuation gain 
from investment 
properties. 

Includes the increase in 
gross amounts due for 
contract work. 

Includes the current 
portion of gross amount 
due from contract works. 

Payout is set to fall as 
the company is likely to 
keep the absolute level 
of dividends unchanged 
and retain cash for its 
expansion. 

The company still has a 
lot of room to increase 
its gearing. 

Includes gross amount 
due from contract works 
(BOT) and other 
receivables (TOT). 
Intangible assets include 
toll bridge asset. 



China Water  

HK$5.50 - UNDERPERFORM   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 March 06A 07A 08CL 09CL 10CL
Revenue (HK$m) 52.90 140.34 713.83 1,626.27 2,310.82
Net profit (HK$m) (39.97) 63.38 109.70 240.58 330.02
EPS (HK¢) (8.3) 6.6 8.7 17.7 23.2
CL/consensus(3)(EPS%) - - 87 81 71
EPS (% YoY) (15.0) (179.2) 32.8 102.9 31.2
PEx (@HK$5.50) (66.5) 84.0 63.2 31.1 23.7
Dividend yield (%) - - - - -
FCF yield (%) (5.5) 1.2 (3.5) 1.3 0.8
ROAE (%) (28.10) 9.80 8.30 11.30 11.40
Price/book (x) 13.1 5.7 4.5 2.9 2.5
Net gearing (%) (34.29) 2.17 24.69 (16.32) (24.29)
Source: CLSA Asia-Pacific Markets 
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 Priced on 31 October 2007 
 HS CEI @  20,081.8 
  
 12M hi/lo HK$6.66/2.23 
  
 12M price target HK$5.31 
 ±% potential -4% 
 Target set on 30 Jul 07 
   
 Shares in issue 1,260.6m 
 Free float (est.) 56.9% 
   
 Market cap US$878m 
     
     
  
 3M average daily volume 
 HK$39.3m (US$5.0m) 
     
  
 Major shareholders 

 
Duan Chuan Liang 12.1%  
L-R Global Partners, L.P. 9.2% 

  
   
  
 Stock performance (%) 

  1M 3M 12M 
 Absolute 14.8 5.8 139.1 
 Relative (2.7) (29.6) (10.9) 
 Abs (US$) 15.0 6.8 140.0 
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Still consolidating projects 
China Water Affairs (CWA) will gain from official tariff hikes and industry 
reforms. Continuous urbanisation is straining China’s potable-water 
supplies and sewage systems. In light of the investment flow into this 
burgeoning sector, CWA's rising tariffs and volumes, as well as further 
acquisitions should boost earnings in the long term. However, the current 
risk-reward profile is not very attractive. Further dilution risks exist as 
the group has recently issued HK$650m convertible bonds.  

Integrated tap-water supplier 
CWA is an integrated player, whose services range from urban tap-water 
supply and sewage treatment, to metre installations and water-supply-
infrastructure construction. It has secured projects in 15 China cities with a 
total daily water supply of 2.7 million tonnes and sewage treatment capacity 
of 0.1m tonnes. 

Earnings taking longer time to flow through 
Disappointing FY07 results reflect low earnings visibility but were saved by 
non-core items, including HK$41m investment-property-revaluation gains and 
HK$102m securities-investment income. Delays in revenue consolidation and 
a longer-than-expected operation turnaround for the basis of the earnings 
miss. Management has now extended its guidance on consolidation to at least 
six months after the agreement is finalised. Some operations, originally 
targeted to take one year to turn around, are now taking 16-24 months, and 
even up to three years for those located in smaller cities.  

Less attractive risk-reward profile 
China Water has non-core operations that account for 14% of our estimated 
group NAV. This includes hydropower investments and holdings in Ming Hing 
Water (7% stake), Qianjiang Water (11%) and Wah Yuen (19%). Further 
dilution risks exist as the group has recently issued HK$650m convertible 
bonds. Also, we estimate that the group will return to the market for around 
HK$700m-1.2bn of funding for new acquisitions, if they were to meet the 
10m tonnes daily-capacity target by 2011.   
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China Water - HK$5.50 - UNDERPERFORM 
Summary P&L forecast (HK$m)    

Year to 31 March 2006A 2007A 2008CL 2009CL 2010CL 
Revenue 53 140 714 1,626 2,311 
Operating Ebitda (13) 184 274 626 947 
Operating Ebit (20) 161 178 480 759 
Interest income 0 0 0 0 0 
Interest expense (2) (9) (33) (52) (60) 
Other items 0 0 29 35 18 
Profit before tax (22) 152 173 463 717 
Taxation (5) (49) (18) (67) (143) 
Minorities and other (14) (40) (45) (156) (243) 
Profit (40) 63 110 241 330 

Summary cashflow forecast (HK$m)  

Operating Ebit (20) 161 178 480 759 
Depreciation/amort 7 23 96 146 188 
Working capital - trade (3) 368 (234) 110 76 
Other operating items 38 (40) (17) (121) (225) 
Operating cashflow 22 512 24 614 798 
Net interest/taxes/other (7) (61) (52) (118) (203) 
Cashflow 15 451 (28) 496 594 
Capital expenditure (163) (387) (215) (398) (532) 
Acq/inv/disposals 23 (461) (354) 108 129 
Free cashflow (124) (397) (596) 205 191 
Ord div paid/Other items 240 307 108 878 243 
Decrease in net debt 115 (90) (488) 1,083 435 

Summary balance sheet forecast (HK$m)  

Cash & equivalents 235 520 302 1,496 2,055 
Debtors - trade 55 23 119 272 387 
Inventories - trade 8 26 117 267 380 
Other current assets 0 345 507 453 399 
Fixed assets 223 715 1,328 1,773 2,117 
Intangible assets 0 80 85 85 85 
Other term assets 10 549 828 849 849 
Total assets 530 2,259 3,287 5,196 6,272 
Short-term debt 59 129 0 0 0 
Creditors - trade 12 31 131 272 376 
Other current liabs 61 396 250 521 720 
Long-term debt/CBs 60 419 818 929 1,053 
Other long-term liabs 0 0 0 0 0 
Minorities/other equity 98 240 509 800 1,043 
Shareholder funds 241 1,044 1,580 2,674 3,079 
Total liabs & equity 530 2,259 3,287 5,196 6,272 

Ratio analysis    

Revenue growth (%) 9.1 165.3 408.6 127.8 42.1 
Op Ebitda growth (%)  48.8 128.5 51.3 
Op Ebit growth (%)  10.5 170.2 57.9 
Op Ebitda margin (%) (24.4) 38.4 38.5 41.0 
Op Ebit margin (%) (36.9) 24.9 29.5 32.8 
Net profit margin (%) (75.6) 45.2 15.4 14.8 14.3 
Dividend payout (%) 0.0 0.0 0.0 0.0 0.0 
Tax rate (%) (22.0) 32.1 10.6 14.4 20.0 
Ebitda/net int exp (x)  20.1 8.3 12.1 15.7 
Net debt/equity (%) (34.3) 2.2 24.7 (16.3) (24.3) 
Gross debt/equity (%) 35.0 42.7 39.2 26.7 25.6 
Net debt/op Ebitda (x) 9.0 (0.1) 1.7 (1.0) (1.1) 
Gross debt/op Ebitda (x) (9.2) 3.0 3.0 1.5 1.1 
Return on equity (%) (28.2) 9.9 8.4 11.3 11.5 
ROCE (%) (14.2) 21.0 10.5 18.7 25.8 
Return on assets (%) (12.4) 4.5 4.0 5.7 5.8 
 

FY2007A net profit 
includes HK$102m of 
investment gain and 
HK$41m of revaluation 
of investment properties. 

No dividend payment. 

Strong capital additions 
from acquisitions. 
Majority of the projects 
are consolidated with 
management control. 

We assume that half of 
the new HK$650m CB to 
be converted in FY2009 
and the rest in FY2010. 

The group targets a 
debt-to-equity ratio of 
100%. 



DMCI   

P12.00 – No rec   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 03A 04A 05A 06A 07F
Revenue (Pm)  
Net profit (Pm) 164 1,329 3,591 1,888 1,983
EPS (P) 0.1 0.6 1.6 0.3 0.9
EPS (% YoY) 742.9 169.5 (81.3) 196.0
PEx (@P12.00) 171.40 20.30 7.50 40.40 13.70
ROAE (%) 1.90  
Source: I/B/E/S 
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 Philippines 
 Water 
  
 Reuters DMC.PS 
 Bloomberg DMC PM 

 Priced on 31 October 2007 
 Phils Phisix @3,759.0 
  
 12M hi/lo P12.00/4.70 
  
   
   
   
   
 Shares in issue 2,255m 
 Free float (est.) 59.4% 
   
 Market cap US$620m 
     
     
  
 3M average daily volume 
 P16.2 (US$0.4m) 
     
  
 Major shareholders 
 Dacon 35.16% 
 La Peral Maria Edwin 5.41% 
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 31.9 33.3 144.9 
 Relative 25.3 24.2 76.5 
 Abs (US$) 36.0 38.5 179.5 
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Landed infra play 
DMCI is an emerging infrastructure conglomerate with a growing 
portfolio in exciting the water distribution and mining sectors with a 
potential growth kicker from its fast selling mid-to-high end residential 
property projects. Its water distribution business holds an exclusive 
concession for the West Zone of Metro Manila. The company is 
guaranteed a return on investments to upgrade and expand the systems 
and a cost recovery mechanism for foreign exchange and inflation. 

Emerging infrastructure play 
DMCI is parlaying its 50-year experience as an engineering and technical 
management company into a promising infrastructure -driven portfolio. The 
company is a significant partner in the water utility concessionaire for the 
West Zone of Metro Manila. It serves six million customers with another two 
million waiting to be connected to its distribution system. It is also acquiring 
small off-grid coal-fired power generation plants which are virtual monopolies, 
use Semirara coal, which could offer substantial growth moving forward. 

Coal mining subsidairy is a potential gold mine 
The coal mining operation is recovering on the back of higher demand and 
stable domestic prices. The company has begun to export mainly to China, 
which represents a way of cushioning growth should domestic demand slow. 
Although most of the growth is being driven by the sharp rise in global prices, 
margins are very healthy and should keep profitability strong. 

Substantial growth boost from property development 
DMCI Homes has completed 18 housing projects and delivered over 7000 
housing units since 2000. Its available inventory this year is 964 units of 
which 36% is already sold. In 2007, seven new projects will be launched, 
which represent positive revenues for the next three to five years. Take-up 
rates for existing stock are strong with demand from overseas foreign 
workers and middle income first-time homeowners. 

Downside risks appear manageable 
The construction business is one area of potential weakness. The current 
backlog of P3bn assures profits for this year. But given some ambiguity in the 
government's infrastructure programme, ie, lack of details on specific projects 
and budgets, the company is unable to project beyond 2007. 
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Doosan Heavy Ind  

183,000 won - UNDERPERFORM 
 
 

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

 Dong Soo Lim 
 dongsoo.lim@clsa.com 

(822) 3978440 

 Daniel Oh 
 (822) 3978452 

 Geoff Boyd 
 (65) 64167853 

  

  

  

Financials  
Year to 31 Dec 05A 06A 07CL 08CL 09CL
Revenue (bn won) 3,303.50 3,508.67 3,984.00 5,511.00 6,268.00
Net profit (bn won) 164.92 74.16 377.91 520.15 700.45
EPS (won) 1,927.8 865.2 4,408.6 6,068.0 8,171.3
CL/consensus(15)(EPS%) - - 141 137 136
EPS (% YoY) 4.1 (55.1) 409.5 37.6 34.6
PEx (@183,000 won) 94.9 211.5 41.5 30.2 22.4
Dividend yield (%) 0.2 0.2 0.3 0.3 0.4
FCF yield (%) 0.3 (1.6) 0.5 1.4 2.1
ROAE (%) 8.60 3.70 18.00 21.90 24.90
Price/book (x) 7.9 7.8 7.2 6.1 5.2
Net gearing (%) 61.28 81.81 72.59 50.39 28.73
Source: CLSA Asia-Pacific Markets 
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 Korea 
 Water 
  
 Reuters 034020.KS 
 Bloomberg 034020 KS 

 Priced on 1 November 2007 
 Korea Kospi @  2,063.1 
  
 12M hi/lo 186,000/35,200 won 
  
 12M price target 172,000 won 
 ±% potential -6% 
 Target set on 2 Nov 07 
   
 Shares in issue 104.4m 
 Free float (est.) 28.1% 
   
 Market cap US$21,215m 
     
     
  
 3M average daily volume 
 53.9bn won (US$58.3m) 
     
  
 Major shareholders 

 
Doosan Corp. 41.4%  
Treasury stock 17.9% 

  
 Foreign s'holding 18.6% 
  
 Stock performance (%) 

  1M 3M 12M 
 Absolute 84.8 95.7 395.9 
 Relative 75.8 76.1 230.4 
 Abs (US$) 86.9 100.4 415.6 
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Beloved too much 
By every measure, Doosan Heavy trades at a premium to its global peers 
and its valuation is stretched (22.4x 09CL earnings and 23.6x 09CL 
EV/Ebitda). Our per-share data is based on ex-treasury shares (18% of 
outstanding) and our earnings projections are 15-24% higher than 
consensus (we are more bullish on its affiliates’ earnings). Despite raising 
our target price to 172,000 won (largely reflecting a rally of benchmark 
STX Engine), we are downgrading our rating from BUY to Underperform. 

Bright business outlook intact  
Doosan Heavy has an attractive portfolio that includes power plants, 
desalination and casting and forging. The outlooks of these divisions are 
bright for the next three years. However, Doosan’s (DHIC) current share price 
makes the specialised players in each of its business areas look more 
attractive.  

We value affiliates aggressively 
All DHIC’s major affiliates, including Doosan Infracore, Doosan Construction & 
Engineering, Doosan Engine and Doosan Mecatec are on a cyclical upturn. We 
valued the first two listed companies based on market value without any 
discount. We valued Doosan Engine by applying a 30% premium to STX 
Engine’s 18.1x 2008F PE and Mecatec by applying Samsung Engineering’s 
24.8x 2008CL PE. 

Risks to our downgrade 
There are two risks in our downgrade of DHIC: if the company receives 
significantly more than nine trillion won worth of new orders in 2008 
(compared with our expectation of 8.8 trillion won); and if it starts taking 
desalination orders outside the Middle East because this would imply 
substantial improvement of DHIC’s global market position in the reverse-
osmosis desalination space – a market which has a bigger growth potential 
than the Middle East over the medium-to-long term. 

Target raised on higher valuation of Doosan Engine 
We have raised our target from 144,000 won to 172,000 won on a higher 
valuation to reflect the share price rally of STX Engine. The new target also 
reflects DHIC’s indirect effective 9% shareholding in Doosan Infracore 
(Doosan Engine and Doosan Mecatec each own 6% of Doosan Infracore, and 
DHIC owns 51% of Doosan Engine and 100% of Mecatec). DHIC trades at a 
substantial premium to its global peers, and we now downgrade the stock 
from BUY to Underperform. 
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 Sum-of-parts valuation 

 Stakes 
(%) 

Ebitda 
(08CL) 

Target NAV 
(bn won) 

Remarks 

Core business  569.2 7,730.6  
Power plant  271.5 3,539.2 Avg 13.0x EV/Ebitda of Alstom, Mistubishi Heavy, Areva & Siemens 
Industrial plant  87.6 788.0 9.0x EV/Ebitda of Veolia 
Casting & forging  127.9 2,239.1 Avg 17.5x EV/Ebitda of Taewoong, Pyeong San & Hyunjin Material 
Construction  82.2 1,164.2 20% discount to avg 17.7x EV/Ebitda of major construction companies 
   8,282.7  
Investment assets 

 
Operating 

profit (08CL) 
  

Doosan Infracore 48.1 454.1 3,127.6 Market value 
Doosan Ind. & Dev 35.7 178.0 546.6 Market value 
Doosan Mechatech 100.0 148.0 2,170.0 Applying 24.8x 08CL earnings using Samsung Eng as bench mark 
Doosan Engine 51.0 210.0 1,854.0 30% premium to 18.1x 08CL earnings using STX Engine as bench mark  
Yonhap Capital 20.0 25.0 45.3  12.5x2008CL after-tax Ebit 
DHI-UK (Babcock) 100.0 50.0 453.1  12.5x2008CL after-tax Ebit 
Others 95.0 10.0 86.1  12.5x2008CL after-tax Ebit 
Net cash   (1,294.9)  
Sum of parts   14,718.4  
No. of shares (m)   85.7 Excluding treasury shares 
NAV/share (won)   171,703   

Source: CLSA Asia-Pacific Markets   

Peer comparison 

  PE (x) PB (x) ROE (%) Rec 

  

Share price
(1 Nov) 2007 2008 2009 2007 2008 2009 2007 2008 2009   

Doosan Heavy 183,000 won 41.5 30.2 22.4 7.2 6.1 5.2 18.1 21.9 25.0 U-PF 
Mitsubishi HI ¥635 44.3 28.5 17.3 1.8 1.4 1.4 3.7 5.5 8.2 U-PM 
Toshiba Machinery ¥912 13.9 10.9 11.0 2.4 2.1 1.8 17.7 20.7 17.9 BUY 
Siemens  €91.9 18.1 14.6 12.4 2.8 2.4 2.1 15.3 17.1 17.7 N-R 
GE US$40.34 18.3 16.1 14.3 3.5 3.3 3.0 19.8 20.5 21.9 N-R 
Source: CLSA Asia-Pacific Markets, Bloomberg 

Earnings projections - Doosan Engine 

(Wbn) 00A 01A 02A 03A 04A 05A 06A 07CL 08CL 09CL
Operating revenue 415 599 571 468 588 757 1,017 1,210 1,423 1,600 
COGS 383 549 520 436 612 721 911 1,010 1,180 1,297 
% 92.3 91.7 91.0 93.2 104.0 95.2 89.6 83.5 82.9 81.1 
Gross profit 32 50 51 32 (23) 36 106 200 243 303 
SG&A 18 23 27 24 24 29 37 42 48 55 
% 4.3 3.8 4.8 5.0 4.2 3.8 3.6 3.5 3.4 3.4 
Operating profit 14 27 24 9 (48) 7 69 158 210 248 
% 3.4 4.5 4.2 1.8 (8.1) 1.0 6.8 13.1 14.8 15.5 
Non-operating income 8 16 21 15 62 34 47 155 57 63 
Non-operating expenses 11 13 6 7 11 15 39 57 61 69 
Recurring profit 10 29 39 17 3 27 77 256 206 242 
Pre-tax income 10 29 39 17 3 27 77 256 206 242 
Net income 7 23 29 12 3 21 52 192 155 182 

Source: CLSA Asia-Pacific Markets  
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 Earnings projections: Doosan Mechatec 

(bn won) 00A 01A 02A 03A 04A 05A 06A 07CL 08CL 09CL
Operating revenue 48 54 274 341 409 518 708 653 769 880 
COGS 47 46 261 298 363 450 563 510 575 658 
% 97.3 86.1 95.3 87.2 88.9 86.9 79.5 78.1 74.8 74.8 
Gross profit 1 7 13 44 45 68 145 143 194 222 
SG&A 2 3 18 20 28 34 45 40 46 52 
% 4.7 5.1 6.7 5.8 6.9 6.6 6.4 6.1 6.0 5.9 
Operating profit (1) 5 (6) 24 17 34 100 103 148 170 
% (2.0) 8.8 (2.0) 7.0 4.2 6.5 14.1 15.8 19.2 19.3 
Non-operating income 2 1 13 8 22 19 15 20 23 25 
Non-operating expenses 4 5 26 25 29 34 79 39 46 43 
Recurring profit (3) 1 (19) 6 10 19 36 84 125 152 
Pre-tax income (3) 1 (19) 6 10 19 36 84 125 152 
Net income (3) 1 (19) 6 10 18 22 59 88 106 

Source: CLSA Asia-Pacific Markets  

CLSA earnings projections versus the market 

(bn won) FY07F FY08F FY09F 

  CLSA Consensus % dif CLSA Consensus % dif CLSA Consensus % dif
Operating revenue 3,984.0 3,860.6 3.2 5,511.0 5,423.9 1.6 6,268.0 6,617.9 (5.3)
Operating profit 290.6 286.2 1.5 470.2 482.8 (2.6) 597.3 630.8 (5.3)
Operating margin (%) 7.3 7.4 8.5 8.9 9.5 9.5
Recurring profit 550.6 442.8 24.4 723.9 642.0 12.8 969.2 842.4 15.1
Recurring margin (%) 13.8 11.5 13.1 11.8 15.5 12.7
Net profit 377.9 288.1 31.2 520.1 396.8 31.1 700.4 572.1 22.4
EPS (W) 4,408.6 2,783 58.4 6,068.0 4,023 50.8 8,171.3 5,065 61.3

Source: CLSA Asia-Pacific Markets, Bloomberg 

Recommendation history - Doosan Heavy Industries 034020 KS 

Date Rec level Closing price Target
02  November 2007 U-PF 183,000.00 157,000.00
09  October 2007 BUY 114,500.00 144,200.00
09  August 2007 BUY 97,000.00 121,600.00
29  May 2007 BUY 79,000.00 116,000.00
02  May 2007 BUY 73,500.00 81,000.00
28  March 2007 BUY 59,000.00 73,200.00
27  February 2007 BUY 47,100.00 64,800.00
02  January 2007 BUY 44,250.00 50,600.00
03  November 2006 BUY 36,700.00 46,200.00
02  November 2006 O-PF 36,900.00 39,900.00
22  September 2006 O-PF 38,300.00 40,600.00
12  August 2006 BUY 31,950.00 38,700.00
03  July 2006 BUY 34,400.00 39,900.00
Source: CLSA Asia-Pacific Markets  
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Ebara  

¥540 - UNDERPERFORM   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 March 06A 07A 08CL 09CL 10CL
Revenue (¥m) 514,957 538,097 560,000 574,000 602,000
Operating profit (¥m) 10,902 13,249 16,000 24,600 28,300
Recurring profit (¥m) 7,731 10,414 13,100 21,700 25,400
Recurring profit  (% YoY) 56.59 34.70 25.79 65.65 17.05
Net profit (¥m) 3,348 5,446 6,600 12,900 15,200
EPS (¥) 7.9 11.3 13.7 26.9 31.6
PE (@¥540) 68.18 47.61 39.29 20.10 17.06
P/CF (x) 16.4 14.4 12.6 9.3 8.6
PB (x) 1.5 1.4 1.4 1.3 1.2
Source: CLSA Asia-Pacific Markets 
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 Japan 
 Capital Goods 
  
 Reuters 6361.T 
 Bloomberg 6361 JP 

 Priced on 31 October 2007 
 Topix @  1,620.1 
  
 12M hi/lo ¥685/411 
  
 12M price target ¥525 
 ±% potential -3% 
 Target set on 9 Jul 07 
   
 Shares in issue 480.3m 
 Free float (est.) 80.3% 
   
 Market cap US$1,991m 
     
     
  
 3M average daily volume 
 ¥2,150.7m (US$18.6m) 
     
  
 Major shareholders 

 
Master Trust Bank of Japan 4.1%  
Nippon Life Insurance. 4.0% 

  
 Foreign s'holding 29.1% 
  
 Stock performance (%) 

  1M 3M 12M 
 Absolute 1.7 (5.6) 18.2 
 Relative 1.5 (0.6) 18.0 
 Abs (US$) 2.2 (2.1) 21.1 
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Weak engineering segment 
We retain our Underperform call as the engineering business needs more 
time to recover and we have priced the expected recovery rate in our 
valuation. The order environment for trash incinerator equipment should 
improve as upgrade demand kicks in. But the sewage treatment 
equipment and waste incinerator markets remain in a state of structural 
oversupply due to too many players. We lift our target price to ¥525. 

Engineering segment key to stock valuation  
The engineering segment covers environmental equipment, such as trash 
incinerators and sewage treatment equipment, as well as fuel cells and other 
products. The forecast breakdown of FY3/08 sales by sector is as follows: 
public sector 60%; private sector 26%; and overseas demand 14%. FY3/07 
losses increased ¥7.8bn YoY to ¥8.3bn due to falling prices on greater 
competition, and a temporary suspension of bidding rights for new projects as 
a penalty for bid-rigging on sewage treatment equipment orders. FY3/08 
losses are forecast to narrow ¥1.8bn to ¥6.5bn due to cost reductions and the 
lifting of the bidding suspension on new projects. 

Continued losses in the engineering segment 
We forecast operating losses in the engineering segment to narrow ¥5.1bn 
YoY to ¥1.4bn in FY3/09 as management plans to reduce staff by 200 
employees in FY3/08, which will lower fixed costs by ¥3.3bn. We expect the 
order environment for trash incinerator equipment to improve as upgrade 
demand kicks in. But the sewage treatment equipment and trash incinerator 
markets remain in a state of structural oversupply due to too many players. 

Profits to remain high in the fluid machinery and systems segment 
We forecast that OP in the fluid machinery and systems segment, which 
increased 60% YoY to ¥11.5bn in FY3/07, will remain high at around ¥11.5bn 
in FY3/08. Profits rose sharply in FY3/07 due to strength at consolidated 
subsidiary Elliott, which makes compressors for oil and gas plants, and due to 
expanding domestic demand for building pumps. We do not expect profit 
growth in the segment in FY3/08 due to losses in the wind-power business. 

Shares still overvalued  
We base our ¥525 (previous ¥500) target price on 19.5x PE (the machinery 
sector average), which is our FY3/09 EPS forecast (taking dilution into 
account). We lower our earnings forecasts for the engineering segment but 
raise our target price due to a rise in the average PE in the machinery sector. 
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 Ebara - ¥540 - UNDERPERFORM 
Summary P&L forecast (¥m)    

Year to 31 March 2006A 2007A 2008CL 2009CL 2010CL 
Revenue 514,957 538,097 560,000 574,000 602,000 
Cogs (418,414) (434,934) (451,000) (454,900) (475,700) 
SG&A (85,641) (89,914) (93,000) (94,500) (98,000) 
Operating profit 10,902 13,249 16,000 24,600 28,300 
Non-operating balance (3,171) (2,835) (2,900) (2,900) (2,900) 
Recurring profit 7,731 10,414 13,100 21,700 25,400 
Extraordinary balance 5,953 703 0 0 0 
Pretax profit 13,684 11,117 13,100 21,700 25,400 
Tax and other adjustments 10,336 5,671 6,500 8,800 10,200 
Net profit 3,348 5,446 6,600 12,900 15,200 

Summary cashflow forecast (¥m)  

Operating Ebit 10,902 13,249 16,000 24,600 28,300 
Depreciation/amortisation 12,449 12,542 14,000 15,000 15,000 
Working capital - Trade (9,417) (2,757) 33,753 (1,430) (5,620) 
Other operating items (7,439) (9,247) (63) 0 0 
Operating cashflow 6,495 13,787 63,690 38,170 37,680 
Net interest/taxes/other (13,497) (9,943) (6,500) (8,800) (10,200) 
Capital expenditure (13,959) (17,489) (16,800) (15,000) (15,000) 
Acquisition/inv/disposal (4,654) 18,225 2,520 2,600 2,600 
Free cashflow (14,618) (11,039) 42,990 16,970 15,080 
Dividends paid (3,170) (3,600) (3,600) (3,600) (3,600) 
Other items 50,597 (3,614) (8) 0 0 
Decrease in net debt 21,812 (2,634) 39,302 13,370 11,480 

Summary balance sheet forecast (¥m)  

Cash & equivalents 47,509 66,085 37,339 50,709 62,189 
Debtors - Trade 227,534 225,004 224,000 229,600 240,800 
Inventories - Trade 84,121 96,589 95,960 96,790 101,210 
Other current assets 25,750 43,991 44,000 44,000 44,000 
Fixed assets 96,321 98,276 98,469 95,870 93,270 
Intangible assets 14,954 14,264 14,300 14,300 14,300 
Other term assets 96,442 80,823 80,900 80,900 80,900 
Total assets 592,631 625,032 594,968 612,169 636,669 
Short-term debt 94,649 98,035 60,000 60,000 60,000 
Creditors-trade 160,699 167,880 200,000 205,000 215,000 
Other current liabilities 47,385 56,120 56,102 56,102 56,102 
Long-term debt/CBs 131,181 148,028 126,215 129,118 132,020 
Other long-term liabilities 0 0 0 0 0 
Minority interest/ other equity 5,022 9,111 3,800 3,800 3,800 
Shareholder funds 153,695 145,858 148,851 158,149 169,747 
Total liabilities & equity 592,631 625,032 594,968 612,169 636,669 

Ratio analysis    

Revenue growth 7.6 4.5 4.1 2.5 4.9 
Operating profit growth 43.8 21.5 20.8 53.8 15.0 
Recurring profit growth 56.6 34.7 25.8 65.6 17.1 
Net profit growth (117.0) 62.7 21.2 95.5 17.8 
Operating profit margin 2.1 2.5 2.9 4.3 4.7 
Net profit margin 0.7 1.0 1.2 2.2 2.5 
Dividend payout 107.6 66.1 54.6 27.9 23.7 
Tax rate 0.40 0.40 0.40 0.00 0.00 
Free cashflow (14,618) (11,039) 42,990 16,970 15,080 
ROE 2.6 3.6 4.5 8.4 9.3 
ROA 0.6 0.9 1.1 2.1 2.4 
ROIC 1.0 1.4 1.6 3.8 4.3 
Enterprise value (EV) 315,172 367,604 331,114 320,647 312,069 
EV/IC (x) 1.11 1.13 1.03 1.18 1.12 
Equity ratio 25.9 23.3 25.0 25.8 26.7 
Net debt/equity 112.4 116.1 97.5 85.5 74.8 
 

Expanding contribution 
from compressors sales 
for oil and gas and 
reduced losses in the 
engineering segment. 

High level of capex to 
continue for the 
precision instrument 
segment. 

Slow pace of debt 
reduction.

Low profitability in public 
sector-related business. 



Epure International 

S$1.75 – No rec   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07F 08F 09F
Revenue (Rmbm) 380 506 687 968 1,237
Net profit (Rmbm) 80 111 153 234 306
EPS (fen) 0.2 0.3 0.4 0.6 0.7
EPS (% YoY) 70.5 8.2 48.2 29.8
PEx (@S$1.75) 60.60 35.50 32.80 22.10 17.10
Dividend yield (%) - - - -
ROAE (%) 43.20 24.30 17.30 21.00 20.90
Price/book (x) 25.77 5.63 5.06 4.08 3.33
Source: I/B/E/S 
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 Singapore 
 Water 
  
 Reuters EPIL.SI 
 Bloomberg EPUR SP 

 Priced on 31 October 2007 
 STI @  3,805.7 
  
 12M hi/lo S$2.56/0.70 
  
   
   
   
   
 Shares in issue 430m 
 Free float (est.) 37% 
   
 Market cap US$698m 
     
     
  
 3M average daily volume 
 S$2.0 (US$1.3m) 
     
  
 Major shareholders 
 Sound Water 54.4% 
 IFC 8.6% 
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 6.8 6.8 207.2 
 Relative 4.0 (0.4) 118.1 
 Abs (US$) 9.7 11.5 231.3 
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One-stop shop 
Epure is one of the leading one-stop water and wastewater-treatment 
solution providers in China. It is backed by extensive R&D, technical 
expertise and a proven track record. It develops proprietary technologies 
and customises them into effective turnkey solutions for both industrial 
and municipal projects. With over 10 years of industry experience, Epure 
is sought after for its strong project-management capabilities and award-
winning portfolio of large-scale and complex projects. 

Engineering, procurement and construction via Beijing Sound 
In April 2006, Epure acquired a 75% equity interest in Beijing Sound from 
Beijing Laifujia and Beijing Sanghua, for a cash consideration of US$18.8m. 
Beijing Sanghua holds the remaining 25%. Through this acquisition, Beijing 
Sound was converted into a Sino-foreign joint venture. The salient terms of 
the JV agreement states that despite the 75/25 shareholding structure, the 
profit-sharing ratio between the company and Beijing Sanghua will be in the 
proportion of 95% and 5%, respectively.  

Gradual vertical integration into plant operations 
Epure has completed more than 400 engineering, procurement and 
construction (EPC) projects. It is one of the few players in the market capable 
of handling EPC work for large water plants with a daily capacity of more than 
100,000 tonnes. While many other water-treatment companies in China have 
moved aggressively from EPC deals to owning and operating water-treatment 
facilities through build-operate-transfer (BOT), transfer-operate-transfer 
(TOT), build-operate-own (BOO) arrangements, Epure sees itself moving in 
that direction very gradually, with the takeup of a 20% stake in Shanghai 
Chenghuan Water Operation for Rmb2m, which manages Shanghai’s water 
and wastewater-treatment plants. More recently, the company picked up a 
15% stake in Anyang Mingbo Water Operations in a BOT deal. It should derive 
about Rmb120m from the construction phase of the EPC contract and later 
raise its stake in the plant to earn a recurring stream of income. 

More aggressive acquisitions of equipment companies 
Epure will buy 70-100% of Beijing Hi-Standard Water Treatment Equipment 
from Shanghai Jingke Investment Management. Beijing Hi-Standard designs, 
develops and manufactures environmental-protection equipment in China. 
The acquisition should be completed by year-end, and could cost as much as 
US$40m, which Epure plans to fund with the proceeds from a recent 
placement that has raised about US$63m. 
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 Shareholding structure 

 

Subsiduaries  

Source: Company 



Guangdong Investment 

HK$5.27 - UNDERPERFORM   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07CL 08CL 09CL
Revenue (HK$m) 5,315.01 6,055.94 6,262.30 6,690.29 6,926.44
Net profit (HK$m) 1,303.52 1,507.00 1,581.51 1,685.87 1,794.85
EPS (HK￠) 22.7 25.6 26.2 27.2 28.3

CL/consensus(10)(EPS%) - - 97 91 92
EPS (% YoY) 41.8 12.6 2.3 4.0 3.9
PEx (@HK$5.27) 23.2 20.6 20.1 19.4 18.6
Dividend yield (%) 1.7 1.9 2.0 2.1 2.2
FCF yield (%) 7.9 5.8 6.2 6.8 6.9
ROAE (%) 12.10 12.50 12.00 11.80 11.60
Price/book (x) 2.6 2.5 2.3 2.2 2.1
Net gearing (%) 99.57 88.60 77.47 58.11 41.39
Source: CLSA Asia-Pacific Markets 
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 China 
 Conglomerates 
  
 Reuters 0270.HK 
 Bloomberg 270 HK 

 Priced on 31 October 2007 
 HS CEI @  20,081.8 
  
 12M hi/lo HK$5.66/3.17 
  
 12M price target HK$4.75 
 ±% potential -10% 
 Target set on 15 Apr 07 
   
 Shares in issue 6,017.5m 
 Free float (est.) 37.0% 
   
 Market cap US$4,126m 
     
     
  
 3M average daily volume 
 HK$91.4m (US$11.7m) 
     
  
 Major shareholders 
 GDH Limited 63.0%  
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute (1.1) 1.2 62.7 
 Relative (16.2) (32.7) (39.4) 
 Abs (US$) (1.0) 2.1 63.2 
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Green machine 
Guangdong Investment, a 63%-owned investment arm of the Guangdong 
provincial government, is a play on rising water tariffs in China. Water 
utilities accounted for 53% of 2006 revenue, with retail property bringing 
in 28%, infrastructure 14%, and hotels 5%. The company plans to divest 
its hotel and retail businesses and expand its water, power and tollroad 
assets. We apply a 10% holding company discount to a forward NAV of 
HK$5.28/share in deriving our target price of HK$4.75. 

Water volumes in Hong Kong decline 
The company holds a 30-year concession to supply water to Hong Kong. This 
supply agreement was recently changed from a fixed supply to variable one. 
The Guangdong government has agreed to subsidise any revenue shortfall 
below the 2004 revenue threshold of HK$2.49bn/year over 2006-08 
emanating from a volume decline. As a result, the 25% decline in water 
volume sold to Hong Kong during 2006 is not of immediate concern. Investors 
could face a revenue shortfall after 2008 if tariffs are not adjusted. 

Growth in China water sales 
Encouragingly, the water tariffs and volumes in Shenzhen continued to rise. 
The price of water sold in Shenzhen is approximately one sixth of the price 
achieved in Hong Kong and as a result margins in Shenzhen are narrow. In 
time, Shenzhen margins should widen as the scope for price increases is 
positive due to the scarcity of water in China. 

Possible growth in other sectors 
Lower coal prices and higher tariffs secured a turnaround of the power 
segment. The road portfolio is small but generates steady cashflow; while 
property generates an Ebit yield of 7-10%. Power, property and roads 
represent a considerable part in the NAV, and could increase with asset 
injections. 

Limited scope for water injections 
In 2006, gearing fell from 117% to 91%, but scope for the immediate 
injection of water assets remains limited as the company intends to 
participate in the construction of power assets. Asset injections become 
feasible should non-core hotel and retail assets be sold.  
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Guangdong Investment - HK$5.27 - UNDERPERFORM 
Summary P&L forecast (HK$m)    

Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL 
Revenue 5,315 6,056 6,262 6,690 6,926 
Operating Ebitda 3,287 3,449 3,481 3,656 3,718 
Operating Ebit 2,378 2,508 2,531 2,698 2,750 
Interest income 0 0 0 0 0 
Interest expense (754) (581) (522) (486) (391) 
Other items 104 121 179 192 201 
Profit before tax 1,728 2,048 2,189 2,404 2,560 
Taxation (218) (269) (328) (421) (448) 
Minorities and other (207) (272) (279) (298) (317) 
Profit 1,304 1,507 1,582 1,686 1,795 

Summary cashflow forecast (HK$m)  

Operating Ebit 2,378 2,508 2,531 2,698 2,750 
Depreciation/amort 909 941 950 959 968 
Working capital - trade 207 148 (4) 85 84 
Other operating items (38) 5 0 0 0 
Operating cashflow 3,456 3,602 3,477 3,742 3,801 
Net interest/taxes/other (767) (1,036) (805) (819) (811) 
Cashflow 2,690 2,566 2,672 2,923 2,990 
Capital expenditure (298) (753) (693) (693) (693) 
Acq/inv/disposals (475) (1,546) (1,520) (41) (23) 
Free Cashflow 1,916 266 459 2,188 2,274 
Ord div paid/Other items 144 16 46 3 (39) 
Decrease in net debt 2,061 282 505 2,192 2,235 

Summary balance sheet forecast (HK$m)  

Cash & equivalents 2,140 922 1,127 1,319 1,554 
Debtors - trade 459 581 600 642 664 
Inventories - trade 49 62 62 69 77 
Other current assets 33 28 28 28 28 
Fixed assets 7,723 7,475 7,219 6,953 6,679 
Intangible assets 139 139 139 139 139 
Other term assets 19,996 21,048 22,144 21,747 21,354 
Total assets 30,540 30,256 31,320 30,897 30,496 
Short-term debt 164 164 164 164 164 
Creditors - trade 1,143 1,426 1,442 1,575 1,689 
Other current liabs 538 550 562 580 586 
Long-term debt/CBs 15,002 13,502 13,202 11,202 9,202 
Other long-term liabs 612 231 155 87 (14) 
Minorities/other equity 1,603 1,875 2,154 2,451 2,768 
Shareholder funds 11,478 12,508 13,642 14,838 16,101 
Total liabs & equity 30,540 30,256 31,320 30,897 30,496 

Ratio analysis    

Revenue growth (%) 2.8 13.9 3.4 6.8 3.5 
Op Ebitda growth (%) 11.5 4.9 0.9 5.0 1.7 
Op Ebit growth (%) 21.5 5.5 0.9 6.6 1.9 
Op Ebitda margin (%) 61.8 56.9 55.6 54.7 53.7 
Op Ebit margin (%) 44.7 41.4 40.4 40.3 39.7 
Net profit margin (%) 24.5 24.9 25.3 25.2 25.9 
Dividend payout (%) 39.7 39.1 40.0 40.0 40.0 
Tax rate (%) 12.6 13.1 15.0 17.5 17.5 
Ebitda/net int exp (x) 4.4 5.9 6.7 7.5 9.5 
Net debt/equity (%) 99.6 88.6 77.5 58.1 41.4 
Gross debt/equity (%) 115.9 95.0 84.6 65.7 49.6 
Net debt/op Ebitda (x) 4.0 3.7 3.5 2.7 2.1 
Gross debt/op Ebitda (x) 4.6 4.0 3.8 3.1 2.5 
Return on equity (%) 12.1 12.6 12.1 11.8 11.6 
ROCE (%) 9.3 9.9 9.8 10.4 10.9 
Return on assets (%) 4.3 5.0 5.1 5.4 5.8 
 

 

Revenue growth is 
largely derived from 
China-related projects. 

Company is defensive as 
it generates a healthy 
cashflow from utility 
assets. 

The company capitalised 
and now depreciates the 
water operating rights. 

The Hong Kong 
government provides an 
interest-free loan. 

The company is set to 
deliver modest growth 
but produces healthy 
cashflow. 

High gearing limits the 
company’s ability to 
accept asset injections 
from the parent. 



HK & China Gas  

HK$20.75 - OUTPERFORM   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07CL 08CL 09CL
Revenue (HK$m) 9,351 13,465 13,353 11,187 11,910
Net profit (HK$m) 5,281 5,835 4,756 4,013 4,237
EPS (HK¢) 94.9 105.9 86.3 72.8 76.9
CL/consensus(17)(EPS%) - - 72 92 99
EPS (% YoY) 62.6 11.6 (18.4) (15.6) 5.6
PEx (@HK$20.75) 21.9 19.6 24.0 28.5 27.0
Dividend yield (%) 1.7 1.7 1.6 1.9 2.0
FCF yield (%) 0.9 (2.5) 2.0 2.8 2.8
ROAE (%) 34.00 34.20 23.30 17.10 16.50
Price/book (x) - - - - -
Net gearing (%) 46.19 35.00 15.88 9.67 4.57
Source: CLSA Asia-Pacific Markets 
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 Hong Kong 
 Power and Gas 
  
 Reuters 0003.HK 
 Bloomberg 3 HK 

 Priced on 31 October 2007 
 HK HSI @  31,352.6 
  
 12M hi/lo HK$20.95/14.96 
  
 12M price target HK$19.00 
 ±% potential -8% 
 Target set on 7 Jun 07 
   
 Shares in issue 5,634.5m 
 Free float (est.) 61.2% 
   
 Market cap US$16,225m 
     
     
  
 3M average daily volume 
 HK$275.6m (US$35.4m) 
     
  
 Major shareholders 
 Hendersen Inv Ltd 38.8%  
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 14.6 13.5 28.1 
 Relative (0.8) (16.1) (25.1) 
 Abs (US$) 14.8 14.6 28.5 

 

14

15

16

17

18

19

20

21

22

Nov 05 Jul 06 Feb 07 Oct 07

50

60

70

80

90

100

110

120
HK & China Gas

Rel to HSI (RHS)

(HK$)

 
 Source: Bloomberg 

 www.clsa.com  
 

 

Cooking with gas 
HK & China Gas (HKCG) has an ongoing strategy of acquiring China joint 
ventures. With a highly profitable business in Hong Kong and strong 
cashflow, it has been forming joint gas projects in the mainland. As the 
largest city piped-gas operator in China with interests in more than 60 
JVs, its three water investments are dwarfed by gas revenue. Yet, since 
turning its water projects positive HKCG has been seeking to expand its 
industry position. Gas investments will continue to drive earnings growth.  

Water less than 1% of earnings, but growing 
HKCG has three water joint ventures in Wuhu, Wujian and Suzhou. The 
Suzhou operation comprises water supply and sewage treatment. With 
Rmb1.9bn invested and 400,000 customers, this is still a small part of the 
overall business. The company has indicated that its appetite in this industry 
has been wetted and it is looking at another 18-20 water projects in the 
mainland. 

Upside from water-recycling and multi-utility 
We visited the Suzhou sewage-treatment plant in late 2006. With the treated 
water’s extremely high quality, we see opportunities for the company to begin 
earning additional revenue from sales of recycled water to local industries. a 
move towards managing gas and water in many of the cities where HKCG 
currently operates could trigger far bigger upside.  

Positive on the company  
After turning positive on this stock in March, we continue to like HKCG for its 
free cashflow from the Hong Kong gas business, while the China operation 
has started to ramp up earnings in the emerging gas sector. Concerns over 
the scrapping of connection fees in Guangdong have led to the stock’s 
sideways performance. However, we believe this will be shortlived, with the 
central government’s renewed commitment to reduce pollution through a 
greater focus on gas in the overall energy mix.  

Diminishing earnings uncertainty  
In our view, the recent pedestrian share-price performance has been caused 
by concerns over the replacement of connection fees with a new two-tier tariff 
structure in Guangdong. The uncertainty should be short lived as China aims 
to reform gas tariffs, promote end-user market development and provide 
incentives for infrastructure buildout in order to increase the share of gas in 
the overall energy mix. Maintain Outperform with a HK$19 price target. 
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 HK & China Gas - HK$20.75 - OUTPERFORM 
Summary P&L forecast (HK$m)    

Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL 
Revenue 9,351 13,465 13,353 11,187 11,910 
Operating Ebitda 3,819 5,772 6,431 5,054 5,207 
Operating Ebit 3,315 5,169 5,645 4,223 4,341 
Interest income 111 94 124 197 227 
Interest expense (156) (431) (415) (417) (418) 
Other items 2,651 1,945 439 456 558 
Profit before tax 5,920 6,777 5,794 4,459 4,708 
Taxation (629) (915) (566) (436) (460) 
Minorities and other (10) (27) (471) (10) (10) 
Profit 5,281 5,835 4,756 4,013 4,237 

Summary cashflow forecast (HK$m)  

Operating Ebit 3,315 5,169 5,645 4,223 4,341 
Depreciation/amort 504 603 786 831 866 
Working capital - trade (349) (1,197) 21 402 (134) 
Other operating items (47) (4,486) (923) 499 637 
Operating cashflow 3,423 89 5,529 5,954 5,710 
Net interest/taxes/other 65 (592) (733) (539) (534) 
Cashflow 3,488 (503) 4,796 5,415 5,176 
Capital expenditure (2,395) (2,335) (2,547) (2,236) (1,976) 
Acq/inv/disposals (3,405) 4,146 2,510 (156) (127) 
Free Cashflow (2,313) 1,308 4,759 3,023 3,073 
Ord div paid/Other items (3,991) (955) (1,300) (1,670) (1,786) 
Decrease in net debt (6,304) 353 3,458 1,353 1,287 

Summary balance sheet forecast (HK$m)  

Cash & equivalents 1,483 1,762 5,268 6,661 7,987 
Debtors - trade 2,104 4,153 4,119 3,451 3,674 
Inventories - trade 921 2,082 2,065 1,730 1,842 
Other current assets 5,949 5,031 5,031 5,031 5,031 
Fixed assets 11,067 12,865 13,676 14,481 14,991 
Intangible assets 0 0 0 0 0 
Other term assets 8,072 10,270 9,488 9,660 9,804 
Total assets 29,597 36,163 39,646 41,014 43,329 
Short-term debt 5,857 2,568 2,568 2,568 2,568 
Creditors - trade 1,748 3,738 3,707 3,106 3,306 
Other current liabs 578 834 530 408 430 
Long-term debt/CBs 3,407 6,622 6,670 6,710 6,749 
Other long-term liabs 1,163 1,181 1,181 1,181 1,181 
Minorities/other equity 428 526 1,458 1,468 1,479 
Shareholder funds 16,416 20,694 23,533 25,574 27,615 
Total liabs & equity 29,597 36,163 39,646 41,014 43,329 

Ratio analysis    

Revenue growth (%) 14.7 44.0 (0.8) (16.2) 6.5 
Op Ebitda growth (%) 0.3 51.1 11.4 (21.4) 3.0 
Op Ebit growth (%) (2.2) 55.9 9.2 (25.2) 2.8 
Op Ebitda margin (%) 40.8 42.9 48.2 45.2 43.7 
Op Ebit margin (%) 35.4 38.4 42.3 37.7 36.4 
Net profit margin (%) 56.5 43.3 35.6 35.9 35.6 
Dividend payout (%) 37.0 33.0 39.5 53.5 53.9 
Tax rate (%) 10.6 13.5 9.8 9.8 9.8 
Ebitda/net int exp (x) 84.9 17.1 22.1 23.0 27.2 
Net debt/equity (%) 46.2 35.0 15.9 9.7 4.6 
Gross debt/equity (%) 55.0 43.3 37.0 34.3 32.0 
Net debt/op Ebitda (x) 2.0 1.3 0.6 0.5 0.3 
Gross debt/op Ebitda (x) 2.4 1.6 1.4 1.8 1.8 
Return on equity (%) 34.1 31.4 21.5 16.3 15.9 
ROCE (%) 29.1 26.7 21.1 16.0 16.3 
Return on assets (%) 20.8 17.7 12.5 9.9 10.0 

 

Profits from property 
development boosted 
2005 to 2007 results.  

Strong free cashflow 
emerging.  

Investments in China 
joint ventures. 

Wide margin from HK 
gas sales, reduces as 
China’s lower margin 
business kicks in.  



Hitachi Zosen  

¥176 - BUY   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 March 06A 07A 08CL 09CL 10CL
Revenue (¥m) 333,881 293,408 291,000 304,000 321,000
Operating profit (¥m) 2,766 9,918 12,000 18,000 21,100
Recurring profit (¥m) 2,092 4,312 12,000 18,400 22,300
Recurring profit  (% YoY) 244.65 106.12 178.29 53.33 21.20
Net profit (¥m) (29,057) 1,033 6,800 10,700 13,100
EPS (¥) (51.9) 1.3 7.3 11.4 14.0
PE (x) (3.38) 135.63 24.26 15.42 12.59
PB (x) 1.8 2.6 1.8 1.7 1.5
EV/Op Ebitda (x) 17.20 13.80 12.30 8.60 7.40
DPS (¥) 0 0 0 3 3
ROE (%) (84.7) 2.6 11.7 16.3 17.5
Source: CLSA Asia-Pacific Markets 
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 Priced on 5 November 2007 
 Topix @1,600.2 
  
 12M hi/lo ¥266/107 
  
 12M price target ¥200 
 ±% potential +14% 
 Target set on 6 Sep 07 
   
 Shares in issue 937.5m 
 Free float (est.) 86.7% 
   
 Market cap US$1,298m 
     
     
  
 3M average daily volume 
 ¥3,893.0m (US$33.6m) 
     
  
 Major shareholders 

 

Bank of N.Y..GCM.Client EISG 
3.9%  
The Bank of Tokyo-Mitsubishi UFJ 
3.1% 

  
Foreign s'holding 15 9% Stock performance (%) 

  1M 3M 12M 
 Absolute 6.0 (22.5) 28.5 
 Relative 9.7 (19.0) 30.0 
 Abs (US$) 7.7 (19.5) 31.2 
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Still worth it 
We maintain our BUY call and ¥200 target price for Hitachi Zosen. Despite 
massive downgrades elsewhere in the sector, resulting in an overall 
selloff, especially for smaller companies with lower profits, Hitachi Zosen 
is doing extremely well with more potential to grow. We lower our 
FY3/08 profit estimate due to restructuring costs in the bridge-building 
division, but the greater-than-expected income from the equity-affiliated 
Universal Shipping means no change to our RP forecast.  

Potential FY3/09 losses to be included in FY3/08 earnings 
We lower our FY3/08 OP forecast from ¥13.7bn to ¥12bn (+21% YoY) due to 
expanding losses in the steel structure and construction machinery division, 
from -¥1bn to -¥2.7bn. Reasons include increasing competition for bridge-
building contracts for the public sector bringing down prices, restructuring 
costs and the inclusion in FY3/08 earnings of losses that will be incurred in 
FY3/09. It is currently restructuring this division, transferring its bridge-
related factory from the high-cost region of Osaka to Mukoujima in Hiroshima 
Prefecture. Management claims that the steel structure and construction 
machinery division will not show negative earnings for FY3/09.  

Equity-affiliated Universal Shipping contributing to RP 
We revise our previous FY3/08 non-operating balance from -¥1.7bn to zero. 
First, Universal Shipping (50% owned by Hitachi Zosen and the JFE group) is 
generating greater-than-expected profits. Second, financial expenses are 
improving more than expected. Universal Shipping generated ¥500m in 1Q 
FY3/08, nearly reaching our full-year estimate. We expect profit contributions 
for FY3/08 to be ¥1.5bn, ¥2bn for FY3/09 and ¥3bn for FY3/10. The 1Q 
FY3/08 non-operating balance contributed an unexpected extra ¥300m. 

Pressure vessel and press machines continue to drive growth 
Oil refinery pressure vessels and auto-related press machine sales are on track. 
It is currently able to select orders for pressure vessels, and it has secured 
orders from Canada. Moreover, from 2H FY3/08, it plans to start producing 
pressure vessels from its Sakai factory (currently manufactures bridge building-
related products). This should help its current capacity shortage. Although 
pressure vessels are produced by JSW, Hitachi Zosen, Sumitomo Heavy and 
IHI, the three former companies have higher profit margins. 

Valuation 
Our target price of ¥200 is based on our estimated FY3/09 PE of 17.5x. We 
have added a 1x premium on the sector average FY3/09 PE of 16.5x as the 
three-year PE/Growth is less than one. 
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Hitachi Zosen - ¥176 - BUY 
Summary P&L forecast (¥m)    

Year to 31 March 2006A 2007A 2008CL 2009CL 2010CL 
Revenue 333,881 293,408 291,000 304,000 321,000 
Cogs (300,787) (256,941) (252,000) (258,000) (270,900) 
SG&A (30,328) (26,549) (27,000) (28,000) (29,000) 
Operating profit 2,766 9,918 12,000 18,000 21,100 
Non-operating balance (674) (5,606) 0 400 1,200 
Recurring profit 2,092 4,312 12,000 18,400 22,300 
Extraordinary balance (19,563) (805) 0 0 0 
Pretax profit (17,471) 3,507 12,000 18,400 22,300 
Tax and other adjustments 11,586 2,474 5,200 7,700 9,200 
Net profit (29,057) 1,033 6,800 10,700 13,100 

Summary cashflow forecast (¥m)  

Operating Ebit 2,766 9,918 12,000 18,000 21,100 
Depreciation/amortisation 8,321 6,409 8,500 10,500 11,000 
Working capital - Trade 693 (5,990) 540 (2,390) (3,920) 
Other operating items 19,256 1,377 13 0 0 
Operating cashflow 31,036 11,714 21,053 26,110 28,180 
Net interest/taxes/other (11,770) (3,761) (6,600) (8,800) (10,100) 
Capital expenditure (12,310) (4,784) (18,000) (10,000) (9,000) 
Acquisition/inv/disposal 27,951 11,102 (40) 0 0 
Free cashflow 20,186 3,169 (3,547) 7,310 9,080 
Dividends paid 0 0 0 0 (2,810) 
Other items 13,356 (1,393) 5 0 0 
Decrease in net debt 48,263 12,878 (3,582) 7,310 6,270 

Summary balance sheet forecast (¥m)  

Cash & equivalents 69,295 40,177 46,623 53,933 60,203 
Debtors - Trade 105,878 100,559 100,340 104,830 110,690 
Inventories - Trade 34,809 42,142 41,310 42,300 44,410 
Other current assets 13,319 13,708 13,700 13,700 13,700 
Fixed assets 117,823 130,941 140,439 139,940 137,940 
Intangible assets 2,621 2,256 2,300 2,300 2,300 
Other term assets 46,460 35,358 35,400 35,400 35,400 
Total assets 390,205 365,141 380,112 392,403 404,643 
Short-term debt 75,398 52,971 53,000 53,000 53,000 
Creditors-trade 73,777 69,801 69,290 72,380 76,430 
Other current liabilities 99,350 100,751 100,800 103,613 103,613 
Long-term debt/CBs 78,570 59,001 69,000 69,000 69,000 
Other long-term liabilities 30,592 13,966 12,575 11,074 8,974 
Minority interest/ other equity 8,362 13,797 13,797 13,797 13,797 
Shareholder funds 24,156 54,854 61,650 69,540 79,830 
Total liabilities & equity 390,205 365,141 380,112 392,403 404,643 

Ratio analysis    

Revenue growth (1.1) (12.1) (0.8) 4.5 5.6 
Operating profit growth 1.1 258.6 21.0 50.0 17.2 
Recurring profit growth 244.6 106.1 178.3 53.3 21.2 
Net profit growth (2877.9) (103.6) 558.3 57.4 22.4 
Operating profit margin 0.8 3.4 4.1 5.9 6.6 
Net profit margin (8.7) 0.4 2.3 3.5 4.1 
Dividend payout 0.0 0.0 0.0 26.3 21.5 
Tax rate 0.38 0.38 0.38 0.00 0.00 
Free cashflow 20,186 3,169 (3,547) 7,310 9,080 
ROE (84.7) 2.6 11.7 16.3 17.5 
ROA (7.2) 0.3 1.8 2.8 3.3 
ROIC (12.8) 0.6 3.8 5.4 6.4 
Enterprise value (EV) 145,038 190,343 218,773 211,463 205,193 
EV/IC (x) 0.82 1.10 1.34 1.25 1.17 
Equity ratio 6.2 15.0 16.2 17.7 19.7 
Net debt/equity 260.4 104.6 99.9 81.7 66.0 
 

Oil refinery pressure 
vessel sales and equity-
affiliated Universal 
Shipping are doing very 
well. 

Increasing production of 
pressure vessels and 
marine diesel engines. 

Continuing to reduce 
debt. 

Will once again begin to 
pay dividends in FY3/09. 



Hyflux  

S$3.64 – No rec   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07F 08F 09F
Revenue (S$m) 132 130 209 376 430
Net profit (S$m) 46 17 40 63 78
EPS (S¢) 0.1 0.0 0.1 0.1 0.2
EPS (% YoY) 61.4 (64.1) 124.2 63.5 24.8
PEx (@S$3.64) 40.40 123.33 60.67 28.89 23.18
Dividend yield (%) 0.30 0.50 0.36 0.75 0.75
ROAE (%) 30.60 8.30 17.00 25.90 24.60
Price/book (x) 8.36 6.59 6.21 4.86 3.81
Net gearing (%) 5.40 42.53 59.17 106.17
Source: I/B/E/S 

 Debra Lui 
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 Singapore 
 Water 
  
 Reuters HYFL.SI 
 Bloomberg HYF SP 

 Priced on 31 October 2007 
 STI @  3,477.8 
  
 12M hi/lo S$3.54/2.04 
  
   
   
   
   
 Shares in issue 522.6mm 
 Free float (est.) 48.9% 
   
 Market cap US$964m 
     
     
  
 3M average daily volume 
 S$5.2m (US$3.4m) 
     
  
 Major shareholders 
 Ooi Lin Lum 33.9% 
 Istithmar Pisc 8.82% 
 Matthews Int’l 8.32%   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 28.4 1.8 18.1 
 Relative 15.6 6.1 (13.3) 
 Abs (US$) 30.1 3.2 23.8 
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Desalination pick 
Hyflux is the largest of the SGX water companies by market value. Its 
Singapore business has charted key milestones since 1989, the most 
important being Asia's largest seawater desalination plant in Singapore, 
Tuas. Over the past 17 years, Hyflux SEA has built and installed numerous 
plants for various applications, with capacity totalling over 190m tonnes 
per year. The company is pursuing an asset-light model as indicated by its 
divestment of SingSpring and listing of Hyflux Water Trust. 

China is still the largest market 
China was the key revenue driver in 2006, contributing 71% of the group 
total, driven by a strong order book in industrial sectors. Revenue from 
Singapore, which accounted for 21% of the group total, comprised mainly of 
leasing and operating and maintenance income from the SingSpring seawater 
desalination plant. MENA (Middle East and North Africa) represents an 
emerging market for Hyflux, alongside Southeast Asia, China and India. The 
group entered MENA in 2004 and is actively pursuing the many opportunities 
that the MENA region presents, such as the $45m deal to set up an oil 
recycling unit in the gulf. The EPC revenue will be visible in FY08 if the deal 
closes in 4Q07. 

Desalination 
Another breakthrough in MENA was the project award of a 200,000m³/day 
seawater desalination plant, Hyflux’s largest project to date, located in the 
Tlemcen region of western Algeria in October 2006. Hyflux has teamed up 
with Malakoff for the 25-year BOT. The largest seawater desalination plant in 
Asia is being built in Dagang, the northern port city of Tianjin, by Hyflux and 
the district government. Hyflux is responsible for the construction work and 
the first phrase, which has a daily treatment capacity of 100,000 tons. 

Securitisation of assets with an asset-light model 
Hyflux will continue to look for opportunities to securitise its assets to free up 
capital and fund its growth without burdening the balance sheet. In January, 
the company sold SingSpring to CitySpring Infrastructure Trust. Additionally, 
the company has just announced that it received an eligibility-to-list letter 
from SGX to list Hyflux Water Trust (HWT). Hyflux intends to list HWT by the 
end of the year, and it will be the first pure-play global water business trust 
to be listed on a securities exchange in Asia. The initial portfolio will comprise 
of 13 plants in the PRC, with a total capacity of 445,000 tons/day. Hyflux will 
retain between one-quarter and one-third of the trust after the IPO. 
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Jain Irrigation  

Rs578.70 - BUY   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 Mar 06A 07A 08CL 09CL 10CL
Revenue (Rsm) 8,425 12,390 19,481 24,822 30,165
Ebitda (Rsm) 1,359 1,793 3,254 4,161 5,186
Net profit (Rsm) 574 790 1,388 1,867 2,722
EPS (Rs) 9.8 13.5 20.1 26.0 33.3
CL/consensus(3)(EPS%) - - 96 100 100
EPS (% YoY) 189.8 37.2 49.2 28.9 28.2
ROAE (%) 26.9 29.0 27.2 22.6 21.5
Net gearing (%) 147.4 198.8 116.1 95.3 34.8
PEx (@Rs578.7) 58.9 42.9 28.7 22.3 17.4
Price/book (x) 6.8 6.2 5.8 4.5 3.0
EV/Op Ebitda (x) 29.0 25.1 15.7 12.6 10.2
Note: All numbers are consolidated and diluted. Source: CLSA Asia-Pacific Markets 

 Somshankar Sinha 
 somshankar.sinha@clsa.com 

(91) 2266505071 

 Dheeraj Vaidya 
 (91) 2266505064 

  

  

  
 

 November 2007 

 India 
 Agri Products 
  
 Reuters JAIR.BO 
 Bloomberg JI IN 

 Priced on 31 October 2007 
 India Sensex @19,838.0 
  
 12M hi/lo Rs595.00/300.00 
  
 12M price target Rs640.00 
 ±% potential +11% 
 Target set on 31 Oct 07 
   
 Shares in issue 67.0m 
 Free float (est.) 70.4% 
   
 Market cap US$975m 
     
     
  
 3M average daily volume 
 Rs27.9m (US$0.7m) 
     
  
 Major shareholders 

 
Promoters 29.6%  
FIIs 48.7% 

  
 Foreign s'holding 49.1% 
  
 Stock performance (%) 

  1M 3M 12M 
 Absolute 6.0 10.4 89.3 
 Relative (7.6) (13.5) 23.7 
 Abs (US$) 7.1 13.4 116.8 
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Micro-irrigation major 
The Indian government's new farm mantra calls for a step-up in 
investment in irrigation projects to improve productivity and rural 
incomes. Micro-irrigation is a key focus in this initiative, with aggressive 
investment already underway. As India's largest supplier of micro-
irrigation equipment and the second-largest globally, Jain Irrigation is 
best placed to benefit. With its other businesses also in sweet spots, 
profit should treble by FY10CL, sustaining its premium valuations. BUY. 

Micro-irrigation is a focus for government 
Although India has the highest irrigation coverage in the world, almost 60% 
of arable land is still rain-fed. Besides degrading soil quality, current irrigation 
practices are also inefficient, leading to wastage of key agri-inputs like water, 
fertilisers and power. To increase efficiency and crop productivity, a 
government task force has recommended a US$14bn, 10-year investment 
plan to increase total micro-irrigation coverage by 20 times. 

India’s largest micro-irrigation equipment supplier 
To kick-start implementation, a collaborative approach has evolved where the 
central and state governments and farmers jointly fund projects. Institutional 
credit access for farmers has also been streamlined to allow them to fund 
their share. The demonstrated advantages of micro-irrigation have led to a 
quick uptake over the past 18 months, setting the stage for more widespread 
use. As India’s largest micro-irrigation equipment supplier with a more-than 
40% market-share, Jain Irrigation is best placed to benefit from this trend.  

Other businesses are also in sweet spots 
While we have a cautious view of Jain’s non-irrigation businesses (PE/PVC 
pipes, PVC sheets and agri-processing), it is in extended sweet spots. While 
PVC sheets are gaining scale by displacing lumber in US home projects, the 
pipe division is set to ride India’s infrastructure-spending boom. Jain’s food-
processing unit is showing strong traction. 

Strong earnings visibility 
Strong all-round momentum should see Jain more than treble profit over 
FY07-10CL. Micro-irrigation is a multiyear opportunity in India and Jain should 
maintain 15-20% growth beyond our forecast period. Valuations have rerated 
by 25-50% over the past year, but strong earnings growth should sustain this 
performance. Our Rs640 target is based on 25x PE for the domestic irrigation 
business and 10x PE for others. BUY for 11% implied upside. 
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Jain Irrigation - Rs578.70 - BUY 

Investment by numbers

Risks to our view

Key earnings drivers
Year to 31 March 2006A 2007A 2008CL 2009CL 2010CL

Dom micro-irrigation (ha) 61,240      111,640    200,702    298,456    412,521    
Irrigation revenue (Rs/ha) 33,671      32,264      30,667      30,602      30,692      
PVC sheets (ton) 18,247      21,029      19,066      20,973      23,070      
PC sheets (t) 2,396       2,673       2,807       2,947       3,094       
PVC pipes (t) 35,962      45,792      49,028      56,383      62,021      
PE pipes (t) 17,230      15,866      27,200      31,280      34,408      
Fruit processing (t) 13,097      25,523      35,732      41,092      47,256      
Veg dehydration (t) 6,034       7,913       11,870      13,650      15,697      
Overall Ebitda margin (%) 16.1 14.5 16.7 16.8 17.2
Capex (Rsm) (1,568)      (2,569)      (2,000)      (1,500)      (1,500)      

Jain has a 40% market share in micro-irrigation in India. Increased investment in
this field should see this division realise a 52% revenue Cagr and 44% Ebitda Cagr
over FY07-10CL. Overseas acquisitions will help boost the overall Ebitda Cagr from
this segment to 50%. This segment accounts for 60% of Ebitda, with this
proportion rising to 70% by FY10CL.

Jain's other businesses are also in sweet spots, but we have moderate expectations
for these given the recent slowdown in top-line growth and margin pressures. A
rebound in PVC sheets (21% of Ebitda), which are leveraged to demand from the
US home-building market, and a rebound (already visible) in agro-processing (2%
of Ebitda) and pipes (19% of Ebitda) could provide upside to our estimates.

Over the next three years, we project a 35% revenue Cagr and 42% Ebitda Cagr
as margin pressures in individual segments is offset by a shift in the earnings mix
towards wider-margin businesses. Operating leverage should drive a 51% earnings
Cagr, but impending equity dilutions (FCCB and warrant conversion) will peg back
EPS Cagr to 35% over FY07-10CL. These conversions and increasing operating
cashflow will see Jain's balance sheet strength improve with net debt to equity
falling from 2x to 35% over FY07-10CL.

Management has undertaken unrelated diversifications before, although it concedes
that this was a mistake. Jain is also in the midst of rapid growth and managing this
could prove to be a challenge. Recent overseas acquisitions have been at prudent
valuations, but add to this complexity.

Although many of Jain’s businesses are related to agriculture, its PVC-sheets
business is leveraged to the export market (particularly US housing) and Jain could
find it difficult to scale up. Margins will also remain leveraged to commodity (PVC
resin) price movements. This has led to disappointments in the top-line and
margins. Export realisations will also be affected by the rising rupee.

Although we expect the micro-irrigation market in India to keep growing, it
remains leveraged to government policy (50% of funding is by the government);
any slowdown will materially affect Jain. Its agro-processing businesses are subject
to climatic risks - especially since these are seasonal. 

The pipes business is also a largely commodity-conversion business and JISL could
get squeezed if it is unable to pass on raw-material price increases.
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Jain Irrigation - Rs578.70 - BUY 
Year to 31 March 2006A 2007A 2008CL 2009CL 2010CL 

Summary P&L forecast (Rsm)  
Revenue 8,425 12,390 19,481 24,822 30,165 
Operating Ebitda 1,359 1,793 3,254 4,161 5,186 
Operating Ebit 1,092 1,456 2,778 3,576 4,495 
Interest income 0 0 0 0 0 
Interest expense (523) (785) (1,035) (1,224) (1,014) 
Other items 67 371 375 475 675 
Profit before tax 636 1,042 2,118 2,827 4,156 
Taxation (20) (206) (688) (919) (1,413) 
Minorities and other (42) (46) (41) (41) (22) 
Profit 574 790 1,388 1,867 2,722 
Summary cashflow forecast (Rsm)  
Operating Ebit 1,092 1,456 2,778 3,576 4,495 
Depreciation/amort 267 337 476 585 691 
Working capital - trade (615) (1,513) (3,029) (1,803) (1,797) 
Other operating items (17) (994) 170 30 4 
Operating cashflow 728 (714) 396 2,387 3,393 
Net interest/taxes/other (530) (797) (1,273) (1,683) (1,720) 
Cashflow 197 (1,511) (877) 704 1,673 
Capital expenditure (1,416) (2,469) (2,000) (1,500) (1,500) 
Acq/inv/disposals 86 266 (606) 475 675 
Free Cashflow (1,132) (3,713) (3,483) (321) 848 
Ord div paid/Other items (385) 182 2,433 84 3,158 
Decrease in net debt (1,517) (3,531) (1,050) (237) 4,006 

Summary balance sheet forecast (Rsm)  
Cash & equivalents 2,390 443 345 8 98 
Debtors - trade 2,163 3,585 4,804 6,120 7,438 
Inventories - trade 2,686 4,697 6,584 8,102 9,400 
Other current assets 846 1,263 1,326 1,392 1,462 
Fixed assets 4,462 6,594 8,118 9,033 9,842 
Intangible assets 0 664 664 664 664 
Other term assets 270 200 1,082 1,082 1,082 
Total assets 12,817 17,445 22,922 26,402 29,985 
Short-term debt 52 156 517 417 0 
Creditors - trade 2,942 4,861 4,938 5,970 6,789 
Other current liabs 0 0 0 0 0 
Long-term debt/CBs 7,054 8,533 9,125 9,125 5,625 
Other long-term liabs (429) (252) 332 887 1,667 
Minorities/other equity 910 990 990 570 127 
Shareholder funds 2,289 3,158 7,021 9,432 15,777 
Total liabs & equity 12,817 17,445 22,922 26,402 29,985 

Ratio analysis   
Revenue growth (%) 40.4 47.1 57.2 27.4 21.5 
Op Ebitda growth (%) 62.3 31.9 81.4 27.9 24.7 
Op Ebit growth (%) 77.9 33.4 90.8 28.7 25.7 
Op Ebitda margin (%) 16.1 14.5 16.7 16.8 17.2 
Op Ebit margin (%) 13.0 11.8 14.3 14.4 14.9 
Net profit margin (%) 6.8 6.4 7.1 7.5 9.0 
Dividend payout (%) 18.3 18.5 17.4 17.3 15.0 
Tax rate (%) 3.1 19.8 32.5 32.5 34.0 
Ebitda/net int exp (x) 2.6 2.3 3.1 3.4 5.1 
Net debt/equity (%) 147.4 198.8 116.1 95.3 34.8 
Gross debt/equity (%) 222.1 209.5 120.4 95.4 35.4 
Net debt/op Ebitda (x) 3.5 4.6 2.9 2.3 1.1 
Gross debt/op Ebitda (x) 5.2 4.8 3.0 2.3 1.1 
Return on equity (%) 27.0 29.0 27.3 22.7 21.6 
ROCE (%) 16.5 18.0 21.2 22.0 25.2 
Return on assets (%) 5.6 5.2 6.9 7.6 9.7 
 

After acquisitions in 
FY06-07, organic capex 
now (irrigation and 
agro). 

Higher interest rates and 
gross debt levels have 
increases interest costs. 

Profits to rise by 3.5x 
over FY07-10CL. 

Higher depreciation due 
to the recent expansions 
and acquisitions. 

Micro-irrigation and PVC 
sheets are working-
capital intensive. 

Increase in Ebitda 
margin on favourable 
change in business mix 

Net debt to equity will 
fall to 35% after 
conversion of FCCB and 
conversion of warrants. 

A 52% three-year 
revenue Cagr in 
domestic micro-irrigation 
and 16% in other 
segments. 

Tax rates to rise to full-
marginal rates as it has 
exhausted its carry-
forward losses. 

Return on equity to 
remain over 20%. 

Debt will fall after 
US$60m FCCB is 
converted. 
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Clean & Green Audit™ 
Criteria Score
Leadership 0.00
Recognition  2.00
Disclosure 2.00
Looking to the future 4.00
C&G score/20 7.43

For details on methodology and 
scoring ranges across Asia, see our 
annual Clean & Green Audit report, 
which debuted in September 2006.  

Corporate governance at (Jain Irrigation) 
Criteria Score Country

avg (%)
Country

rank
Asia-xJ

avg (%)
Sector 

rank 
Discipline 35 58 62 58 57 
Transparency 66 53 19 71 43 
Independence 0 39 70 49 71 
Accountability 50 56 47 52 31 
Responsibility 100 45 1 52 1 
Fairness 67 60 34 65 34 
Social resp 50 93 81 72 55 
Wtd CG score 53 56 49/83 59 52/73 
 

Outlook 1 year Comment 
Jet Stream® criteria   
Industry leadership  Jain is the largest micro-irrigation player in India and the second-largest globally. 
EVA™ return  20%+ return ratios. 
Shareholder value  The stock is up 90% in the last year outperforming the market by 24ppt. 
Corporate governance  Disclosures are adequate and management is accessible. 
Management quality  Jain has been running each of its current businesses for almost a decade. 
Use of technology  Looks to use modern technology and is investing in R&D (especially in PVC sheets and agri). 
CLSA Clean & Green Audit™  Jain is a beneficiary of efforts for water conservation. It is also looking to invest in biofuels 
Valuations    
Earnings momentum  A 35% three-year EPS Cagr on the back of strong traction in each business. 
Price/earnings  Given its growth profile, 22x FY09CL PE (9% premium to the broader market) appears reasonable. 
Price/book value  Trading at the upper end of its historical valuation range. 
Macro factors   
Country risk  Ratings agencies have upgraded India to investment grade. 
Strategy  Strong long-term growth prospects, although this is largely reflected in stock valuations. 
Liquidity  RBI has been tightening; Indian markets are also vulnerable to global liquidity shocks. 

Conclusion BUY  
 

 

Valuation history 
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 Jain has had several years of 
financial restructuring and 
historic valuation ranges may 
not be relevant. Its valuation, 
at 22x FY09 PE, is only 9% 
higher than broader market 
multiples and is easily justified 
given its strong 35% three-
year EPS Cagr. 

Bands (from the top): max, +1sd, avg, -1std, min.  

Jain Irrigation - Rs578.70 - BUY 
The business  Competition & market franchise 

Jain Irrigation is India's largest micro-irrigation equipment 
supplier and has also emerged as the second-largest global 
player in this segment after its acquisitions in the US (Chaplin 
and Aquarius) and Israel (NaanDan).  
Jain also has three other key businesses. Its sheet division 
processes and sells PVC and PC sheets for domestic sale and 
export (US and Europe for PVC). Its pipes business (PVC and 
PE pipes) is primarily aimed at the domestic market. It also has 
an agro-processing division where it has a presence in fruit 
processing (largely mango) and onion dehydration. 

 Jain is the clear market leader in India in micro-irrigation with 
a 40% market share across states and a strong brand name 
and farmer ties. With strong revenue growth traction in India 
along with growth in its overseas ventures, Jain appears on 
track to become the largest player in this space. It is also 
India's second-largest PVC pipes and largest PE pipes 
manufacturer (post expansion). Since its acquisition of Parle's 
mango-processing plants it has also emerged as India's 
largest fruit-processing player. Jain is also expanding its 
presence in the world PVC sheets market. 

 



Kubota  

¥966 - OUTPERFORM   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 March 06A 07A 08CL 09CL 10CL
Revenue (¥m) 1,065,736 1,127,456 1,140,000 1,185,000 1,253,000
Operating profit (¥m) 121,058 130,347 129,000 140,000 158,100
Pretax profit (¥m) 122,709 132,411 131,000 142,000 160,100
Pretax profit (% YoY) (24.05) 7.91 (1.07) 8.40 12.75
Net profit (¥m) 63,222 77,303 75,600 82,300 93,400
EPS (¥) 47.9 59.7 58.5 63.7 72.3
CL/consensus(12)(EPS%) - - 95.00 95.00 97.00
PE (@¥966) 20.20 16.20 16.50 15.20 13.40
PB (x) 2.1 1.9 1.4 1.3 1.2
DPS (¥) 10 12 12 12 13
ROE (%) 11.6 12.2 9.8 9.0 9.4
Source: CLSA Asia-Pacific Markets 

 Takeaki Ueno 
 takeaki.ueno@clsa.com 

(813) 45805884 

 Morten C Paulsen 
 (813) 45805770 

  

  

  

  

 November 2007 

 Japan 
 Capital Goods 
  
 Reuters 6326.T 
 Bloomberg 6326 JP 

 Priced on 31 October 2007 
 Topix @  1,620.1 
  
 12M hi/lo ¥1,306/802 
  
 12M price target ¥1,050 
 ±% potential +9% 
 Target set on 19 Oct 07 
   
 Shares in issue 1,291.6m 
 Free float (est.) 84.1% 
   
 Market cap US$10,887m 
     
     
  
 3M average daily volume 
 ¥5,894.1m (US$50.9m) 
     
  
 Major shareholders 

 
Japan Trustee Srvcs Bank 8%  
Master Trust Bank of Japan 7.9% 

  
 Foreign s'holding 28.8% 
  
 Stock performance (%) 

  1M 3M 12M 
 Absolute 2.1 (3.0) (5.6) 
 Relative 1.9 2.1 (5.7) 
 Abs (US$) 2.7 0.6 (3.2) 
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Minimising risk 
We maintain our Outperform rating on Kubota as we believe the risks to 
the share price – ie, its 26% sales exposure to North America, and 8% to 
the American housing market alone – have been largely priced in. We 
expect operating profit to bottom in FY3/08 and accelerate through 
FY3/10. Our ¥1,050 target price is based on 16.7x FY3/09CL PE. 

Key issues 
We expect the company to restructure its environmental engineering 
business, which relies on public works orders. It has made progress in 
reducing inventory as demand has contracted in the US housing market for 
small tractors and mini-shovels. We expect operating proft to bottom in 
FY3/08, and look for expanded sales of tractors and construction machinery in 
Europe and Asia to drive an acceleration of profit growth through FY3/10. We 
also forecast margin improvement in the rapidly growing Thai market for 
agricultural tractors following the shift to local production. 

Improvements to temporarily slowdown 
We lower consolidated FY3/09CL operating profit from ¥143bn to ¥140bn 
(+9% YoY) due to lower projected profit in the environmental engineering 
segment. We forecast FY3/08 sales of internal combustion engines to North 
America to total ¥288.5bn (-8%) after rising 6% in 1QFY3/08 (to ¥88bn). We 
then look for a 2% fall in FY3/09 to ¥283bn, and expect the North American 
market to recover from 2HFY3/09. 

Inventory adjustment in the US 
Kubota almost completed its adjustment of tractor inventories in the US in 
1H07, and is now stepping up the process for compact construction 
machinery. We have seen no signs of recovery in demand for compact 
tractors and mini-hydraulic shovels yet, but the company continues its efforts 
to minimise risk. Management held a series of meetings with US dealers over 
19-25 September, at which it unveiled its 2008 models. It will replace about 
one third of its current product lineup. Management reports that the meetings 
resulted in more orders than it had anticipated, and that dealers are not 
overly pessimistic about prospects for the US market or the Kubota brand. 

Discount valuation due to operating profit drop  
We recently lowered our target price from ¥1,070 to ¥1,050, based on 16.7x 
FY3/09CL PE (1x discount to the machinery sector average PE of 17.7x). We 
based our previous target on 18.5x FY3/08CL PE. 
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Kubota - ¥966 - OUTPERFORM 
Summary P&L forecast (¥m)    

Year to 31 March 2006A 2007A 2008CL 2009CL 2010CL 
Revenue 1,065,736 1,127,456 1,140,000 1,185,000 1,253,000 
Cogs (753,952) (794,687) (808,000) (829,800) (872,900) 
SG&A (190,726) (202,422) (203,000) (215,200) (222,000) 
Operating profit 121,058 130,347 129,000 140,000 158,100 
Non-operating balance 1,651 2,064 2,000 2,000 2,000 
Recurring profit 122,709 132,411 131,000 142,000 160,100 
Extraordinary balance 0 0 0 0 0 
Pretax profit 122,709 132,411 131,000 142,000 160,100 
Tax and other adjustments 59,487 55,108 55,400 59,700 66,700 
Net profit 63,222 77,303 75,600 82,300 93,400 
Summary cashflow forecast (¥m)  
Operating Ebit 121,058 130,347 129,000 140,000 158,100 
Depreciation/amortisation 25,821 25,100 32,500 36,000 40,000 
Working capital - Trade (6,957) (18,655) 451 (9,150) (15,910) 
Other operating items (69,002) 51,468 14 0 0 
Operating cashflow 70,920 188,260 161,965 166,850 182,190 
Net interest/taxes/other (54,416) (46,897) (48,100) (52,400) (59,400) 
Capital expenditure (25,680) (44,700) (43,000) (40,000) (40,000) 
Acquisition/inv/disposal (117,303) (23,271) 3,686 3,700 3,700 
Free cashflow (3,608) 100,372 74,565 78,150 86,490 
Dividends paid (11,700) (14,200) (15,490) (15,490) (16,790) 
Other items 99,388 (25,829) 5 0 0 
Decrease in net debt (38,791) 33,363 59,066 62,660 69,700 
Summary balance sheet forecast (¥m)  
Cash & equivalents 71,858 82,601 64,034 126,694 196,394 
Debtors - Trade 310,717 316,208 372,550 387,250 409,480 
Inventories - Trade 175,660 205,658 164,900 169,350 178,140 
Other current assets 199,989 212,633 212,600 212,600 212,600 
Fixed assets 226,372 237,646 244,446 244,750 241,050 
Intangible assets 0 0 0 0 0 
Other term assets 420,806 447,786 447,800 447,800 447,800 
Total assets 1,405,402 1,502,532 1,506,330 1,588,444 1,685,464 
Short-term debt 182,229 161,528 164,000 164,000 164,000 
Creditors-trade 220,461 237,295 253,330 263,330 278,440 
Other current liabilities 113,748 177,860 177,841 177,841 177,841 
Long-term debt/CBs 253,582 113,779 33,700 33,700 33,700 
Other long-term liabilities 0 0 0 0 0 
Minority interest/ other equity 28,898 152,433 0 0 0 
Shareholder funds 606,484 659,637 877,459 949,573 1,031,483 
Total liabilities & equity 1,405,402 1,502,532 1,506,330 1,588,444 1,685,464 
Ratio analysis    
Revenue growth 8.4 5.8 1.1 3.9 5.7 
Operating profit growth 31.2 7.7 (1.0) 8.5 12.9 
Recurring profit growth (24.0) 7.9 (1.1) 8.4 12.7 
Net profit growth (46.4) 22.3 (2.2) 8.9 13.5 
Operating profit margin 11.4 11.6 11.3 11.8 12.6 
Net profit margin 5.9 6.9 6.6 6.9 7.5 
Dividend payout 20.4 20.0 20.5 18.8 18.0 
Tax rate 0.36 0.36 0.36 0.00 0.00 
Free cashflow (3,608) 100,372 74,565 78,150 86,490 
ROE 11.6 12.2 9.8 9.0 9.4 
ROA 4.9 5.3 5.0 5.3 5.7 
ROIC 7.3 7.2 7.0 7.7 8.1 
Enterprise value (EV) 1,227,350 1,145,014 933,527 870,867 801,167 
EV/IC (x) 1.92 1.49 1.27 1.23 1.09 
Equity ratio 43.2 43.9 58.3 59.8 61.2 
Net debt/equity 57.3 23.7 15.2 7.5 0.1 
 

Tractor sales to Europe 
and Asia set to rise and 
losses from the 
environmental 
engineering segment to 
shrink. 

High capex directed 
towards foreign tractor 
sales to continue.  

Reduction of debt. 

We expect operating 
profit margin growth to 
increase. 



Kurita Water  

¥3,820 - BUY   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 March 06A 07A 08CL 09CL 10CL
Revenue (¥m) 173,683 197,146 209,500 220,800 245,000
Operating profit (¥m) 17,311 24,276 30,300 33,800 40,700
Recurring profit (¥m) 18,425 25,225 30,800 34,300 41,200
Recurring profit  (% YoY) 10.16 36.91 22.10 11.36 20.12
Net profit (¥m) 10,517 14,207 17,800 20,600 25,000
EPS (¥) 79.2 107.0 138.3 160.1 194.3
CL/consensus(11)(EPS%) - - 105.00 104.00 113.00
PE (@¥3,820) 48.23 35.70 27.61 23.85 19.65
P/CF (x) 31.9 23.7 18.4 15.6 13.0
PB (x) 3.5 3.2 2.9 2.6 2.3
ROE (%) 7.5 9.4 10.8 11.4 12.4
Source: CLSA Asia-Pacific Markets 
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 Priced on 31 October 2007 
 Topix @  1,620.1 
  
 12M hi/lo ¥4,110/2,300 
  
 12M price target ¥4,170 
 ±% potential +9% 
 Target set on 27 Jun 07 
   
 Shares in issue 128.7m 
 Free float (est.) 86.9% 
   
 Market cap US$4,426m 
     
     
  
 3M average daily volume 
 ¥3,890.1m (US$33.6m) 
     
  
 Major shareholders 

 
Itochu 7.7%  
Japan Trustee Services 5.4% 

  
 Foreign s'holding 41.1% 
  
 Stock performance (%) 

  1M 3M 12M 
 Absolute (2.1) 0.8 59.8 
 Relative (2.3) 6.1 59.6 
 Abs (US$) (1.5) 4.6 63.8 
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Fluid gold 
As the potential for a global shortage of water resources becomes 
apparent, Kurita Water’s advanced recycling and purification technology 
should place it front and centre in investors’ minds. More profitable 
businesses are increasing their contribution to overall operations and will 
continue to do so. We are BUYers to our DCF-based target price of ¥4,170. 

Weighting of wide-margin services increasing  
The services business refers to the entire water-treatment-chemicals 
segment, including ultra-pure water supply to the electronics industry, tool 
cleaning, maintenance of water-treatment facilities and soil remediation. This 
business generates wider margins than hardware sales, with consolidated 
revenue accounting for 72% of the total in FY3/07. We expect this percentage 
to expand to 77% in FY3/09.  

Rising operating profit in FY3/08 
We forecast consolidated operating profit of ¥30.3bn (+25% YoY) in FY3/08. 
The company’s forecast of ¥27.5bn is based on conservative assumptions 
from the electronics-sector business. We do not see any signs of the 
deterioration in margins in the services businesses (such as tool cleaning) 
based on intensifying competition that Kurita is projecting, while its projection 
of flat YoY domestic revenue from maintenance services for the electronics 
sector appears cautious. We expect water-treatment facilities for the 
electronics sector to drive consolidated operating profit in FY3/08.  

Lifting our forecasts 
We have revised up our FY3/08CL operating profit to ¥30.3bn from ¥24.0bn 
based on profits from the hardware components for water-treatment facilities 
for the electronics sector, the services business, and international sales of 
water-treatment chemicals, which are growing faster than expected. Most 
notably, profitability for electronics-industry orders has improved more than 
anticipated as companies are investing heavily at present.  

DCF target factors in longer-term profit growth  
Our target price is ¥4,170, based on our discount-cashflow model. This target 
is equivalent to 26x FY3/09CL PE. We believe the use of a longer-term DCF 
model is appropriate in setting target prices for companies with longer-term 
growth scenarios, such as nuclear power and water. 
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Kurita Water - ¥3,820 - BUY 
Summary P&L forecast (¥m)    

Year to 31 March 2006A 2007A 2008CL 2009CL 2010CL 
Revenue 173,683 197,146 209,500 220,800 245,000 
Cogs (122,630) (137,820) (142,200) (148,500) (162,300) 
SG&A (33,742) (35,050) (37,000) (38,500) (42,000) 
Operating profit 17,311 24,276 30,300 33,800 40,700 
Non-operating balance 1,114 949 500 500 500 
Recurring profit 18,425 25,225 30,800 34,300 41,200 
Extraordinary balance (227) (634) 0 0 0 
Pretax profit 18,198 24,591 30,800 34,300 41,200 
Tax and other adjustments 7,681 10,384 13,000 13,700 16,200 
Net profit 10,517 14,207 17,800 20,600 25,000 
Summary cashflow forecast (¥m)  
Operating Ebit 17,311 24,276 30,300 33,800 40,700 
Depreciation/amortisation 4,907 6,512 8,900 10,900 12,900 
Working capital - Trade (3,702) 326 22,774 (1,640) (3,510) 
Other operating items 7,894 5,554 (55) 0 0 
Operating cashflow 26,410 36,668 61,919 43,060 50,090 
Net interest/taxes/other (7,084) (9,554) (12,200) (12,900) (15,400) 
Capital expenditure (10,963) (18,846) (23,000) (25,000) (25,000) 
Acquisition/inv/disposal (876) 2,492 740 800 800 
Free cashflow 9,180 8,311 27,519 5,960 10,490 
Dividends paid (2,570) (3,090) (3,860) (3,860) (3,860) 
Other items (2,266) (277) 7 0 (75,538) 
Decrease in net debt 2,651 7,393 23,606 2,100 (68,908) 
Summary balance sheet forecast (¥m)  
Cash & equivalents 36,270 43,591 66,808 68,908 0 
Debtors - Trade 77,072 77,080 69,830 73,600 81,670 
Inventories - Trade 8,070 12,065 8,360 8,740 9,550 
Other current assets 3,820 4,268 4,300 4,300 4,300 
Fixed assets 53,991 67,288 80,580 93,880 93,880 
Intangible assets 2,864 2,607 2,600 2,600 2,600 
Other term assets 30,687 28,238 28,300 28,300 28,300 
Total assets 212,774 235,137 260,778 280,328 220,300 
Short-term debt 320 333 40 40 40 
Creditors-trade 30,412 34,741 46,560 49,070 54,440 
Other current liabilities 24,146 30,422 30,330 30,330 28,400 
Long-term debt/CBs 181 96 0 0 0 
Other long-term liabilities 11,053 11,344 10,151 10,451 (78,017) 
Minority interest/ other equity 1,295 (121) 1,427 1,427 1,427 
Shareholder funds 145,367 158,322 172,270 189,010 214,010 
Total liabilities & equity 212,774 235,137 260,778 280,328 220,300 
Ratio analysis    
Revenue growth 7.9 13.5 6.3 5.4 11.0 
Operating profit growth 8.5 40.2 24.8 11.6 20.4 
Recurring profit growth 10.2 36.9 22.1 11.4 20.1 
Net profit growth 12.1 35.1 25.3 15.7 21.4 
Operating profit margin 10.0 12.3 14.5 15.3 16.6 
Net profit margin 6.1 7.2 8.5 9.3 10.2 
Dividend payout 26.9 25.4 21.7 18.7 15.4 
Tax rate 0.41 0.41 0.42 0.39 0.39 
Free cashflow 9,180 8,311 27,519 5,960 10,490 
ROE 7.5 9.4 10.8 11.4 12.4 
ROA 5.2 6.3 7.2 7.6 10.0 
ROIC 7.6 9.7 11.2 11.9 13.1 
Enterprise value (EV) 442,136 437,324 397,855 395,755 464,663 
EV/IC (x) 3.43 3.16 2.74 2.44 2.59 
Equity ratio 68.3 67.3 66.1 67.4 97.1 
Net debt/equity (24.4) (27.3) (38.4) (36.2) 0.0 
 

Solutions business 
continues to grow. 

Increasing capex for LCD 
sector factory water 
production. 

No long-term debt 

Expansion of the high-
profit-margin solutions 
business. 



Manila Water  

P17.00 - BUY  
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Financials  
Year to 31 December 05A 06A 07CL 08CL 09CL
Revenue (Pm) 5,544 6,490 7,364 9,273 10,448
Net profit (Pm) 1,753 2,104 1,944 2,756 3,135
EPS (P) 0.9 1.1 1.0 1.4 1.6
CL/consensus(6)(EPS%) - - 110 106 112
EPS (% YoY) 9.4 12.3 (7.6) 41.8 13.7
PEx (@P17.00) 18.2 16.2 17.6 12.4 10.9
Dividend yield (%) 0.9 1.5 1.9 1.7 2.4
FCF yield (%) (0.2) 1.8 (4.0) (0.5) 1.7
ROAE (%) 26.00 20.80 16.50 20.00 19.20
Price/book (x) 3.5 3.1 2.7 2.3 1.9
Net gearing (%) 14.94 12.00 28.66 39.09 43.87
Source: CLSA Asia-Pacific Markets 
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 12M hi/lo P17.50/8.80 
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 Stock performance (%) 

  1M 3M 12M 
 Absolute 21.4 19.3 84.8 
 Relative 15.4 11.1 33.1 
 Abs (US$) 25.3 23.9 110.9 
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Profits on tap 
We reiterate our BUY call on Manila Water and highlight the company’s 
efficiency track record, which should help it secure favourable tariff 
adjustments. Expansion into underserved areas further east is also 
leading to healthy, billed volume increase. We see more growth ahead. 
Demand for the company's services continues to be strong, with current 
water/sewerage infrastructure requiring additional investments. 
Potential expansion abroad will also boost valuations. 

Efficient operator 
Manila Water has proved it can run the eastern water-distribution concession 
efficiently, while keeping a lid on costs. It has been able to meet, if not 
surpass, performance targets as per concession agreement. It has reduced 
non-revenue water (NRW) to 25% thus far versus this year’s 43% target. 
Water availability, customer numbers and billed volume have also improved in 
the 10 years since the company’s privatisation in 1997. The stellar results 
have a bearing on rate-setting under the performance-based regulation.  

Connecting underserved areas 
Billed volume growth has been impressive so far this year - up 13% YoY, 
driven mainly by the company's expansion into underserved areas further 
east. We expect Manila Water to sustain healthy growth rates over the next 
few years. Unconnected households pay as much as P150/m3 for trucked-in 
water versus the company's P20.54 average selling price.  

Domestic investment opportunities  
The Philippines still needs considerable investments in water/sewerage 
infrastructure to connect underserved areas, reduce NRW, as well as to 
improve sewerage-service coverage. There is also strong demand for new 
water sources, bearing in mind that Metro Manila currently relies on only one 
source (Angat Dam) for over 90% of its requirements. All such investments 
will form part of Manila Water’s rate base.  

Potential regional player 
The company plans to expand outside the Philippines, into Vietnam and Hong 
Kong. It is vying for a leakage-reduction-and-management contract in Ho Chi 
Minh City and a design, build and operate project for some sewerage-
treatments facilities on Lamma Island, Hong Kong. If successful, the company 
would emerge as a more regional play - with positive effect on valuations. 
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Manila Water - P17.00 - BUY 

Investment by numbers

Risks to our view

Key earnings drivers
Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL

Billed-volume growth (%) 8.4 9.7 10.0 8.0 8.0
Non-revenue water (%) 35.5 30.3 25.0 24.3 23.5

Effective tariff/m3 (P) 17.6 18.8 19.4 22.6 23.6
Op expense growth (%) 25.8 19.4 2.5 10.9 9.9
Effective tax rate (%) (3.7) (7.6) 32.0 32.0 32.0
Interest cost (%) 5.6 4.6 4.6 4.6 4.6
Total debt (Pm) 4,526 8,058 8,058 8,928 10,928
Net gearing (%) 14.9 12.0 28.7 39.1 43.9
Capex (Pm) 4,402 3,863 5,000 5,000 5,000
Payout ratio (%) 16.2 23.9 32.5 21.2 26.4

Manila Water is guaranteed a certain return (currently 10.4%) on investment in
relation to improvement of the Metro Manila East Zone water-distribution system
concession. It is called the average discount rate (ADR). Its concession agreement
runs to 2022.  

We expect the company to post healthy revenue gains in the next few years on
robust growth in billed volumes and annual CPI-related tariff adjustments. There
will also be a profit jump in 2008 on the back of a scheduled rate-rebasing. With
good control on costs, we see margins expanding, and non-revenue water
improving further albeit at a more modest rate.  

We forecast negative or negligible free cashflow in the next few years on further
capex to improve and expand the country's water-distribution system, as well as
sewerage-service coverage. Even more capex is required in the long term to
develop new water sources for Metro Manila. This is a big opportunity for Manila
Water.

Regulators may decide to reduce the company's ADR from the current 10.4%
bearing in mind that capital costs/bond yields have declined since the last rate-
rebasing.  

There is also the question of how the scheduled PBR-tariff adjustment is
implemented (ie, spread over how many years).  
   
We believe that regulatory risk is low for Manila Water, particularly since the
company is perceived as an efficient utility with a lower NRW figure compared to
the West Zone concessionaire.
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Manila Water - P17.00 - BUY 
Summary P&L forecast (Pm)    
Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL 
Revenue 5,544 6,490 7,364 9,273 10,448 
Operating Ebitda 3,182 3,668 4,679 6,461 7,501 
Operating Ebit 2,229 2,533 3,309 4,777 5,505 
Interest income 219 295 332 212 169 
Interest expense (282) (290) (371) (391) (457) 
Other items (227) (312) 0 0 0 
Profit before tax 1,940 2,226 3,270 4,598 5,216 
Taxation 72 168 (1,046) (1,471) (1,669) 
Minorities and other (259) (290) (280) (370) (412) 
Profit 1,753 2,104 1,944 2,756 3,135 

Summary cashflow forecast (Pm)  
Operating Ebit 2,229 2,533 3,309 4,777 5,505 
Depreciation/amort 953 1,135 1,370 1,683 1,997 
Working capital - trade 964 236 (99) (100) (96) 
Other operating items 195 394 136 136 136 
Operating cashflow 4,341 4,298 4,716 6,497 7,542 
Net interest/taxes/other 9 174 (1,086) (1,650) (1,958) 
Cashflow 4,350 4,471 3,630 4,846 5,584 
Capital expenditure (4,402) (3,863) (5,000) (5,000) (5,000) 
Acq/inv/disposals 0 0 0 0 0 
Free Cashflow (52) 608 (1,370) (154) 584 
Ord div paid/Other items 2,560 (521) (1,047) (2,213) (2,509) 
Decrease in net debt 2,509 87 (2,417) (2,367) (1,925) 

Summary balance sheet forecast (Pm)  
Cash & equivalents 3,014 6,632 4,215 2,718 2,793 
Debtors - trade 258 231 388 730 940 
Inventories - trade 0 0 0 0 0 
Other current assets 310 633 718 905 1,019 
Fixed assets 9,491 12,599 16,645 20,490 24,136 
Intangible assets 0 0 0 0 0 
Other term assets 4,857 4,167 4,281 5,452 6,510 
Total assets 17,929 24,263 26,247 30,295 35,398 
Short-term debt 504 928 928 928 928 
Creditors - trade 2,679 3,605 3,884 4,448 4,814 
Other current liabs 0 0 0 0 0 
Long-term debt/CBs 4,022 7,130 7,130 8,000 10,000 
Other long-term liabs 601 726 903 1,037 1,119 
Minorities/other equity 900 900 900 900 900 
Shareholder funds 9,223 10,974 12,502 14,982 17,638 
Total liabs & equity 17,929 24,263 26,247 30,295 35,398 

Ratio analysis   
Revenue growth (%) 33.1 17.1 13.5 25.9 12.7 
Op Ebitda growth (%) 44.2 15.3 27.6 38.1 16.1 
Op Ebit growth (%) 45.7 13.6 30.6 44.4 15.2 
Op Ebitda margin (%) 57.4 56.5 63.5 69.7 71.8 
Op Ebit margin (%) 40.2 39.0 44.9 51.5 52.7 
Net profit margin (%) 31.6 32.4 26.4 29.7 30.0 
Dividend payout (%) 16.3 24.0 32.5 21.2 26.4 
Tax rate (%) (3.7) (7.6) 32.0 32.0 32.0 
Ebitda/net int exp (x) 50.6 (687.5) 119.4 36.1 26.0 
Net debt/equity (%) 14.9 12.0 28.7 39.1 43.9 
Gross debt/equity (%) 44.7 67.9 60.1 56.2 58.9 
Net debt/op Ebitda (x) 0.5 0.4 0.8 1.0 1.1 
Gross debt/op Ebitda (x) 1.4 2.2 1.7 1.4 1.5 
Return on equity (%) 26.1 20.8 16.6 20.1 19.2 
ROCE (%) 19.3 17.8 21.7 24.3 22.6 
Return on assets (%) 11.4 10.0 7.7 9.8 9.5 

Rate-rebasing to boost 
profit. 

Opportunity to improve 
water and sewerage 
infrastructure. 

Healthy balance sheet 
with scope to leverage 
up. 

Healthy margins and 
profitability. 
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Clean & Green Audit™ 
Criteria Score
Leadership 1.00
Recognition  2.00
Disclosure 2.00
Looking to the future 2.00
C&G score/20 7.10

For details on methodology and 
scoring ranges across Asia, see our 
annual Clean & Green Audit report, 
which debuted in September 2006.  

Corporate governance at Manila Water 
Criteria Score Country

avg (%)
Country

rank
Asia-xJ

avg (%)
Sector 

rank 
Discipline 35 45 10 58 57 
Transparency 100 65 1 71 1 
Independence 62 66 15 49 15 
Accountability 62 58 7 52 15 
Responsibility 75 38 2 52 18 
Fairness 89 75 3 65 5 
Social resp 100 84 1 72 1 
Wtd CG score 74 60 6/20 59 7/73 
 

Outlook 1 year Comment 
Jet Stream® criteria   
Industry leadership  Largest and most profitable water utility in the Philippines. 
EVA™ return  Value creator. 
Shareholder value  Follows investment criteria. 
Corporate governance  Transparent. Good treatment of minorities. 
Management quality  Good management. 
Use of technology  Track record of efficiency and surpassing performance targets. 
Clean & green audit  Publishes sustainability report annually. 
Valuations    
Earnings momentum  Rate-rebasing will boost 2008 profit. 
Price/earnings - Valuation has risen. 
Price/book value  PB of 2.77x for 2007. 
Macro factors   
Country risk - Fiscal reforms taking positive effect; privatisation programme picking up 
Strategy - 4Q08 Phisix target of 4,200. 
Liquidity  Trading volumes on the rise.  

Conclusion BUY  
 

 

Valuation history 

PE bands  PB bands  Comment 
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 The stock has risen but 
valuation remains 
undemanding versus peers.  

Bands (from the top): max, +1sd, avg, -1std, min.  

Manila Water - P17.00 - BUY 
The business  Competition & market franchise 

Manila Water is an Ayala Corporation subsidiary. The company 
provides water delivery, as well as sewerage and sanitation 
services, under a 25-year concession agreement to 
approximately five million residential, commercial and 
industrial customers in the Metro Manila East Zone, Philippines. 
It services 23 cities and municipalities, including parts of 
Manila, San Juan, Taguig, Pateros, Markina, Pasig, 
Mandaluyong, Makati and most of Quezon City. The company 
also manages and operates the sewerage system that covers a 
portion of its service area, as well as provides sanitation 
services, including desludging of septic tanks.  

 Manila Water is a virtual monopoly of the Metro Manila East 
Zone concession. It is guaranteed a 10.4% rate of return on 
investments to upgrade the city’s water-distribution systems. 
There are also cost-recovery mechanisms to account for 
movements in foreign-exchange rates and inflation. 

 



NWS   

HK$25.50 - UNDERPERFORM   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 30 Jun 06A 07CL 08CL 09CL 10CL
Revenue (HK$m) 12,544 14,746 15,167 15,715 16,212
Net profit (HK$m) 1,657 2,050 3,656 2,481 2,473
CL/consensus(4)(EPS%) - 109 128 113 -
EPS (% YoY) (43.9) 21.5 78.3 (32.1) (0.2)
PEx (@HK$25.50) 28.3 23.3 13.0 19.2 19.3
Dividend yield (%) 1.7 2.2 3.8 2.6 2.6
FCF yield (%) 1.9 3.7 7.9 3.8 4.0
ROAE (%) 12.00 13.10 20.80 12.90 12.10
Price/book (x) 3.3 2.9 2.6 2.4 2.3
Source: CLSA Asia-Pacific Markets 

 Debra Lui 
 debra.lui@clsa.com 

(852) 26008398 
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 Hong Kong 
 Conglomerates 
  
 Reuters 0659.HK 
 Bloomberg 659 HK 

 Priced on 5 November 2007 
 HK HSI @  28,942.3 
  
 12M hi/lo HK$29.80/12.40 
  
 12M price target HK$25.93 
 ±% potential +2% 
 Target set on 5 Nov 07 
   
 Shares in issue 1,825.1m 
 Free float (est.) 45.0% 
   
 Market cap US$6,772m 
     
     
  
 3M average daily volume 
 HK$29.2m (US$3.8m) 
     
  
 Major shareholders 
 New World Dev Co Ltd 55.0%  
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 29.4 45.1 54.9 
 Relative 24.5 13.0 0.4 
 Abs (US$) 29.3 46.3 55.2 
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Sino-French JV with Suez 
Sino-French Water Development is one of the top players in the water 
industry in China. It is established as a 50/50 JV between Suez 
Environment of France and NWS Holdings of Hong Kong. SFWB began 
making inroads into China in the early 1990s and now operates 20 joint 
ventures in 15 municipalities in China. With a total investment of over 
RMB5bn, the company provides drinking water services to around 13.5m 
inhabitants. Its facilities produce 5.18m tonnes/day of water and treat 
300,000 tonnes of municipal sewage and 37,500 tonnes of industrial 
wastewater. We estimate that the JV contributes to 5% of NWS’ NAV. 

Sino-French Water Development 
These 20 JVs spread throughout China, North to Siping in Jilin, South to 
Sanya in Hainan, East to Shanghai and West to Chongqing, and are classified 
into four types, water production, full services, municipal sewage treatment 
services and industrial wastewater treatment services. The company aims to 
acquire around two new JV per year. 

Project selection criteria 
In SFWD’s view, the economic activity and the affordability of the cities are 
some of the most crucial factors as these drive future water demand and 
tariff growth. The company prefers to enter cities where water bill is not more 
than 2% of the household disposable income meaning sufficient headroom for 
tariff growth. SFWD is looking to streamline regional management through 
common purchasing in order to reduce head office costs and to benefit from 
economies of scale. The company is currently looking at LNG and desalination 
co-generation projects in China and plant constructions business.  

Water assets likely to keep going up 
Although SFWD does not concern about the percentage ownership on its 
investments, we believe that with an ownership of the Chinese water assets 
SFWD would be able to transfer the technical know-how and the managerial 
skills from the two conglomerates. Nonetheless, SFWD does look for 
management quality of the local investment partner. The management of 
SFWD does not view the premium of asset as meaningful when assessing a 
bid as they view the expected revenue and cash flow as more important than 
the asset value paid. However, we believe that under the current land 
grabbing environment in the Chinese water industry the water giant is looking 
for good quality projects in affluent cities where the income is steady and 
taking a much longer term investment approach. 
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 NWS - HK$25.50 - UNDERPERFORM 
Summary P&L forecast (HK$m)    

Year to 30 June 2006A 2007A 2008CL 2009CL 2010CL 
Revenue 12,544 14,746 15,167 15,715 16,212 
Operating Ebitda 816 907 990 1,031 870 
Operating Ebit 614 721 803 843 681 
Interest income 0 0 0 0 0 
Interest expense (254) (167) (108) (44) (34) 
Other items 1,422 1,752 3,996 2,384 2,525 
Profit before tax 1,782 2,306 4,691 3,182 3,173 
Taxation (105) (231) (938) (636) (635) 
Minorities and other (21) (25) (96) (65) (65) 
Profit 1,657 2,050 3,656 2,481 2,473 

Summary cashflow forecast (HK$m)  

Operating Ebit 614 721 803 843 681 
Depreciation/amort 201 186 187 188 189 
Working capital - trade 722 276 (316) 440 239 
Other operating items (1,262) (180) 2,066 (196) (131) 
Operating cashflow 275 1,003 2,739 1,275 978 
Net interest/taxes/other 573 978 1,204 729 1,115 
Cashflow 848 1,981 3,943 2,004 2,093 
Capital expenditure 60 (200) (200) (200) (200) 
Acq/inv/disposals (580) 1,794 (553) (245) 53 
Free Cashflow 327 3,575 3,190 1,559 1,946 
Ord div paid/Other items (635) (4,140) 1,061 (1,741) (1,218) 
Decrease in net debt (307) (565) 4,251 (181) 728 

Summary balance sheet forecast (HK$m)  

Cash & equivalents 2,548 1,982 6,234 6,052 6,780 
Debtors - trade 1 1 1 1 1 
Inventories - trade 123 144 148 153 160 
Other current assets 5,693 5,935 5,834 5,892 5,947 
Fixed assets 3,095 3,108 3,121 3,133 3,144 
Intangible assets 330 167 (151) (113) (137) 
Other term assets 13,799 16,811 15,059 16,489 17,148 
Total assets 25,588 28,150 30,246 31,607 33,043 
Short-term debt 883 883 883 883 883 
Creditors - trade 5,123 5,420 5,107 5,552 5,798 
Other current liabs 641 757 1,410 1,132 1,130 
Long-term debt/CBs 3,712 3,712 3,712 3,712 3,712 
Other long-term liabs 0 0 0 0 0 
Minorities/other equity 762 737 640 575 510 
Shareholder funds 14,466 16,640 18,492 19,752 21,009 
Total liabs & equity 25,588 28,150 30,246 31,607 33,043 

Ratio analysis    

Revenue growth (%) 21.9 17.6 2.9 3.6 3.2 
Op Ebitda growth (%) 185.1 11.2 9.1 4.1 (15.6) 
Op Ebit growth (%) 619.2 17.3 11.4 5.0 (19.2) 
Op Ebitda margin (%) 6.5 6.2 6.5 6.6 5.4 
Op Ebit margin (%) 4.9 4.9 5.3 5.4 4.2 
Net profit margin (%) 13.2 13.9 24.1 15.8 15.3 
Dividend payout (%) 48.8 50.0 50.0 50.0 50.0 
Tax rate (%) 5.9 10.0 20.0 20.0 20.0 
Ebitda/net int exp (x) 3.2 5.4 9.2 23.3 26.0 
Net debt/equity (%) 13.4 15.0 (8.6) (7.2) (10.2) 
Gross debt/equity (%) 30.2 26.4 24.0 22.6 21.4 
Net debt/op Ebitda (x) 1.6 2.0 (2.4) (2.2) (3.4) 
Gross debt/op Ebitda (x) 5.6 5.1 4.6 4.5 5.3 
Return on equity (%) 12.1 13.2 20.8 13.0 12.1 
ROCE (%) 12.3 13.3 25.6 17.7 16.8 
Return on assets (%) 6.5 7.6 12.5 8.0 7.7 

 

Volatile contracting 
revenue contributes 65% 
of total FY07 revenue. 
Revenue is a poor 
performance indicator 
for NWS. 

The interest expense 
drops off as net debt 
turns to cash in FY08.

The jump in cash in FY08 
is as a direct result of 
the disposal of the Hung 
Hom Peninsula.

The company has 
committed to a 50% 
payout ratio over the 
long term.

The net cash position of 
the company gives it the 
ability to take advantage 
should acquisition 
opportunities arise. 



Shanghai Industrial 

HK$45.40 – BUY   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07CL 08CL 09CL
Revenue (HK$m) 6,024.99 6,850.55 8,173.04 10,818.94 16,149.60
Net profit (HK$m) 1,027.94 1,257.78 1,522.70 1,571.13 2,334.28
EPS (HK¢) 106.3 129.7 142.8 147.3 218.9
EPS (% YoY) (26.0) 22.0 10.0 3.1 48.5
PEx (@HK$45.40) 40.1 32.9 29.9 29.0 19.5
Dividend yield (%) 1.0 1.2 1.3 1.4 2.1
FCF yield (%) 0.2 2.4 7.7 3.4 6.9
ROAE (%) 6.40 7.40 7.80 7.10 10.10
Price/book (x) 2.5 2.4 2.1 2.0 1.9
  
  
Source: CLSA Asia-Pacific Markets 

 Danie Schutte, CFA 
 danie.schutte@clsa.com 

(852) 26008573 

 Michael Lee 
 (852) 26008300 
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 China 
 Conglomerates 
  
 Reuters 0363.HK 
 Bloomberg 363 HK 

 Priced on 2 November 2007 
 HS CEI @  19,540.1 
  
 12M hi/lo HK$48.80/15.10 
  
 12M price target HK$48.89 
 ±% potential +15% 
 Target set on 25 Oct 07 
   
 Shares in issue 1,066.6m 
 Free float (est.) 43.4% 
   
 Market cap US$5,880m 
     
     
  
 3M average daily volume 
 HK$145.1m (US$18.7m) 
     
  
 Major shareholders 
 SII Holdings 56.6%  
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 11.1 25.4 182.5 
 Relative (4.9) (18.0) 10.2 
 Abs (US$) 11.0 26.5 183.0 
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Coming into land 
Investors have scooped the cream from Shanghai Industrial, given its 
160% surge over the past year. Nevertheless, we initiate coverage with a 
BUY and set our target price at an appraised NAV of HK$46.17, as 
liquidity in Hong Kong mitigates the need for target discounts for now. 
With a PE in the mid-20s the stock is not cheap, but it is at a discount 
relative to peers. Furthermore, the PE of this cashed-up red chip may fall 
if it spends the HK$15bn required to lift gearing to a more efficient 35%. 

Strategic change 
Since Shanghai Industrial’s move into property, growth expectations have risen. The 
company is a conglomerate in the truest sense of the word, but has become more 
focused by shedding noncore assets such as its automotive business. Wing Fat Printing 
is heading for a separate IPO before the end of the year, in another strategic move 
that should unlock value for shareholders. We also expect the company to shed its 
technology division in due course. 

Property focus 
Shanghai Industrial is a considerable player in China property since acquiring 40% of 
Shanghai Urban Development, which has a 2m m2 landbank. Forecast property-profit 
contributions may rise towards HK$1bn a year from 2009. The company may become 
a consolidator when the Shanghai government reorganises its property assets, held by 
about 600 state-owned enterprises. The parent company has about 100km2 of 
property with injection potential. 

Core activities 
The 100%-owned Nanyang Tobacco is cash generative. Road earnings should rise, as 
expansion of the Hu-Ning Expressway will double capacity and the Yongjin Expressway 
was commissioned only in 2006. We expect profit growth of the water portfolio to 
accelerate as tariffs rise. The pharmaceuticals division faces challenges, but synergies 
should arise from its realignment under an A-share-listed entity. Shareholder value will 
be unlocked with the separate IPO of Wing Fat Printing. 

Relative value 
With ROE rising to 10% over the forecast period and price-to-book at 2x, the valuation 
of Shanghai Industrial is not outrageous. The stock is cheap relative to other red chips, 
trading at a 6% NAV discount, compared with 9% for CITIC Pacific and a 16% 
premium for Beijing Enterprises. 
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Shanghai Industrial - HK$45.40 – BUY 

Investment by numbers

Risks to our view

Key earnings drivers
Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL

China GDP growth (%) 10.2 10-12 8-9 8-9 8-9
China retail sales growth (%) 12.9 13.5 9.0 9.0 9.0
Avg daily traffic 40.1 62.7 50.2 45.2 56.4
Water sales growth (%) 129.0 46.0 15.0 15.0 15.0

Water tariff (HK$/m3) 1.8 1.9 2.0 2.1 2.2
China property price (%) 6.0 6.0 6.0
China property rental (%) 8.0 8.0 8.0
China urbanisaton rate (%) 40.4 41.3 42.1 43.0 44.0
China population 60+ growth (%) 2.7 2.7 2.7 2.7 2.7
Rmb-HK$ 0.96 1.00 1.06 1.10 1.15

Although Shanghai Industrial plans to turn Shanghai Urban Development (SUD)
into one of its core businesses (26% of NAV), revenue generated from this
property division is not reflected in its income statement yet because its initial
stake in SUD is only 40%, so the investment is treated as an associate from an
accounting perspective. Should the stake in Shanghai Urban Development be
increased to a controlling 59%, which the company plans to do in the near future,
a significant boost in revenue is expected.

With high exposure to consumer-related businesses and a ramp-up in earnings
from the newly acquired property business, we expect strong profit growth over
the forecast period. We expect property-profit contributions to climb to
HK$1bn/annum in 2009, but warn that the timing of development-property profits
is notoriously difficult to predict. 

At the end of June, the company had net cash of more than HK$6bn, so substantial
investments need to be made to improve the balance-sheet efficiency. The next
substantial acquisition is likely be an increase in the company's stake in Shanghai
Urban Development from 40% to a controlling 59% in 4Q07.  

Shanghai Industrial has an inefficient balance sheet. At the end of June 2007, the
company had net cash of more than HK$6bn, so substantial investments need to
be made to improve this inefficiency. We expect gearing to increase to 35% by
accepting asset injections from the parent or by expanding core activities inside
and outside Shanghai. Slow execution or poor investments could lead to stock
underperformance.

The company's earnings are highly correlated to economic growth in the
Shanghai/Yangtze River Delta region. An unlikely slowdown in growth in this
region would have an adverse impact on the company's growth profile.

Our target price for Shanghai Industrial is set at full NAV to account for the
abundant liquidity prevailing in markets. Should liquidity abate due to a correction
in the China/Hong Kong equity markets, we expect the conglomerates sector, in
general, to trade back to average historical NAV discounts. The average historical
NAV discount for the sector is 21% and for the company 24%.
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Shanghai Industrial - HK$45.40 – BUY 
Summary P&L forecast (HK$m)    

Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL 
Revenue 6,025 6,851 8,173 10,819 16,150 
Operating Ebitda 1,561 1,962 2,304 2,676 5,066 
Operating Ebit 1,301 1,646 1,979 2,342 4,724 
Interest income 0 0 0 0 0 
Interest expense (82) (105) (109) (109) (109) 
Other items 231 195 395 104 161 
Profit before tax 1,450 1,737 2,266 2,337 4,776 
Taxation (194) (236) (363) (421) (907) 
Minorities and other (228) (242) (381) (345) (1,534) 
Profit 1,028 1,258 1,523 1,571 2,334 
Summary cashflow forecast (HK$m)  
Operating Ebit 1,301 1,646 1,979 2,342 4,724 
Depreciation/amort 260 316 325 334 342 
Working capital - trade (320) 264 (119) (265) (763) 
Other operating items (384) (211) 162 4 4 
Operating cashflow 857 2,015 2,347 2,415 4,307 
Net interest/taxes/other (292) (299) (492) (475) (767) 
Cashflow 565 1,715 1,855 1,939 3,540 
Capital expenditure (471) (735) 1,666 (400) (400) 
Acq/inv/disposals 7 (12) (6,116) (136) 137 
Free Cashflow 102 969 (2,595) 1,403 3,278 
Ord div paid/Other items (225) (115) 2,346 (633) (938) 
Decrease in net debt (124) 854 (249) 771 2,340 
Summary balance sheet forecast (HK$m)  
Cash & equivalents 6,068 6,806 6,556 7,327 9,667 
Debtors - trade 1,540 1,513 1,567 1,927 2,655 
Inventories - trade 1,216 1,217 1,188 1,394 1,722 
Other current assets 1,486 1,696 1,696 1,696 1,696 
Fixed assets 2,404 2,672 2,818 2,952 3,076 
Intangible assets 493 511 511 511 511 
Other term assets 8,765 9,244 13,460 13,631 13,589 
Total assets 21,972 23,658 27,797 29,438 32,915 
Short-term debt 1,320 615 615 615 615 
Creditors - trade 1,298 1,536 1,442 1,742 2,035 
Other current liabs 65 102 145 168 363 
Long-term debt/CBs 974 1,562 1,562 1,562 1,562 
Other long-term liabs 107 112 49 79 134 
Minorities/other equity 1,832 2,226 2,606 2,951 4,485 
Shareholder funds 16,376 17,505 21,378 22,321 23,721 
Total liabs & equity 21,972 23,658 27,797 29,438 32,915 
Ratio analysis    
Revenue growth (%) 75.7 13.7 19.3 32.4 49.3 
Op Ebitda growth (%) 44.9 25.7 17.4 16.1 89.3 
Op Ebit growth (%) 44.4 26.5 20.3 18.3 101.7 
Op Ebitda margin (%) 25.9 28.6 28.2 24.7 31.4 
Op Ebit margin (%) 21.6 24.0 24.2 21.6 29.2 
Net profit margin (%) 17.1 18.4 18.6 14.5 14.5 
Dividend payout (%) 39.5 40.1 40.0 40.0 40.0 
Tax rate (%) 13.4 13.6 16.0 18.0 19.0 
Ebitda/net int exp (x) 19.0 18.8 21.2 24.6 46.5 
Net debt/equity (%) (20.7) (23.5) (18.3) (20.4) (26.6) 
Gross debt/equity (%) 12.6 11.0 9.1 8.6 7.7 
Net debt/op Ebitda (x) (2.4) (2.4) (1.9) (1.9) (1.5) 
Gross debt/op Ebitda (x) 1.5 1.1 0.9 0.8 0.4 
Return on equity (%) 6.4 7.4 7.8 7.2 10.1 
ROCE (%) 11.1 12.5 13.7 12.3 23.9 
Return on assets (%) 4.8 5.5 5.9 5.5 7.5 

 

Rising profit due to the 
ramp up in profits from 
the newly acquired 
property assets 

Strong cash generation 
from existing assets and 
in particular from the 
existing landbank 

Shanghai Industrial is 
cashed up and able to 
make acquisitions. 

Good improvement in 
return ratios and as a 
result of the pick-up in 
growth 

Negative gearing means 
the balance sheet is 
inefficient. 
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Clean & Green Audit™ 
Criteria Score
Leadership 0.00
Recognition  1.00
Disclosure 0.00
Looking to the future 1.00
C&G score/20 1.71

For details on methodology and 
scoring ranges across Asia, see our 
annual Clean & Green Audit report, 
which debuted in September 2006.  

Corporate governance at Shanghai Industrial
Criteria Score Country

avg (%)
Country

rank
Asia-xJ

avg (%)
Sector

rank
Discipline 70 46 22 53 6
Transparency 57 67 80 66 20
Independence 25 47 102 53 27
Accountability 50 43 38 52 14
Responsibility 50 39 31 49 10
Fairness 78 56 12 66 7
Social resp 67 76 83 85 25
Wtd CG score 56 52 51/130 59 19/30
 

Outlook 1 year Comment 
Jet Stream® criteria   
Industry leadership - The company is dominant in Shanghai but does not operate on a global scale. 
EVA™ return  ROE is set to rise above cost of equity over the forecast period. 
Shareholder value  Non-core asst disposals and separate IPOs are unlocking value for shareholders. 
Corporate governance  Disclosure can improve. 
Management quality  Actively trying to create shareholder value. 
Use of technology - Not a technology-intensive business. 
CLSA Clean & Green Audit™  No visible evidence of progress. 
Valuations    
Earnings momentum  We expect earnings to double over the forecast period. 
Price/earnings  2007 PE is high, but it will moderate to mid-teens as newly acquired businesses begin to contribute.
Price/book value  Rising ROE justifies the company’s 2x PB ratio. 
Macro factors   
Country risk  Further monetary tightening measures. 
Strategy  Overweight PRC consumer plays, H shares and industries with favourable consolidation prospects. 
Liquidity  Strong in Hong Kong market, especially given recent QDII flow from China. 
Conclusion BUY  
 

 

Valuation history 
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 Shanghai Industrial is trading 
well above its historical PB  
and PE ranges. However, the 
addition of new businesses  
is likely, which may push 
multiples lower. 

Bands (from the top): max, +1sd, avg, -1std, min.  

Shanghai Industrial - HK$45.40 – BUY 
The business  Competition & market franchise 

Shanghai Industrial is a leading Red Chip, majority-owned by 
the Shanghai government. A diversified conglomerate based in 
Shanghai, it operates five divisions: property, infrastructure, 
consumer, medicine and technology. Property, the latest 
addition to the portfolio, accounts for 22% of net asset value 
(NAV) and we expect this contribution to increase through 
more acquisitions. Toll roads and water plants contribute 14% 
to NAV. The consumer division contributes 40%, with most of 
this coming from tobacco, printing and dairy. The company’s 
listed pharmaceutical business and pure-play IC foundry SMIC 
add 6% and 3%, respectively. Cash equals 15% of NAV.  

 Shanghai Industrial is likely to act as a consolidator in the 
fragmented Shanghai property market. Property margins are 
healthy at the moment, given the trend of rising prices, 
despite a large number of participants in the market. The 
tobacco business is a cash cow facing regulatory rather than 
competitive risks. The printing, dairy and foundry businesses 
face fierce competition, and management has achieved only 
mixed results in steering these divisions through a tough 
environment. Road development is rampant in China, but an 
increase in the numbers of new vehicles has assured adequate 
traffic growth. 

 



Shanghai Municipal Raw Water
 

Rmb20.99  - No rec   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07F 08F 09F
Revenue (Rmbm) 1,011 1,194 1,276 1,335 1,609
Net profit (Rmbm) 377 563 457 539 627
EPS (fen) 0.2 0.3 0.3 0.3 0.4
EPS (% YoY) (13.0) 49.0 (6.0) 3.6 27.6
PEx (@Rmb20.99) 104.90 70.40 75.00 72.40 56.70
Dividend yield (%) 0.40 0.57 0.58 0.67 0.95
ROAE (%) 6.40 9.00 8.60 7.10 10.40
Price/book (x) 6.72 6.30 5.82 5.57 5.24
Source: I/B/E/S  

 Debra Lui 
 debra.lui@clsa.com 

(852) 26008398 
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 China 
 Water Utilities 
  
 Reuters 600649.SS 
 Bloomberg 600649 CH 

 Priced on 31 October 2007 
 CSI 300 @  5,688.5 
  
 12M hi/lo Rmb22.08/4.92 
  
   
   
   
   
 Shares in issue 1,884m 
 Free float (est.) 54% 
   
 Market cap US$5,302m 
     
     
  
 3M average daily volume 
 Rmb821.2 (US$109.0m) 
     
  
 Major shareholders 
 Shanghai Chengtou 46% 
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 25.7 33.1 319.8 
 Relative 23.3 4.4 8.1 
 Abs (US$) 26.4 35.1 343.3 
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Asset-injection play 
Shanghai Municipal Raw Water (SMRW) is 46% held by state-owned 
Shanghai Chengtou. The company’s main raw-water supply asset is the 
Huangpu River system with daily capacity of 5m tonnes, and the 
confluence sewage system with a maximum volume of 3.5mt/day. In 
2006, the group expanded into city-water supply via an asset swap. 
Restructuring is still ongoing, with the stock currently suspended pending 
an injection of assets from the parent company. 

From raw water to tap water  
Last year, SMRW implemented an asset swap of its Yangtse River raw-water 
supply assets (1.3mt/day capacity) with Shanghai Minghang Water, an 
integrated tap-water-supply company. The daily water supply capacity is 
791,000tonnes. Equating to around one-tenth of Shanghai’s water supply 
volume, it is one of the four biggest water plants in the city.  

Wastewater treatment service  
In 1H07 SMRW derived approximately 47% of total group revenue from raw 
water, 26% from sewage treatment and 15% from tap water supply, with 
gross margins of 51%, 45% and 12% respectively. The State Council has 
requested that a large-scale water draining facility be constructed to improve 
the darkening of the Suzhou and Huangpu Rivers due to pollution. The project 
investment totalled Rmb1.6bn, of which the World Bank provided loans for 
US$145m. The confluence sewage system has a maximum volume of 
3.5mt/day. The main facilities are typically pumping stations, pipes and pre-
treatment facilities.  

Asset injection imminent 
The stock was suspended followed by an announcement that the parent was 
considering an injection of its environmental assets into SMRW. Shanghai 
Chengtou has Rmb150bn in assets and net assets of Rmb76bn. It is one of 
the largest solid-waste treatment companies in China, comprising landfill and 
waste-to-energy businesses. The environmental business is one of its four 
key divisions, with assets worth Rmb6.3bn as at end-2006. The parent 
company controls 80% of the waste-treatment market in Shanghai and is 
developing waste-treatment build-operate-transfer (BOT) projects in 
Chengdu, Chingdao, Nanjing and Shenzhen. It also invests in sewage 
treatment and wind power.  
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Sinomem Tech  

S$1.27 - SELL   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 Dec 04A 05A 06A 07CL 08CL
Revenue (S$m) 52.2 81.4 110.2 119.7 140.7
Net profit (S$m) 21.5 23.4 27.0 32.8 38.6
EPS (S¢) 5.4 5.4 5.9 7.1 8.4
CL/consensus(5)(EPS%) - - - 108 96
EPS (% YoY) - 1.1 7.9 21.3 17.6
PEx (@S$1.27) 23.7 23.4 21.7 17.9 15.2
Dividend yield (%) - - - - -
FCF yield (%) 2.0 1.6 (0.4) 2.1 3.7
ROAE (%) 29.80 20.40 17.40 18.40 18.60
Price/book (x) 6.2 4.0 3.6 3.1 2.6
Net gearing (%) (72.02) (59.66) (40.89) (42.24) (43.26)
Source: CLSA Asia-Pacific Markets 

 Justin Yeoh 
 justin.yeoh@clsa.com 

(65) 64167856 
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 Singapore 
 Water 
  
 Reuters SINO.SI 
 Bloomberg SINO SP 

 Priced on 31 October 2007 
 STI @  3,805.7 
  
 12M hi/lo S$1.64/0.86 
  
 12M price target S$0.85 
 ±% potential -33% 
 Target set on 15 July 2007 
   
 Shares in issue 461.8m 
 Free float (est.) 48.0% 
   
 Market cap US$405m 
     
     
  
 3M average daily volume 
 S$0.9m (US$0.6m) 
     
  
 Major shareholders 
 Dr Lan Weiguang 52.0%  
  
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute (4.5) (14.8) 25.7 
 Relative (7.0) (20.5) (10.7) 
 Abs (US$) (2.0) (11.1) 35.6 

 

0.5

0.7

0.9

1.1

1.3

1.5

1.7

Nov 05 Jun 06 Feb 07 Oct 07

60

70

80

90

100

110

120

130

140

150

160

Sinomem Tech
Rel to STI (RHS)

(S$)

 
 Source: Bloomberg 

 www.clsa.com  
 

 

Downstream bumps 
Sinomem is a leading membrane-manufacturing specialist in China with 
downstream production of intermediate products like gibberellins and 
xanthan gum. These products are set to drive earnings growth into 08CL, 
offsetting margin pressure in its core process-engineering business. With 
strong technology backing from its German associate Microdyn-Nadir, the 
company has started to venture into wastewater treatment with the 
announcement for four new build-operate-transfer (BOT) projects. 

Pushing into BOT 
Sinomem is a membrane-manufacturing specialist that has established a 
strong track record in setting up membrane-filtration systems for businesses 
in the pharmaceutical, water-treatment and food industries in China. The 
company is adding four BOT projects to its current portfolio of two 
wastewater treatment plants, bringing the total to 215,000 tonne/day. 

Downstream investments provide near-term upside 
Sinomem has recently started to move downstream, extending its core 
competency in membranes via a 50% JV with German-based Microdyn-Nadir. 
Specifically, the company has set up facilities to produce gibberellins (plant 
growth regulator), xanthan gum (food modifier) and sorbitol (sweetener), 
which should buoy earnings growth in coming years. 

New business poses some risks 
Sinomem’s nutraceutical business investments are rather significant at 
S$60m in the coming years. For now, we have assumed that management 
will successfully execute on these initiatives, but we are mindful of the 
potential risk of delays. In the longer term, we see competition rising in the 
gibberellins and xanthan gum markets and thus believe that wide margins are 
unsustainable in these downstream products. Furthermore, Sinomem is also 
looking to leverage its membrane capabilities into more large-scale BOT 
water-treatment projects, where execution again remains key. 

Valuations are reasonable 
We believe Sinomem’s sound track record in China’s water-treatment market 
justifies a higher multiple versus Singapore-listed peers. However, the 
downstream investments have been delayed as the company shifted its focus 
to BOT projects. Our estimates are based on conservative forecasts for the 
downstream business. We value the company on 12x 08CL PE, based on 
similarly sized small-cap companies, though its new wastewater business 
segment could potentially lead to a rerating of the stock. 
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Clean & Green Audit™ 
Criteria Score
Leadership 0.00
Recognition  1.00
Disclosure 0.00
Looking to the future 0.00
C&G score/20 0.71

For details on methodology and 
scoring ranges across Asia, see our 
annual Clean & Green Audit report, 
which debuted in September 2006.  

Corporate governance at Sinomem Tech 
Criteria Score Country

avg (%)
Country

rank
Asia-xJ

avg (%)
Sector 

rank 
Discipline 60 59 30 58 34 
Transparency 100 86 1 71 1 
Independence 75 65 18 49 6 
Accountability 38 48 37 52 53 
Responsibility 38 53 43 52 46 
Fairness 67 57 20 65 34 
Social resp 50 69 41 72 55 
Wtd CG score 62 62 36/63 59 36/73 
 

Outlook 1 year Comment 
Jet Stream® criteria   
Industry leadership  Market leader in pharmaceutical membrane engineering. 
EVA™ return  Consistently above cost of equity. 
Shareholder value  ROE has been falling due to lower sales and margins. 
Corporate governance  Adequate disclosure, accessible management. 
Management quality  Experienced but may be focusing on too many businesses. 
Use of technology  Strong technical expertise in membrane technology. 
CLSA Clean & Green Audit™  Does not manage air pollution. 
Valuations    
Earnings momentum  We are expecting only 17% growth in 2008. 
Price/earnings  Trading at 15x 08CL EPS as market has priced in new waste-water ventures. 
Price/book value  Briefly reached record highs, but has come off. 
Macro factors   
Country risk  Further monetary tightening measures. 
Strategy  Overweight on the power and utilities sector. 
Liquidity  Strong in the Singapore market, potential QDII flows. 

Conclusion SELL  
 

Valuation history 

PE bands  PB bands  Comment 

24.4x

10.5x
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17.9x

12.1x
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log scale - (S$)  The stock re-rated after moving 
into waste-water treatment, 
but earnings have disappointed 
so far, hence the volatility of 
the share-price performance. 

Bands (from the top): max, +1sd, avg, -1std, min.  

Sinomem Tech - S$1.27 - SELL 
The business  Competition & market franchise 

Sinomem is the dominant membrane technology supplier for 
China's pharmaceutical, water treatment, food and 
fermentation industries, with these businesses contributing 
83% of earnings. It has extended its value chain to include 
membrane manufacturing and membrane fermentation to 
produce nutraceuticals. Waste-water treatment is the 
company’s latest business venture. 

 Sinomem's advantage lies in its technological know-how, its 
lower cost base in China, and its vertically integrated value 
chain. The company is the market leader in the 
pharmaceutical and food-processing membrane engineering 
businesses. Sinomem is also looking to leverage its membrane 
capabilities into more large-scale BOT water-treatment 
projects, giving it an advantage over similar players. 

 



Tianjin Capital Env   

HK$5.08 – No rec   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 December 05A 06A 07F 08F 09F
Revenue (Rmbm) 581 770 968 917 1,092
Net profit (Rmbm) 177 159 206 191 208
EPS (fen) 0.1 0.1 0.2 0.2 0.2
EPS (% YoY) (45.8) (7.7) 30.0 (7.1) 6.9
PEx (@HK$5.08) 37.60 40.80 31.30 33.70 31.60
Dividend yield (%) 0.80 0.82 1.08 0.98 1.08
ROAE (%) 7.90 6.60 8.50 5.00 7.20
Price/book (x) 3.85 3.62 2.39 2.31 2.19
Net gearing (%) 50.68 92.79 77.40 84.47 70.79
Source: I/B/E/S 

 Debra Lui 
 debra.lui@clsa.com 

(852) 26008398 
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 China 
 Water 
  
 Reuters 1065.HK 
 Bloomberg 1065 HK 

 Priced on 31 October 2007 
 HS CEI @20,081.8 
  
 12M hi/lo HK$6.05/2.15 
  
   
   
   
   
 Shares in issue 340m 
 Free float (est.) 89 
   
 Market cap US$1,506m 
     
     
  
 3M average daily volume 
 HK$23.2m (US$3.0m) 
     
  
 Major shareholders 
 Atlantis 6% 
 F&K Asset management 5.08% 
   
  
    Stock performance (%) 

  1M 3M 12M 
 Absolute 5.8 6.3 125.8 
 Relative (10.3) (29.3) (15.9) 
 Abs (US$) 6.0 7.3 126.6 
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High tariff risks 
Tianjin Capital Environmental Protection (TCEP) is engaged in sewage-
treatment operations, water supply, recycled-water production and sales, 
and environmental-protection equipment manufacturing, with merely 8% 
of 2006 revenue from tollroads and construction. TCEP’s shares are dual-
listed in the A-share market (74% of the total share base). 

Strong capacity growth target 
As of end-2006, the company’s daily production capacity reached 2.84mt, 
with 2.59mt of sewage-water treatment, 200,000t of water supply and 
50,000t of recycled water. In Tianjin, sewage-treatment capacity is 1.49m 
tonnes/day, representing 42% of the group’s total sewage treatment capacity. 
The group has set a target of reaching 15mt daily capacity by 2011, with 7mt 
from water supply and 8mt from sewage treatment. 

Already a high tariff 
All sewage-treatment plants in Tianjin are likely to install recycling facilities in 
the future as the region is facing severe water shortages. This is partly 
reflected in the city integrated water tariff of Rmb3/t – one of the highest in 
China. The tariff structure at three of the four sewage treatment plants in 
Tianjin (Ji Zhuang Zi, Xian yang Lu and Bei Cang) is currently under a 
supplementary agreement, with the plants entitled to charge sewage 
treatment fees of Rmb1.93/t from the date construction is completed to the 
date inspections are finalised. Processing fees after then will be collected from 
Tianjin Sewage Company (TSC) using the same principle as for the Dong Jiao 
plant, which earns a return of 15% pa on the average NFA.  

Risk of a downward adjustment in tariff 
The currently agreed Rmb1.93/t tariff is much higher than the sewage 
processing price in TCEP’s other sewage treatment plants of Rmb0.6-1.12/t or 
the national average of Rmb0.7/t. Heavy government subsidies are required, 
with the sewage treatment fee charged to end users at Rmb0.8/t. Unlike the 
tariff uptrend in other parts of China, tariffs here are likely to be cut at the 
expiry of the contract. The company expects to complete the three projects 
before the end of 2007. It owns the pipeline network in addition to the plant 
asset. Amid a downward adjustment of tariff, the company is likely to receive 
compensation from the government – eg, through the sale of pipeline 
networks to the government. These are worth more than plant assets, 
according to the company. 
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Tianye Water  

HK$2.51 - BUY   

Find CLSA research on Bloomberg (CLSA <go>), Thomson First Call, Reuters Knowledge - and profit from our powerful CLSA evalu@tor® database at clsa.com 

Financials  
Year to 31 Dec 05A 06A 07CL 08CL 09CL
Revenue (Rmbm) 376.25 461.81 592.90 777.48 972.89
Net profit (Rmbm) 52.66 62.50 59.97 87.49 112.28
EPS (fen) 16.6 12.9 11.9 16.8 21.6
EPS (% YoY) (22.4) (7.3) 41.1 28.3
PEx (@HK$2.51) 14.6 18.8 19.3 13.5 10.5
Dividend yield (%) 4.6 3.0 1.5 2.2 2.8
FCF yield (%) 15.7 12.9 0.4 (6.3) (1.0)
ROAE (%) 12.50 9.30 12.60 14.70
Price/book (x) 2.0 1.9 1.8 1.6 1.5
Net gearing (%) 6.89 (15.35) (12.36) 2.34 7.64
Note: This company is not under formal CLSA coverage. Source: Company, CLSA Asia-Pacific Markets 

Asian small-cap research ST LT Acorn Score  
   12/20  

Maximum upside score is 5 

 Debra Lui 
 debra.lui@clsa.com 

(852) 26008398 

 Simon Powell 
 Head of Power Research  

(852) 26008626 

  

 November 2007 

 China 
 Water 
  

 Reuters 8280.HK 
 Bloomberg 8280 HK 

 Priced on 31 October 2007 
 HS CEI @  20,081.8 
  

 12M price target HK$3.31 
 ±% up/downside 32% 
 Target set on 12 Oct 07 
  

  

 Market cap US$168m 
 Shares in issue 519.6m 
 Free float (est.) 33.2% 
  
 3M average daily volume 
 HK$7.4m (US$0.9m) 

 12M high/low 
 HK$4.52/1.30 
  

    
 Major shareholders 
 Xinjiang Tianye 38.9%  

Shenzhen City Li Tai Lai 
Investment Development 18.1% 

  
   Stock performance (%) 

  1M 3M 12M 
 Absolute (6.3) (39.1) 61.9 
 Relative (20.6) (59.5) (39.6) 
 Abs (US$) (6.2) (38.5) 62.5 
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Dripping profits 
Tianye Water is the market leader in the manufacture, distribution and 
installation of drip-irrigation systems in China. With agricultural irrigation 
critical to farming yields and water demand growing, Chinese government 
policy is geared in favour of drip irrigation. Low barriers to entry translate 
into fierce competition but the market is large and growing, which will 
drive strong topline growth to counter short-term margin decline. Trading 
at just 13x 08CL PE, the stock is cheap, and with a mainboard listing in 
December, is a value BUY. Our target of HK$3.31 implies 32% upside. 

Market leader in a fast-growing industry 
The company has more than 50% market share in drip irrigation in Xinjiang 
and 30-35% nationwide. Advanced drip-film technology, strong research and 
development capabilities, recycling of used raw materials and an extensive 
sales network will ensure the company’s continuing growth. 

Strong demand expected 
Tianye Water is set to benefit from the central government’s continued efforts 
to modernise the country’s agriculture sector which will help to water 
conservation as 65% of fresh water is used in agricultural irrigation. In the 
11th Five Year Plan, the Ministry of Water Resources plans to add 10 million 
ha of new water-saving irrigated farmland by 2010 and the coefficient of 
water use for irrigation systems is expected to increase from 0.45 to 0.50. As 
a leading player, Tianye Water has huge growth potential. 

Capacity expansion  
The company expects to add 150 production lines to existing facilities, which 
it anticipates will raise production capacity by 28%. The ramp up will also 
increase total capacity from recycling from the current 16% to 28%. We 
expect strong market demand to quickly take up this capacity. 

Valuation call and imminent migration to main board  
With a market cap of only 16% of India’s Jain Irrigation - and a lower ROE - 
we value the company at a hefty 40% discount to Jain’s current PE, PB and 
EV/Ebitda multiples, factoring in management risks in terms of poor 
disclosure and executions. Applying 17.5x 08CL PE, 3.53x 08CL PB and 8.1x 
08CL EV/Ebitda, we arrive at our price target of HK$3.31, averaged from the 
three valuation methodologies. We believe that the company will enjoy 34% 
Cagr net profit 07-09CL. BUY with 32% implied upside.
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Tianye Water - HK$2.51 - BUY 
Summary P&L forecast (Rmbm)    

Year to 31 December 2005A 2006A 2007CL 2008CL 2009CL 
Revenue 376 462 593 777 973 
Operating Ebitda 89 80 93 135 176 
Operating Ebit 66 57 66 101 136 
Interest income 0 0 0 0 0 
Interest expense (4) (4) (4) (6) (8) 
Other items 0 6 2 0 0 
Profit before tax 63 59 64 95 127 
Taxation (8) 1 (3) (7) (14) 
Minorities and other (2) 2 (1) (1) (1) 
Profit 53 62 60 87 112 

Summary cashflow forecast (Rmbm)  

Operating Ebit 66 57 66 101 136 
Depreciation/amort 22 23 27 35 41 
Working capital - trade 45 102 (3) (118) (126) 
Other operating items 1 0 2 0 0 
Operating cashflow 135 182 91 17 51 
Net interest/taxes/other (10) (12) (7) (12) (22) 
Cashflow 125 170 84 5 28 
Capital expenditure (5) (19) (80) (80) (40) 
Acq/inv/disposals 0 0 0 0 0 
Free Cashflow 121 151 4 (75) (12) 
Ord div paid/Other items (148) (26) (18) (26) (34) 
Decrease in net debt (27) 125 (14) (101) (45) 

Summary balance sheet forecast (Rmbm)  

Cash & equivalents 54 154 150 89 84 
Debtors - trade 138 191 245 321 402 
Inventories - trade 190 268 244 320 400 
Other current assets 0 4 6 7 9 
Fixed assets 160 163 216 261 260 
Intangible assets 0 0 0 0 0 
Other term assets 0 0 0 0 0 
Total assets 542 780 860 998 1,155 
Short-term debt 80 56 66 106 146 
Creditors - trade 59 88 115 149 184 
Other current liabs 10 0 1 3 5 
Long-term debt/CBs 1 1 1 1 1 
Other long-term liabs 0 0 0 0 0 
Minorities/other equity 12 16 16 17 19 
Shareholder funds 379 619 661 723 801 
Total liabs & equity 542 780 860 998 1,155 

Ratio analysis    

Revenue growth (%)  22.7 28.4 31.1 25.1 
Op Ebitda growth (%)  (10.1) 16.7 45.8 30.3 
Op Ebit growth (%)  (14.3) 16.4 52.3 34.8 
Op Ebitda margin (%) 23.5 17.2 15.7 17.4 18.1 
Op Ebit margin (%) 17.6 12.3 11.1 12.9 13.9 
Net profit margin (%) 14.0 13.5 10.1 11.3 11.5 
Dividend payout (%) 66.3 55.8 29.0 30.0 30.0 
Tax rate (%) 12.1 (1.4) 5.0 7.0 11.0 
Ebitda/net int exp (x) 24.8 20.7 23.6 24.4 21.6 
Net debt/equity (%) 6.9 (15.4) (12.4) 2.3 7.6 
Gross debt/equity (%) 20.7 8.9 9.8 14.4 17.9 
Net debt/op Ebitda (x) 0.3 (1.2) (0.9) 0.1 0.4 
Gross debt/op Ebitda (x) 0.9 0.7 0.7 0.8 0.8 
Return on equity (%)  12.5 9.4 12.6 14.7 
ROCE (%)  13.2 12.0 14.9 16.5 
Return on assets (%)  9.5 7.3 9.4 10.4 
 

Expecting the PBT to 
enjoy 29% 06-09CL 
Cagr; effective tax rate 
should increase after the 
exemption period. 

Poor working capital as 
customers are only 
required to pay 30% 
upfront cost. We are 
summing 150 days of 
receivable. 

Receivable and inventory 
balances are relatively 
sizeable. 

Expecting ROE to 
improve with higher 
gearing. 
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Financials  
Year to 30 June 06A 07A 08CL 09CL 10CL
Revenue (RMm) 3,758.12 4,041.01 4,000.82 4,106.06 4,325.95
Net profit (RMm) 875.27 1,268.96 1,029.18 1,094.75 1,157.39
EPS (sen) 17.9 25.2 18.2 19.3 20.4
CL/consensus(17)(EPS%) - - 101 104 109
EPS (% YoY) 13.0 40.5 (27.7) 6.1 5.5
PEx (@RM2.40) 13.4 9.5 13.2 12.4 11.8
Dividend yield (%) 3.0 4.7 4.7 4.7 4.7
FCF yield (%) 9.1 4.7 5.2 5.9 6.6
ROAE (%) 15.90 21.40 16.20 16.00 15.70
Price/book (x) 2.1 2.0 1.8 1.7 1.6
Net gearing (%) 137.31 130.98 123.08 113.90 103.94
The FY07 yield does not include the 198m treasury share distribution. Source: CLSA Asia-Pacific Markets 
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 12M hi/lo RM2.51/1.97 
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 Stock performance (%) 

  1M 3M 12M 
 Absolute 0.4 1.7 14.0 
 Relative (5.1) (1.2) (20.3) 
 Abs (US$) 2.6 5.3 24.8 
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Pools of opportunity 
YTL Power’s Wessex Water is central to the group’s long-term plans to 
exploit opportunities in Malaysia and the region. Its proven deal-making 
skills are reinforced by a highly liquid balance sheet. Meanwhile, earnings 
are regulated, representing a steady flow of income. Combined with the 
Malaysian and Indonesian independent power producers (IPPs), YTL 
Power’s low earnings beta stands out in volatile market conditions. Our 
DCF-based target price is RM2.62. 

Defensive power and water earnings 
YTL’s earnings profile is defensive in volatile times. In FY08CL, we estimate 
that the two 100%-owned Malaysian power plants, the 35% stake in Jawa 
Power and wholly-owned Wessex Water will account for 17%, 9% and 69% of 
earnings before gross finance expense. Beyond the pedestrian growth at 
Wessex and the flattish profile on the power front, growth will be dependent 
on securing new assets. The balance sheet is kept highly liquid to facilitate 
deals. The flipside is that returns on equity are being held back. We 
understand the group is continuously looking for new opportunities in 
regulated utilities with the focus shifting towards developing markets. The 
likelihood of closing deals has improved with the subprime credit squeeze.  

Wessex Water: High quality asset in the UK 
Wessex Water has more than 2.6 million customers in the southwest of 
England, operating sewerage and water services under a rolling 25-year 
licence from the UK Government. Returns are regulated, but with efficiency 
incentives. YTL Power bought Wessex Water from the failing Enron group in 
May 2002. Purchased for 0.9x RAB, the acquisition was well-timed and the 
group has enjoyed both gains in the currency (+25% since then) and capital 
gains in terms of the market value of UK water stocks (+141% since mid-
2001 in the case of peer Pennon). One of the UK’s top water companies, 
Wessex continues to perform well with a 37% increase in net profit in FY3/07. 
A recently announced takeover of Southern Water at a big 44% premium to 
RAB by a group of investors has given YTL Power’s valuation a boost.  

Looking to leverage water know-how closer to home 
The YTL group is looking to leverage on its know-how in the UK water 
business in Malaysia and elsewhere in the region. Its holding company, YTL 
Corporation, has already secured a river clean-up job in Malaysia. There 
should be some positive flow-through to YTL Power as it is the parent of 
Wessex, where the expertise lies.  
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Summary P&L forecast (RMm)    

Year to 30 June 2006A 2007A 2008CL 2009CL 2010CL 
Revenue 3,758 4,041 4,001 4,106 4,326 
Operating Ebitda 2,139 2,387 2,524 2,604 2,679 
Operating Ebit 1,607 1,855 1,992 2,072 2,147 
Interest income 0 0 0 0 0 
Interest expense (661) (740) (780) (780) (780) 
Other items 167 185 194 204 214 
Profit before tax 1,113 1,300 1,407 1,496 1,581 
Taxation (238) (31) (377) (401) (424) 
Minorities and other 0 0 0 0 0 
Profit 875 1,269 1,029 1,095 1,157 
Summary cashflow forecast (RMm)  
Operating Ebit 1,607 1,855 1,992 2,072 2,147 
Depreciation/amort 532 532 532 532 532 
Working capital - trade 13 316 (79) (11) 23 
Other operating items 29 (115) 0 0 0 
Operating cashflow 2,181 2,588 2,445 2,593 2,702 
Net interest/taxes/other (749) (721) (963) (977) (990) 
Cashflow 1,432 1,866 1,482 1,616 1,712 
Capital expenditure (360) (1,295) (750) (785) (785) 
Acq/inv/disposals (305) 139 (194) (204) (214) 
Free Cashflow 767 711 538 627 713 
Ord div paid/Other items (375) (870) (592) (594) (594) 
Decrease in net debt 392 (159) (54) 32 118 
Summary balance sheet forecast (RMm)  
Cash & equivalents 4,740 6,030 5,976 6,008 6,126 
Debtors - trade 1,072 909 900 924 973 
Inventories - trade 153 161 144 146 160 
Other current assets 43 45 45 45 45 
Fixed assets 14,123 14,886 15,104 15,356 15,609 
Intangible assets 441 441 441 441 441 
Other term assets 1,671 1,531 1,726 1,930 2,144 
Total assets 22,244 24,003 24,334 24,850 25,499 
Short-term debt 1,065 1,033 1,033 1,033 1,033 
Creditors - trade 824 985 880 895 981 
Other current liabs 109 78 78 78 78 
Long-term debt/CBs 11,542 13,022 13,022 13,022 13,022 
Other long-term liabs 2,976 2,758 2,758 2,758 2,758 
Minorities/other equity 0 0 0 0 0 
Shareholder funds 5,729 6,127 6,564 7,065 7,627 
Total liabs & equity 22,244 24,003 24,334 24,850 25,499 
Ratio analysis    
Revenue growth (%) 2.4 7.5 (1.0) 2.6 5.4 
Op Ebitda growth (%) 0.9 11.6 5.8 3.2 2.9 
Op Ebit growth (%) 3.0 15.4 7.4 4.0 3.6 
Op Ebitda margin (%) 56.9 59.1 63.1 63.4 61.9 
Op Ebit margin (%) 42.8 45.9 49.8 50.5 49.6 
Net profit margin (%) 23.3 31.4 25.7 26.7 26.8 
Dividend payout (%) 40.8 44.3 61.6 58.1 55.0 
Tax rate (%) 21.4 2.4 26.8 26.8 26.8 
Ebitda/net int exp (x) 3.2 3.2 3.2 3.3 3.4 
Net debt/equity (%) 137.3 131.0 123.1 113.9 103.9 
Gross debt/equity (%) 220.1 229.4 214.1 198.9 184.3 
Net debt/op Ebitda (x) 3.7 3.4 3.2 3.1 3.0 
Gross debt/op Ebitda (x) 5.9 5.9 5.6 5.4 5.2 
Return on equity (%) 16.0 21.4 16.2 16.1 15.8 
ROCE (%) 13.1 14.7 15.2 15.3 15.4 
Return on assets (%) 4.0 5.5 4.3 4.5 4.6 
 

Major fall in effective tax 
rate pushed up YTL’s 
FY6/07 earnings. We 
assume the tax rate 
normalises. 

Low beta cashflow, much 
of which is paid out. 

Most debt is on a non-
recourse basis. YTL 
Power keeps cash on 
hand to enable fast deals 
(it is always on the look 
out for more regulated 
assets).  

After the FY07 jump in 
earnings, ROE should be 
steady, buoyed by the 
Malaysian and 
Indonesian IPPs and 
Wessex Water in the UK. 
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