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Forecasts And Ratios 

Year End Dec 31 2015A 2016A 2017E 2018E 2019E 

Reported NPAT (CNYm) 5,428 3,916 3,307 4,203 4,341 

DB EPS FD (CNY) 0.826 0.637 0.487 0.619 0.640 

OLD DB EPS FD (CNY) 0.826 0.637 0.566 0.647 0.645 

% Change 0.0% 0.0% -14.0% -4.2% -0.8% 

PER (x) 13.8 10.5 15.2 12.0 11.6 

Price/BV (x) 2.1 1.6 1.6 1.5 1.4 

Yield (net) (%) 2.4 3.0 2.3 2.9 3.0 

ROE (%) 21.8 14.2 11.2 13.1 12.4 

Source: Deutsche Bank estimates, company data 
1 DB EPS is fully diluted and excludes non-recurring items 
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses 

the year end close 
 

 

Better earnings stability than a thermal peer, more upside than hydro peers 
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Key changes 

TP 8.70 to 8.50 ↓ -2.3% 

Sales (FYE) 33,577 to 31,010 ↓ -7.6% 

Op prof 
margin  (FYE) 

36.0 to 35.2 ↓ -2.2% 

Net profit 
(FYE) 

3,843.1 to 
3,306.6 

↓ -14.0% 

Source: Deutsche Bank 
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SDIC Power

Shanghai Composite (Rebased)            
  

Performance (%) 1m 3m 12m 

Absolute -9.8 -6.2 9.1 

Shanghai Composite 2.3 8.6 9.9 

Source: Deutsche Bank 
 

 

SDIC enjoys higher earnings visibility, as well as stability, than thermal power 
peers, due to its 57% capacity exposure to hydropower. Over 2016-1H17, 
almost all the earnings came from the hydro segments. Meanwhile, SDIC’s 
thermal business can also benefit from accelerating supply-side reform and 
year-end tariff hikes. We expect SDIC to turn FCF positive starting in 2018, 
thanks to earnings recovery and better capex discipline, indicating potential 
upside to our assumed 35% payout ratio and dividend yield of 3%. Relative to 
Yangtze Power, SDIC is an overlooked A-share hydro name, with an attractive 
valuation and similarly strong hydro capacity pipeline. Reiterating Buy. 

Positive tariff outlook, better capex discipline, improving free cash flow 
SDIC’s 1H17 results were slightly below expectation, with a 13/37% yoy 
decline in reported/recurring net profit, but still much better than thermal 
peers, which are near breakeven. Thermal tariff recovered by 7.5% yoy, due to 
a lower DPS discount. Hydro tariff dropped 6% yoy in 1H17 but the declining 
trend slowed in the second quarter. Management expects the discount to 
narrow going forward, with less competition from peers. Furthermore, its inter-
provincial hydro power sales tariff should benefit from the thermal tariff hike in 
July and potentially another round at year-end. In response to supply-side 
reform, SDIC is delaying three coal-fired generation units (total 3GW) and plans 
no other thermal capacity additions over 2017-19E. We expect its free cash 
flow to reach c.Rmb8.0bn in 2018/19E, supporting a stable dividend outlook. 

Earnings revisions 
We revise down our 2017/18/19E net profit forecasts by 14%/4%/1% to reflect 
higher fuel cost, delay in thermal projects, higher thermal tariff due to a lower 
DPS discount and July tariff hike, and lower hydro tariff due to higher discount.  

Valuation and risks 
Our TP is based on DCF with WACC of 7.0% and zero TGR. SDIC is trading at 
12x 2018E P/E and 1.5x P/B, well below Yangtze’s 17x P/E and 2.3x P/B. Risks: 
lower-than-expected thermal tariff hike, weaker water flow, higher coal prices. 

Distributed on: 03/09/2017 18:09:33 GMT
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SDIC Power 
Reuters: 600886.SS Bloomberg: 600886 CH 
 

Buy 
Price (1 Sep 17) CNY 7.42 

Target Price CNY 8.50 

52 Week range CNY 6.48 - 8.32 

Market Cap (m) CNYm 50,352 

 USDm 7,656 
 

Company Profile 

SDIC Power Holdings Co., Ltd. is primarily engaged in 
thermal and hydro power generation in China. The 
company has total consolidated capacity of 27GW as of 
end-2015. State Development & Investment Corp (SDIC), a 
central SOE under SASAC, is its parentco with a 51.34% 
stake. 
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Growth & Profitability 
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 Fiscal year end  31-Dec 2014 2015 2016 2017E 2018E 2019E 
 

Financial Summary 

DB EPS (CNY) 0.80 0.83 0.64 0.49 0.62 0.64 

Reported EPS (CNY) 0.82 0.80 0.58 0.49 0.62 0.64 

DPS (CNY) 0.29 0.28 0.20 0.17 0.22 0.22 

BVPS (CNY) 3.4 3.9 4.2 4.5 5.0 5.4 
 

Weighted average shares (m) 6,786 6,786 6,786 6,786 6,786 6,786 

Average market cap (CNYm) 38,120 77,552 45,539 50,352 50,352 50,352 

Enterprise value (CNYm) 165,239 209,432 188,020 203,670 205,199 207,375 
 

Valuation Metrics 
P/E (DB) (x) 7.0 13.8 10.5 15.2 12.0 11.6 

P/E (Reported) (x) 6.8 14.3 11.6 15.2 12.0 11.6 

P/BV (x) 3.36 2.13 1.58 1.64 1.50 1.38 
 

FCF Yield (%) 2.0 0.9 nm nm 6.2 6.0 

Dividend Yield (%) 5.1 2.4 3.0 2.3 2.9 3.0 
 

EV/Sales (x) 5.0 6.7 6.4 6.6 5.8 5.6 

EV/EBITDA (x) 7.9 10.0 10.0 11.8 10.1 9.9 

EV/EBIT (x) 10.7 14.1 14.8 18.7 15.1 14.7 
 

Income Statement (CNYm) 

Sales revenue 32,957 31,280 29,271 31,010 35,306 36,753 

Gross profit 21,828 21,966 19,795 18,203 21,336 22,039 

EBITDA 20,967 20,990 18,804 17,267 20,342 21,041 

Depreciation 5,213 5,768 5,746 6,013 6,408 6,620 

Amortisation 334 346 337 337 337 337 

EBIT 15,420 14,875 12,722 10,918 13,597 14,084 

Net interest income(expense) -6,085 -5,790 -4,943 -5,223 -5,452 -5,579 

Associates/affiliates 505 551 631 751 865 874 

Exceptionals/extraordinaries 0 0 0 0 0 0 

Other pre-tax income/(expense) 1,105 1,344 508 639 0 0 

Profit before tax 10,944 10,981 8,917 7,084 9,010 9,380 

Income tax expense 783 878 1,057 692 889 1,014 

Minorities 4,565 4,675 3,943 3,086 3,918 4,026 

Other post-tax income/(expense) 0 0 0 0 0 0 

Net profit 5,597 5,428 3,916 3,307 4,203 4,341 
 

DB adjustments (including dilution) -168 176 409 0 0 0 

DB Net profit 5,428 5,604 4,325 3,307 4,203 4,341 
 

Cash Flow (CNYm) 

Cash flow from operations 15,241 16,995 14,066 8,492 14,356 15,007 

Net Capex -14,478 -16,332 -17,309 -16,046 -11,222 -11,982 

Free cash flow 763 663 -3,243 -7,554 3,134 3,024 

Equity raised/(bought back) 0 0 0 0 0 0 

Dividends paid -992 -1,959 -1,900 -1,371 -1,157 -1,471 

Net inc/(dec) in borrowings 4,489 -94 73,271 9,232 -1,144 -1,412 

Other investing/financing cash flows -857 136 -70,098 0 0 0 

Net cash flow 3,403 -1,254 -1,969 308 832 141 

Change in working capital 150 723 2,072 -3,501 -98 -21 
 

Balance Sheet (CNYm) 

Cash and other liquid assets 7,371 6,327 4,341 4,648 5,029 4,591 

Tangible fixed assets 149,643 162,881 176,775 186,806 191,619 196,981 

Goodwill/intangible assets 5,236 5,012 5,138 4,802 4,465 4,129 

Associates/investments 2,503 2,639 8,847 9,598 10,462 11,337 

Other assets 7,864 6,686 8,190 8,889 9,529 9,832 

Total assets 172,617 183,545 203,291 214,743 221,104 226,870 

Interest bearing debt 117,398 116,034 127,630 136,440 135,296 133,884 

Other liabilities 12,503 16,121 18,943 16,563 17,105 17,388 

Total liabilities 129,901 132,155 146,573 153,003 152,401 151,271 

Shareholders' equity 23,121 26,578 28,680 30,616 33,662 36,531 

Minorities 19,595 24,811 28,037 31,124 35,042 39,067 

Total shareholders' equity 42,716 51,390 56,718 61,740 68,703 75,599 

Net debt 110,027 109,707 123,290 131,792 130,268 129,293 
 

Key Company Metrics 

Sales growth (%) 16.3 -5.1 -6.4 5.9 13.9 4.1 

DB EPS growth (%) 53.2 3.2 -22.8 -23.5 27.1 3.3 

EBITDA Margin (%) 63.6 67.1 64.2 55.7 57.6 57.2 

EBIT Margin (%) 46.8 47.6 43.5 35.2 38.5 38.3 

Payout ratio (%) 35.0 35.0 35.0 35.0 35.0 35.0 

ROE (%) 26.9 21.8 14.2 11.2 13.1 12.4 

Capex/sales (%) 43.9 52.2 59.1 51.7 31.8 32.6 

Capex/depreciation (x) 2.6 2.7 2.8 2.5 1.7 1.7 

Net debt/equity (%) 257.6 213.5 217.4 213.5 189.6 171.0 

Net interest cover (x) 2.5 2.6 2.6 2.1 2.5 2.5 
  

Source: Company data, Deutsche Bank estimates 
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An undervalued hydro name 

As of the end of 1H17, SDIC has a total of 29.6GW, 57% of which is hydro 

plants. Its hydro assets are mainly concentrated in Yalongjiang, Sichuan 

(14.7GW), Yunnan (1.4GW) and Gansu (660MW). Over 2016-1H17, the hydro 

business contributed almost all the reported earnings and provides SDIC with 

higher earnings visibility and stability than thermal power peers  

Hydro tariff discount to narrow, with upside following thermal tariff hikes 

In 1H17, the hydro tariff dropped 6% yoy due to a higher discount for market-

based volume. But on a quarterly basis, the tariff decline slowed down in the 

second quarter (-8% yoy in 1H, -4% yoy in 2H). Management expects the 

discount to narrow going forward, with less competition from peers. 

We believe the intra-provincial power sales (especially for Jinping and Guandi) 

could also enjoy some tariff upside, following the thermal tariff hike in July 

2017. Moreover, the year-end thermal tariff hikes will provide further hydro 

tariff upside. 

Thermal tariff discounts narrow, supply-side reform drives structural recovery 

In 1H17, SDIC’s average thermal tariff recovered by 7.5% yoy due to a lower 

DPS discount. According to the management, this is due to more rationalized 

bidding with more coordination between peers, and higher coal prices. 

Management estimates an Rmb0.7cents/kwh average thermal tariff hike in 

July 2017 and expects the year-end fuel cost pass-through to be executed; we 

hold the same view. 

In recent few months, we have witnessed an acceleration in supply-side 

reform in the thermal power sector, with more capex/capacity expansion 

discipline at a nationwide level and a more stringent control over captive 

power plants by local governments. These measures, together with the 

requirements to release advanced coal production capacity, will create a more 

positive outlook for the thermal sector over 2018-19.  

Better capex discipline to support improving free cash flow 

According to management, in response to the supply side reform, SDIC has 

delayed several thermal projects: Meizhouwan II unit 3 (1GW) is delayed to 

end-2017; and the Beijiang project (2GW) is delayed to 2018. Besides the 

3GW, no other coal-fired capacity will be added during 2H17-2019. 

With more capex discipline, we expect SDIC to be able to have Rmb8.0bn 

positive free cash flow in 2018/19, which will support its 35% dividend payout 

ratio as well as a 3% dividend yield.  
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Figure 1: SDIC capacity by power type  Figure 2: SDIC power generation by power type 
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Source: Company data, Deutsche Bank estimates 

 
Source: Company data, Deutsche Bank estimates 

 

Figure 3: SDIC key project pipelines 

Project Prov ince Stake

Capaci ty 

(MW )

Operational  

date

Thermal

Meizhouwan #3 Fujian 51% 1000 end 2017

Beijiang #1 Tianjin 64% 1000 2018

Beijiang #2 Tianjin 64% 1000 2018

Hydro

Lianghekou Sichuan 52% 3000 2021-23

Yangfanggou Sichuan 52% 1500 2021-23  

Source: Company data, Deutsche Bank estimates 

 

1H17 results review 

1H17 recurring net profit dropped 37% yoy to Rmb1,290mn, mainly dragged 

by a 60% yoy increase in unit fuel cost, partially offset by a 6% higher net 

power output and 8% drop in financial cost. At the pre-tax profit level, 

Rmb3.3bn is from hydro and a loss of Rmb0.2bn is made in the thermal 

segment.  

1H17 hydro output increased slightly by 2%. However, the hydro tariff dropped 

6% yoy due to a higher discount for market-based volume.  

Thermal output improved by 13% yoy, mainly due to the commencement of 

Qingzhou units (2GW) in 2H16 and improving utilizations. Thermal tariff 

recovered by 7.5% yoy due to a lower DPS discount. 
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Figure 4: SDIC quarterly results 

yoy% yoy%

1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 2Q17 2016 2H16 1H17 1H17

Revenue 6,900 6,239 9,001 7,131 7,631 6,332 2% 13,139 16,132 13,963 6%

Total operating cost (4,786) (4,880) (5,595) (6,331) (5,755) (5,618) 15% (9,665) (11,926) (11,372) 18%

Operational cost (3,172) (3,313) (3,958) (4,657) (4,208) (4,122) 24% (6,485) (8,615) (8,331) 28%

Business tax and surcharges (108) (79) (123) (148) (140) (129) 62% (187) (270) (268) 43%

Selling expenses (1) (2) (1) (2) (1) (2) -9% (3) (3) (3) 14%

Administrative expenses (206) (205) (280) (245) (213) (183) -11% (411) (524) (396) -4%

Financial expenses (1,298) (1,258) (1,233) (1,253) (1,193) (1,163) -8% (2,556) (2,486) (2,356) -8%

Asset impairment loss 0 (23) - (27) 0 (19) (23) (27) (18) -18%

Investment income 186 182 328 112 75 97 -47% 367 441 171 -53%

Incl. profits from asso and JCE 186 118 187 141 75 97 -18% 303 328 171 (0)

Operating profit 2,300 1,540 3,735 912 1,951 811 -47% 3,840 4,647 2,762 -28%

Non-operating income 319 190 282 248 156 254 33% 509 530 410 -19%

Non-operating expense (4) (575) (24) (7) (2) 2 (578) (31) (1) -100%

Pre-tax profit 2,615 1,156 3,993 1,154 2,105 1,067 -8% 3,771 5,146 3,171 -16%

Income tax (307) (232) (452) (67) (251) (267) 15% (539) (519) (518) -4%

Net profit 2,309 924 3,540 1,087 1,853 800 -13% 3,232 4,627 2,653 -18%

Minority interest (1,067) (679) (1,617) (580) (923) (440) -35% (1,746) (2,197) (1,363) -22%

Net profit to shareholders 1,241 245 1,923 507 930 360 47% 1,486 2,430 1,290 -13%

Recurring NP 1,241 780 1,792 493 930 360 -54% 2,039 2,286 1,290 -37%  
Source: Company data, Deutsche Bank 

 

Earnings revisions, valuation and risks  

We lower our net profit forecast in 2017/18/19E by 14%/4%/1% mainly to 

reflect the following changes: 

1) 4% higher thermal tariff in 2017-19E to reflect a lower DPS discount 

and the mid-year tariff hike effective on 1 July 2017. 

2) 3% lower hydro tariff in 2017E to reflect higher DPS discounts offered 

by hydro plants; a 1% higher hydro tariff in 2018E to reflect tariff hikes 

for inter-provincial power sales after the thermal tariff hike. 

3) 10-15% lower wind tariff in 2017-19E to reflect higher price discounts 

to market-based volume. 

4) 8%/3%/3% higher unit fuel cost in 2017/18/19E to reflect the latest 

coal price trends. 

5) Delay of Meizhouwan II unit 3 to end-2017; delay of Beijiang project 

(2GW) to Jul 2018. 

We lower our TP slightly to Rmb8.5 (from Rmb8.7); it is derived from a DCF 

with a WACC of 7.0% and a zero terminal growth rate.  

SDIC is trading at an attractive 12x 2018E P/E and 1.5x 2018E P/B, which is 

much lower than the 17x P/E and 2.3x P/B of its hydro peer, Yangtze Power. 

Besides, its thermal segment can also benefit from the acceleration in supply-

side reform, as well as the potential thermal tariff hike at year-end. Reiterating 

Buy. 

Key risks include: higher-than-expected coal prices, lower-than-expected year-

end tariff hike, uncertainties in hydro utilization hours. 
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Figure 5: SDIC operational summary 

Key operat ing metrics 2012 2013 2014 2015 2016 2017E 2018E 2019E

Total  consol idated  capacity (MW) 16,253 22,303 25,818 27,075 29,285 31,385 33,535 33,735 

% chg 27% 37% 16% 5% 8% 7% 7% 1%

Thermal 8,530 9,180 9,096 9,756 11,756 13,756 15,756 15,756 

Hydro 7,120 12,520 16,120 16,570 16,720 16,720 16,720 16,720 

Renewables 603 603 602 749 809 909 1,059 1,259 

Total  attribu tab le capacity (MW) 10,528 14,187 15,774 14,928 16,286 17,406 18,836 19,036 

% chg 24% 35% 11% -5% 9% 7% 8% 1%

Utilization hours - thermal 5,074 4,827 4,837 4,105 3,701 3,602 3,625 3,662 

% chg -5% 0% -15% -10% -3% 1% 1%

Utilization hours - hydro 4,662 5,075 4,978 4,592 4,822 4,758 4,806 4,806 

% chg 9% -2% -8% 5% -1% 1% 0%

Gross generat ion  (bn  kWh) 71.4 93.1 113.1 114.0 120.4 124.3 134.5 138.9 

% chg 30% 22% 1% 6% 3% 8% 3%

Thermal 41.6 43.6 42.1 38.7 38.9 43.6 52.8 57.0 

Hydro 28.9 48.4 69.9 74.4 80.5 79.6 80.4 80.4 

Renewables 0.9 1.1 1.1 0.9 1.1 1.1 1.3 1.5 

Tariff - thermal (avg.) 424 424 391 338 357 386 387 

Tariff - hydro (avg.) 279 294 291 263 255 258 258 

Standard  coal  consumption  (g /kWh) 319 318 316 313 311 311 311 311 

Avg. standard coal cost (Rmb/ton) 729 603 541 457 451 586 528 528 

% chg -8% -17% -10% -16% -1% 30% -10% 0%

Unit fuel cost (Rmb/MWh) 232 192 171 143 140 182 164 164 

Dark spread (Rmb/MWh) 0 171 191 191 149 123 166 167  
Source: Company data, Deutsche Bank estimates 
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Figure 6: SDIC P&L summary 

Income Statement (Rmb mi l l ion ) 2012 2013 2014 2015 2016 2017E 2018E 2019E

Sales revenue 23,867 28,339 32,957 31,280 29,271 31,010 35,306 36,753 

 - Power 20,989 26,445 31,944 30,918 28,913 30,104 34,401 35,848 

 - Coal 2,547 1,465 736 0 188 736 736 736 

 - Others 331 429 278 361 169 169 169 169 

Operat ing costs (17,831) (16,859) (16,240) (14,950) (15,101) (18,683) (20,175) (21,109)

Fuel costs (9,084) (7,829) (6,736) (5,164) (5,083) (7,445) (8,106) (8,749)

Depreciation & Amortization (3,492) (4,681) (5,547) (6,114) (6,083) (6,350) (6,744) (6,957)

Cost of coal sales (2,474) (1,408) (719) 0 0 (719) (719) (719)

Others (2,781) (2,941) (3,238) (3,672) (3,935) (4,169) (4,605) (4,684)

Business taxes and surcharges (195) (275) (436) (478) (458) (474) (539) (561)

Gross prof i t 5,841 11,204 16,281 15,852 13,713 11,853 14,592 15,083 

     Gross margin 24% 40% 49% 51% 47% 38% 41% 41%

Sales expenses (43) (50) (17) (7) (6) (6) (7) (8)

Admin expenses (641) (741) (805) (867) (936) (929) (987) (991)

Financial expenses (3,083) (4,410) (6,156) (5,890) (5,042) (5,223) (5,452) (5,579)

Asset impairment losses (6) (19) (39) (103) (49) 0 0 0 

Investment income 196 548 664 579 808 751 865 874 

Operat ing prof i t 2,264 6,531 9,928 9,564 8,487 6,446 9,010 9,380 

Add: non-operating income 88 68 1,037 1,667 1,039 639 0 0 

Less: non-operating expenses (33) (21) (21) (250) (609) 0 0 0 

PBT 2,318 6,579 10,944 10,981 8,917 7,084 9,010 9,380 

Less: income tax expanses (300) (702) (783) (878) (1,057) (692) (889) (1,014)

Effective tax rate -14% -12% -8% -8% -10% -11% -11% -12%

Prof i t  af ter tax 2,018 5,877 10,161 10,103 7,860 6,393 8,121 8,366 

Minority Interest (964) (2,572) (4,565) (4,675) (3,943) (3,086) (3,918) (4,026)

MI % -53% -48% -47% -49% -55% -55% -54% -54%

Net Prof i t  A ttribu tab le to Shareholders1,054 3,305 5,597 5,428 3,916 3,307 4,203 4,341 

Net margin % 4% 12% 17% 17% 13% 11% 12% 12%

Recurring net prof i t 954 3,278 5,428 5,604 4,325 3,307 4,203 4,341 

yoy (%) 369% 244% 66% 3% -23% -24% 27% 3%

Recurring EPS (Rmb) 0.17 0.52 0.80 0.83 0.64 0.49 0.62 0.64 

growth yoy % 304% 208% 53% 3% -23% -24% 27% 3%

DPS (Rmb) 0.06 0.16 0.29 0.28 0.20 0.17 0.22 0.22 

growth yoy % 385% 181% 83% -3% -28% -16% 27% 3%

Dividend payout ratio 30% 30% 35% 35% 35% 35% 35% 35%  
Source: Company data, Deutsche Bank estimates 
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Figure 7: SDIC historical one-year forward P/E  Figure 8: SDIC historical one-year forward P/B 

0.00

10.00

20.00

30.00

40.00

50.00

Ja
n

-1
0

Ju
n

-1
0

N
o

v-
1

0

A
p

r-
1

1

Se
p

-1
1

Fe
b

-1
2

Ju
l-

1
2

D
ec

-1
2

M
ay

-1
3

O
ct

-1
3

M
ar

-1
4

A
u

g-
1

4

Ja
n

-1
5

Ju
n

-1
5

N
o

v-
1

5

A
p

r-
1

6

Se
p

-1
6

Fe
b

-1
7

Ju
l-

1
7

Adj-P/E Avg P/E -1 Std Dev +1 Std Dev

 

 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

Ja
n

-1
0

Ju
n

-1
0

N
o

v-
1

0

A
p

r-
1

1

Se
p

-1
1

Fe
b

-1
2

Ju
l-

1
2

D
ec

-1
2

M
ay

-1
3

O
ct

-1
3

M
ar

-1
4

A
u

g-
1

4

Ja
n

-1
5

Ju
n

-1
5

N
o

v-
1

5

A
p

r-
1

6

Se
p

-1
6

Fe
b

-1
7

Ju
l-

1
7

F-P/B Avg P/B -1 Std Dev +1 Std Dev

 
Source: Company data, Bloomberg, Deutsche Bank estimates 

 
Source: Company data, Deutsche Bank estimates 

 

Supply side reform to support structural recovery in 
thermal power sector 

The supply-side reform initiated by the NEA is progressing well, with several 

successive polices issued at central/local government level to control the 

oversupply since 1H16. On top of the demand recovery and narrowing tariff 

discount for market-based volume, better capex discipline and slow capacity 

expansion are helpful for a structural improvement in the thermal power sector. 

1H17 power sector data released by the China Electricity Council (CEC) 

suggests a much slower thermal capacity expansion (halved yoy), stronger-

than-expected investment discipline, and a recovery in China power demand, 

which confirms our positive view on structural improvement in the thermal 

power sector, despite an unchanged coal price headwind in the absence of a 

timely tariff hike. (See more details in: Supply side reform in thermal power 

better than expected, published on 26 July 2017.) 

On 26 July, 16 Ministries of central government jointly issued a notice 

“Pushing for supply-side reform to mitigate oversupply risks of thermal power” 

with the main content including: 

 To phase out those <300MW units that do not meet the requirement 

 To suspend construction/operations of those thermal projects that are 

without the legitimate approvals 

 To stop capacity expansions in those provinces with alarm levels of 

red and orange 

 To cut new capacity by half for projects that transmit power to other 

provinces 

Furthermore, in the notice, the government targets to suspend/delay 150GW 

capacity and phase out >20GW coal-fired power capacity during 2016-20E. By 

2020, coal-fired capacity is to be controlled within 1100GW (vs. 943GW at end-

2016). This notice shows the government's continuous efforts and 

determination to control thermal capacity expansions, which will help to create 

https://ger.gm.cib.intranet.db.com/ger/document/pdf/58dc9fae-8796-48a7-8082-d9661943f603_604.pdf
https://ger.gm.cib.intranet.db.com/ger/document/pdf/58dc9fae-8796-48a7-8082-d9661943f603_604.pdf
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a more favorable operational environment for the thermal power sector over 

2018-20E. 

Moreover, we have witnessed an acceleration of coal mine approvals, which 

echoes government action to release the advanced coal production capacity. 

We summarize coal project approvals in July-Aug in the below table, which 

add up to 82mn tons/year production capacity. We believe the acceleration of 

coal production capacity release is helpful to easing the supply shortage and 

therefore putting pressure on coal prices. 

 

Figure 9: Latest coal mine approvals 

Name Owner Province Approval Date

Production 

capacity (mtpa)

Xinjie Taigemiao Mines Shenhua Inner Mongolia Aug 2017 62

West Heishan Huadian Xinjiang Aug 2017 4

Baishi Lake Guanghui Xinjiang Aug 2017 6

Erdos Various entities Inner Mongolia Jul-Aug 2017 4

Zhundong Dajing Shenhua Xinjiang Jul 2017 6  
Source: Industry news, Deutsche Bank 

 

 



4 September 2017 

Utilities 

SDIC Power 

 

Page 10 Deutsche Bank AG/Hong Kong 

 

 

  

Appendix 1 
 

Important Disclosures 
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"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.        
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Equity rating key Equity rating dispersion and banking relationships 

Buy: Based on a current 12- month view of total 
share-holder return (TSR = percentage change in 
share price from current price to projected target price 
plus pro-jected dividend yield ) , we recommend that 
investors buy the stock. 

Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors sell the 
stock 

Hold: We take a neutral view on the stock 12-months 
out and, based on this time horizon, do not 
recommend either a Buy or Sell. 

Newly issued research recommendations and target 
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Additional Information 

 

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively 

"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources 

believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-

party websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor 

is responsible for the accuracy or security controls of these websites. 

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this 

report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche 

Bank may act as principal for its own account or as agent for another person. 

 

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own 

account or with customers, in a manner inconsistent with the views taken in this research report. Others within 
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banking, trading and principal trading revenues. 

 

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do 

not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides 
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sometimes have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing longer term 

ratings. Trade ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high 

conviction belief by an analyst that a stock will outperform or underperform the market and/or sector delineated over a 

time frame of no less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to 

time discuss with our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that 

reference catalysts or events that may have a near-term or medium-term impact on the market price of the securities 

discussed in this report, which impact may be directionally counter to the analysts' current 12-month view of total return 

or investment return as described herein. Deutsche Bank has no obligation to update, modify or amend this report or to 

otherwise notify a recipient thereof if any opinion, forecast or estimate contained herein changes or subsequently 

becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and company 

specific economic prospects make it difficult to update research at defined intervals. Updates are at the sole discretion 

of the coverage analyst concerned or of the Research Department Management and as such the majority of reports are 

published at irregular intervals. This report is provided for informational purposes only and does not take into account 

the particular investment objectives, financial situations, or needs of individual clients. It is not an offer or a solicitation 

of an offer to buy or sell any financial instruments or to participate in any particular trading strategy. Target prices are 

inherently imprecise and a product of the analyst’s judgment. The financial instruments discussed in this report may not 

be suitable for all investors and investors must make their own informed investment decisions. Prices and availability of 

financial instruments are subject to change without notice and investment transactions can lead to losses as a result of 

price fluctuations and other factors. If a financial instrument is denominated in a currency other than an investor's 

currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily 

indicative of future results. Unless otherwise indicated, prices are current as of the end of the previous trading session, 

and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank, 

subject companies, and in some cases, other parties. 

 

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding 

our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect 

to our research is available on our website under Disclaimer found on the Legal tab.  
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Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise 

to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash 

flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a 

loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the 

loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse 

macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation 

(including changes in assets holding limits for different types of investors), changes in tax policies, currency 

convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and 

settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed 

income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to 

FX depreciation, or to specified interest rates – these are common in emerging markets. It is important to note that the 

index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended 

to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon 

rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is 

also important to acknowledge that funding in a currency that differs from the currency in which coupons are 

denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to 

the risks related to rates movements.  

 

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk. 

The appropriateness or otherwise of these products for use by investors is dependent on the investors' own 

circumstances including their tax position, their regulatory environment and the nature of their other assets and 

liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar 

to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can 

be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be 

incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable 

for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized 

Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the 

website please contact your Deutsche Bank representative for a copy of this important document. 

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) 

exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by 

numerous market factors, including world and national economic, political and regulatory events, events in equity and 

debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed 

exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are 

affected by the currency of an underlying security, effectively assume currency risk. 

 

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the 

investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at 

https://gm.db.com/equities under the "Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to 

review this information before investing.  

 

Deutsche Bank (which includes Deutsche Bank AG, its branches and all affiliated companies) is not acting as a financial 

adviser, consultant or fiduciary to you, any of your agents (collectively, "You" or "Your") with respect to any information 

provided in the materials attached hereto. Deutsche Bank does not provide investment, legal, tax or accounting advice, 

Deutsche Bank is not acting as Your impartial adviser, and does not express any opinion or recommendation whatsoever 

as to any strategies, products or any other information presented in the materials. Information contained herein is being 

provided solely on the basis that the recipient will make an independent assessment of the merits of any investment 

decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any 

trading strategy. 

 

The information presented is general in nature and is not directed to retirement accounts or any specific person or 

account type, and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in 

making Your decision. The information we provide is being directed only to persons we believe to be financially 

sophisticated, who are capable of evaluating investment risks independently, both in general and with regard to 

particular transactions and investment strategies, and who understand that Deutsche Bank has financial interests in the 
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