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Chiho Environmental (976 HK)

Business recovery ongoing; in good timing to
chase for new growth

Chiho Environmental Group (CEG) is one of the largest metal recyclers in the
world. The Company has major business presence in Asia, Europe and North
America. We discussed Chiho’s business recovery path with mgmt. recently. We
think the Company is on track to a recovery of existing business, and is fostering
new growth in China through a JV with China Honggiao (1378 HK, BUY). Trading
at only 0.33x PBR, CEG deserves a re-rating for potential fundamental
improvement, in our view. We suggest investors put the name on the radar.

B Global leader in metal recycling. In 2016, CEG acquired Scholz Holding
GmbH (Scholz), a Germany-based company which had accumulated
recycling know-how over 150 years. Since then, CEG has become one of the
largest global scrap metal recycling companies with extensive operations in
the recycling of ferrous and non-ferrous metal scraps, end-of-life cycle
vehicles, electronic scraps and the production of secondary aluminum ingots
from aluminum scraps. By end-2020, the Company has more than 200
processing plants and yard operations in Asia, Europe and America.

B Business back on track. CEG experienced earnings volatility in 2019-20
mainly due to 1) scrap material import policy adjustment by Chinese
government; and 2) economic and lockdown impacts caused by COVID-19.
In 2020, the board of CEG replaced the management team, and the team
carried out business restructuring by 1) shifting import-based Chinese
business units to SE Asia countries such as Malaysia, India and Thailand; and
2) divesting Southwest operations in the US to improve business efficiency.
CEG reported a turnaround in profit after tax from a loss of HK$33.5mn in
1Q20 to a gain of HK$57.0mn in 1Q21. We believe CEG’s metal recycling
business is back on track.

B Chasing for new growth in China. We think China’s net-zero development
strategy will boost metal recycling business and create good opportunities for
CEG to foster new growth. CEG’s wholly owned subsidiary, Scholz, had
formed a JV with China Honggiao in Shandong China for 100k units of end-
of-life vehicle (ELV) recycling and 500k tonnes of secondary aluminum
production per annum. The JV had kicked off construction in Feb 2021. CEG
planned to product the first can of aluminum liquid by end-2021, and ramp up
phase 1 capacity (50k ELV/200k secondary aluminum) in 2022.

B Time for are-rating. We think there are two major catalysts for CEG. On one
hand, CEG’s existing metal recycling business is resuming profitability with
strong earnings rebound outlook on the back of good commodity pricing. On
the other hand, we think the progress of Shandong JV will strengthen market
expectation for future earnings growth. YTD, CEG’s share price has exhibited
significant rebound. However, trading at only 0.33x PBR, CEG still has room
for further re-rating, in our view.

B Risks: Controlling shareholder’'s debt repayment pressures; insufficient trading liquidity.
Earnings Summary

(YE 31 Dec) FY16A FY17A FY18A FY19A FY20A
Revenue (HK$ mn) 3,211 18,491 20,913 15,363 13,368
YoY growth (%) n/a 475.8 13.1 (26.5) (13.0)
Net profit (HK$ mn) (440) 427 401 (129) (848)
EPS (HKS$) (0.27) 0.27 0.25 (0.08) (0.53)
YoY growth (%) n/a n/a 0) n/a n/a
Consensus EPS (HK$) n/a n/a n/a n/a n/a
P/E (x) n/a 34 3.6 n/a n/a
P/B (x) 0.36 0.29 0.28 0.30 0.33
Yield (%) nil nil nil nil nil
ROE (%) -10.7 8.4 7.8 2.6 -18.9
Net gearing 81.6 62.7 59.7 40.7 30.9

Source: Company data, Bloomberg, CMBIS
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Stock Data

Mkt Cap (HK$ mn) 1,461
Avg 3 mths t/o (HK$ mn) 3.0
52w High/Low (HK$) 1.08/0.18
Total Issued Shares (mn) 1,605

Source: Bloomberg

Shareholding Structure

Tu Jianhua 60.95%
Zhang Mingjie 8.94%
Free float 30.11%

Source: HKEx

Share Performance

Absolute Relative
1-mth 94.0% 101.4%
3-mth 193.9% 205.7%
6-mth 189.6% 196.9%
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Figure 1: CEG’s recycled material sales record Figure 2: Geographical distribution of revenue in
2018-20
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Figure 3: CEG’s revenue trend Figure 4: CEG’s GP vs. GPM
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Figure 5: CEG’s profit after tax trend Figure 6: CEG’s cash level movement and net
gearing trend
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Note CEG made asset provision of HK$519.2mn in 2020
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Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.
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