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Financial summary and valuation

2012 2013 2014E 2015E 2016E
Revenue (Rmbm) 133,966.66 133,832.87 130619.20 151478.63 158948.10
YoY (%) 041 (0.10) (2.40) 15.97 4.93
Net income (Rmbm) 6,366.42 12,900.02 12869.41 18571.69 21499.23
YoY (%) 439.07 102.63 (0.24) 4431 15.76
EPS (Rmb) 0.39 0.74 0.77 1.08 121
Diluted EPS (Rmb) 0.39 0.74 0.77 1.08 121
ROE (%) 9.65 17.16 16.59 21.28 2213
Debt/asset (%) 7454 71.33 68.94 66.02 63.37
Dividend Yield (%) 2.82 5.10 6.19 8.93 10.33
PE (x) 18.98 10.04 9.34 6.67 5.97
PB (x) 159 1.39 131 116 1.04
EV/Ebitda (x) 6.21 5.35 5.27 4.86 421
Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised. P/E is calculated as closing price divided by each year’s EPS.
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Investment Highlights:

Assets injection approval. On Friday 28 November, shareholders of Huaneng
Power International approved the company’s proposal to acquire assets with total
installed capacity of 9.5GW from its parent (7.2GW operating capacity and 2.3GW
capacity in construction). The total assets to be purchased are priced at 4.9x 13A
PE and 1.0 13A PB with consideration of Rmb9.9bn.

Earnings enhancement. Huaneng will consolidate the earnings of these assets on
1 January 2015. Since all the capacity under construction will be put into operation
in 1H15, we expect the earnings contribute Rmb2.1bn in 2015 (total earnings to
shareholders of Rmb15.6bn), a 40% upside from 2014 (Rmb11.1bn).

More assets injection to come. We believe the company would keep acquiring
assets from parent company to achieve decent growth. The parent company has
¢.67GW assets to be waited to inject to the listco. With annual acquisition of 15GW,
the process could last for around five years. The five-years Cagr of capacity of HPI
could be 12.8%.

More upside. We expect more interest rate cuts to come in 1H15, lowering the
financial expense and enhance HPI's profits. We estimate 25bp interest rate cut
could lead HPI's earnings to increase by 1%. Electricity reform could also benefit
the company. Equipping more efficient power generation units, HPI could win
more power sale contracts when IPP compete at market power price. Therefore its
utilization could increase by large extent. Though the power sale price (on-grid
tariff) may lower due to competition, the spike of utilisation could enhance the
company'’s earnings by 22% by our forecasts.

Maintain BUY. With this approval, we believe the earnings growth could be higher
than our previous expectations. We raise our EPS forecasts from Rmb0.94 to
Rmb1.08 in 15E (+40% YoY) and from Rmb1.03 to Rmb1.21 in 16E (+11.6% YoY).
Since the injection will be completed in 2015, we maintain our EPS forecast of
Rmb0.77 in 14E (+4.2% YoY). We revise up our target price from HK$10.53 to
HK$12.49. With 37% upside, we maintain BUY recommendation.

Please refer to the last page for important disclosures Page 1



http://www.hibor.com.cn/

] S

= 01 December 2014

-

Utilities | Company Research

Assets injection approval. On Friday 28 November, shareholders of Huaneng
Power International approved the company’s proposal to acquire assets with total
installed capacity of 9.5GW from its parent (7.2GW operating capacity and 2.3GW
capacity in construction). The total assets to be purchased are priced at 4.9x 13A
PE and 1.0 13A PB with consideration of Rmb9.9bn.

Figure 1: Assets for injection

May 2014 (Rmb m First 5 moth of 2014 (Rmb m 2013 (Rmb m Capacity (MW
In

In operation | construction

Assets | Liability Equity Rev Profit Rev Profit

Yingcheng plants 100% 1,144 938 206 400

Wuhan plants 75% 5,088 3,609 1,479 1,765 269 4,493 789 2,460

Ruijin plants 100% 2,462 2,208 254 527 45 1,352 84 700

Suzhou plants 53% 618 269 349 202 26 485 48 120

Hainan plants 92% 9,840 7,059 2,781 2,730 520 6,267 829 2,598

Chaohu plants 60% 3,030 1,987 1,043 983 114 2,560 237 1,200

Dalongtan hydro 97% 333 249 84 15 -9 37 41 38

Anyuan plants 100% 2,345 2,444 -100 76 -48 468 -92 0 1,200
Hualiangting hydro 100% 46 42 4 6 -30 23 0 40

Jinmen plants 100% 1,798 1,410 388 0 0 0 0 0 700

Total 26,703 20,217 6,486 6,304 886 15,685 1,936 7,155 2,300

Source: Company data, SWS Research

Fig 2: Capacity growth pick up due to the assets acquisition
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Earnings enhancement. Huaneng will consolidate the earnings of these assets on
1 January 2015. Since all the capacity under construction will be put into operation
in 1H15, we expect the earnings contribute Rmb2.1bn in 2015 (total earnings to
shareholders of Rmb15.6bn), a 40% upside from 2014 (Rmb11.1bn).

Please refer to the last page for important disclosures Page 2

Fig 3: Earnings increase due to the assets acquisition
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Fig 6: Listed IPPs capacity structure Fig 7: Earnings impact, by IPP
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Appendix

Consolidated Cash Flow Statement
Rmbm 2012 2013 | 2014 2015E 2016E

Profit Before Taxation 8,877 17,423 17,629 25,441 29,451
Depr And Amortisation 11,256 11,546 13,292 14,231 15,159
Finance Cost 8,897 7,787 7,610 6,939 6,759
Losses From Investments 1 6 0 0 0
Change In Working Capital 176 6,778 1,708 1,623 854
Others -1,928 -3,308 -5,248 7,494 -8,656
CF From Operating Activities 26,928 40,239 31,575 37,494 41,858
Capex 15,475 17,691 14,587 16,916 17,750
Other CF From Investing

Activities 165 -1,363 0 0 0
CF From Investing Activities -15,310 -19,054 -14,587 -16,916 -17,750
Equity Financing 665 868 0 0 0
Net Change In Liabilities -681 -10,918 412,135 -3,101 3,211
Dividend And Interest Paid -10,105 -11,782 -12,951 -13,374 -16,045
Other CF From Financing

Activities 304 232 0 0 0
CF From Financing Activities 9,817 22,240 25,087 -16,475 -19,255
Net Cash Flow 1,953 -1,164 -8,098 4,103 4,853
FCFF 46,163 64,790 55,498 67,801 75,335
FCFE

Please refer to the last page for important disclosures Page 5
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Consolidated Balance Sheet
Rmbm 2012
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Key Financial Ratios
2012 2013 2014E 2015E 2016E

Ratios per share (Rmb)

Earnings per share 0.39 0.74 0.77 1.08 1.21
Operating CF Per Share 0.39 0.74 0.77 1.08 1.21
Dividend Per Share 1.92 2.86 2.19 2.60 2.90
Key Operating Ratios (%) 0.21 0.38 0.45 0.64 0.75
Net Assets Per Share 4.69 5.35 5.38 6.05 6.74
ROIC 14.6 18.7 19.9 245 27.0
ROE 9.7 17.2 16.6 213 22.1
Gross Margin 38.0 44.1 476 49.4 51.0
Ebitda Margin 35.9 40.6 44.9 44.0 45,5
Ebit Margin 20.9 26.5 28.9 30.0 31.7
Growth Rate Of Revenue 0.4 0.1 2.4 16.0 49
Growth Rate Of Profit 439.1 102.6 -0.2 443 15.8
Debt To Asset Ratio 745 713 68.9 66.0 63.4
Turnover Rate Of Net Assets 203.1 178.0 168.4 1736 163.6
Turnover Rate Of Total

Assets 51.7 51.0 52.3 59.0 59.9
Effective Tax Rate 9.0 12.8 12.6 15.1 15.8
Dividend Yield 2901 5.27 6.19 8.93 10.33
Valuation Ratios (x)

PE 18.4 9.7 9.3 6.7 6.0
PB 15 1.3 1.3 1.2 11
EV Sale 22 2.1 2.2 1.9 1.7
EV/Ebitda 6.1 5.3 49 42 338
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Information Disclosure

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate
serves as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed
or any third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company
or the group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market
making activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of
the Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

1 (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. | hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. | am also responsible for the content and opinions of this report. | have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a qualified securities investment consulting institute approved by China Securities Regulatory Commission with the code number ZX0065.
Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating,
etc. by issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant
disclosure materials or log into www.swsresearch.com for the analysts' qualifications the arrangement of the quiet period and the affiliates’
shareholdings.

Introduction of Share Investment Rating

Security Investment Rating

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

Please refer to the last page for important disclosures Page 8
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