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Full steam ahead

o First mover advantage leveraging on environmental
protection trend and backed by stable recurring revenue

e Steam plants expansion buoyed by defensive textile
industry

e Further RMB2.3b injection into green investments to
cement dominant position; Manufacturing & Services
(M&S) segment is group’s backbone

e Initiate with BUY and DCF-based TP of $$0.81

Green investments (GI) offers a perfect blend of growth and
stability. Sunpower’s new Gl business offers resilience with its
large exposure to defensive industries. The segment is also aided
by supportive government regulations and a global push for
environment protection. Gl revenue is also recurring in nature,
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backed by long concessions of around 30 years. As a first mover
equipped with proprietary technologies, Sunpower is able to
demand prepayments from its customers and generate high

operating cash flows in Gl.

Gl organic growth to complement RMB2.3b in expected Gl
investments. We believe Sunpower will invest a further RMB2.3b

Forecasts and Valuation

FY Dec (RMBm) 2018A 2019F 2020F 2021F
Revenue 3.263 3.873 4,261 4,365
EBITDA 472 634 686 760
Pre-tax Profit 395 286 290 350
Net Profit 321 206 205 243
Net Pft (Pre Ex.) 235 296 313 373
EPS (S cts) 8.11 5.20 5.17 6.12
EPS Pre Ex. (S cts) 5.95 7.45 7.88 9.40
EPS Gth (%) 112 (36) (1) 19
EPS Gth Pre Ex (%) 68 25 6 19
Diluted EPS (S cts) 5.71 3.41 3.38 4.01
Net DPS (S cts) 0.18 0.18 0.18 0.18
BV Per Share (S cts) 40.2 451 50.1 56.0
PE (X) 7.3 1.4 1.4 9.6
PE Pre Ex. (X) 9.9 7.9 7.5 6.3
P/Cash Flow (X) 11.2 nm 6.7 53
EV/EBITDA (X) 8.2 7.3 6.8 5.8
Net Div Yield (%) 0.3 0.3 0.3 0.3
P/Book Value (X) 1.5 1.3 1.2 1.1
Net Debt/Equity (X) 0.7 1.0 0.9 0.7
ROAE (%) 225 12.2 10.9 1.5
Consensus EPS (S cts): 6.0 7.3
Other Broker Recs: B: 2 S:0 H: 0

GIC Industry : Industrials
GIC Sector: Capital Goods

Principal Business: Sunpower Group is a China-focused steam,
electricity and heat solutions provider that manufactures energy
saving and environment protection products.

Source of all data on this page: Company, DBS Bank, Bloomberg

Finance L.P.

in Gl assets by FY21 to attain its equity investment target of
RMB900m. These new investments may potentially generate
¢.RMB970m and c.RMB275m in revenue and operating income.
Additionally, Sunpower is expected to further expand organically
as plant utilisations still have room for growth. This combined with
the steady closure of small boilers and shifting of businesses to
industrial parks will drive organic growth for existing plants.

Margin improvement in traditional manufacturing and services
(M&S) driven by peak factory utilisation. Sunpower’s M&S factory
is operating at close to full utilisation on an order book of
RMB2.5b. The group is in a good position to cherry pick higher
margin projects while keeping its order book steady.

Valuation:

Initiate with BUY and DCF-based TP of $$0.81. Our valuation
excludes a potential RMB2.3b in Gl projects that Sunpower is
expected to invest in by FY21F. We estimate that including these
projects would lead to FY22F earnings expanding by c.42% y-o-y.

Key Risks to Our View:
Downside risks to our call include unfavorable changes in the
regulatory environment; steep rise in coal prices.

At A Glance
Issued Capital (m shrs) 395
Mkt. Cap (S$m/US$m) 233/172
Major Shareholders (%)
Gua Hong Xin 19.0
Ma Ming 17.0
Lin Yucheng 12.3
Free Float (%) 41.2
3m Avg. Daily Val (US$m) 0.53
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Investment Summary

Initiating coverage with BUY; DCF-based TP of $$0.81. We Sunpower’s high bargaining power enables it to obtain higher
believe Sunpower’s Gl business is resilient with its large prepayments from customers (RMBm)
exposure to defensive industries. The segment is also aided by 500 449.9
supportive government regulations and a global push for *% 400 351.7
environment protection. Revenue is recurring in nature, backed &340

. . 209.8 198.6
by long concessions of typically 30 years. The M&S segment 5 00 1416
should remain robust with both local and global demand for % 100
petrochemicals driving orders. Margins are likely to improve as O

Sunpower shifts toward higher margin contracts and as it 14 Y15 Y16 17 Fyis
approaches peak factory utilisation. Overall, Sunpower’s robust  soyrce: Company, DBS Bank
outlook backed by solid capital partners could propel its share

price to levels seen in early 2017. New GI plants to boost segment revenue by 65.9% by FY21F.
Sunpower’s upcoming two plants - Shantou Phase 1 & 2 and
Gl segment is a potential cash cow in the mid to long-term. Xintai Zhengda - are expected to be completed in 2020.
Sunpower’s Gl segment has the potential to generate steady Shantou Phase 1 will begin trial production by the end of FY19
earnings with strong cash flows in the mid to long-term. The while works for Shantou Phase 2 are in progress. The plants
group’s Gl plants burn coal for fuel to supply steam to end- are expected to expand active steam capacity by 820 tons/hour
sector customers in a diverse range of industries. Based on our  (yh) and 260t/h respectively. This should translate to top line
analysis, Sunpower’s Gl plants are mostly exposed to the and operating income contribution of RMB497.3m and
defensive textile industry (printing and dyeing). This should RMB124.9m by FY21F.
enable the segment to maintain stable earnings growth even
in times of uncertainty. Gl revenue and active steam capacity forecast (RMBm or t/h)
1,500.0 2,500.0

Sunpower’s Gl plants and customers

: = 2,0000 &
Plant Customers Profile & 10000 —_— g
Changrun ~70 customers in textile and dyeing g 1,500.0 &
Xinyuan Steam to customers and heat to local qé 1.000.0 §
. g 5000 2
residents housed over a 2.0m sgm area o s000 2
Lianshui ~20 customers from diverse industries = .
Quanjiao ~10 customers from diverse industries 0.0 v Nis PoF PYaoF FYalE 0.0
Yongxing ~130 customers in textile, chemical and mmmmm Other Plants Shantou 1
metallurgy Shantou 2 mmmmm Xintai Zhengda
. - . —t— Active Steam Capacity
Suyuan ~49 customers in printing & dyeing Source: Company, DBS Bank
Shantou ~128 customers in printing & dyeing
Xintai Zhengda Customers in diverse industries and residents Future equity investments of RMB90Om into Gl segment to
Source: Company, DBS Bank provide more upside. As of 3Q19, Sunpower has made equity
. investments of c.RMB1.6b, on track to hit its target of
Sunpower enjoys a natural monopoly in Gl. As a first mover, RMB2.5b by 2021. While we have not accounted for
Sunpower’s Gl segment reaps the benefit of a captive Sunpower’s pipeline of projects that are not under
customer base. Spgcnﬁcally, we think Fompe‘utors are construction in our valuation, we estimate that the additional
prevented from building new plants situated near Sunpower’s  aquity investments could increase Sunpower's revenue by
existing plants due to direct competition, regulatory hurdles ¢.RMB970m (c.25%) and operating income by . RMB275m

and poor economics. Sunpower is effectively able to achieve a (¢ 58%) respectively from FY19F levels.
natural monopoly in the areas that its plants serve.

Sunpower’s pipeline of projects

Additionally, Sunpower’s steam distribution pipeline networks Plant Investment Required (RMBm)

are highly efficient, possessing the ability to cover a wide

) - ) ) ) Liutuan 340
radius with lower temperature loss relative to the industry. This Xinjiang 260
technology complements its first mover advantage and enables Yingtan 53

the group to have high bargaining power with its customers.
As a result, Sunpower is able to obtain prepayments from its
customers and generate high Gl operating cash flows.

Source: Company, DBS Bank
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M&S segment forms the backbone of the group. Sunpower’s
traditional M&S business remains a bulwark against economic
fluctuations, with factory utilisation almost full and order book
at a record RMB2.5b as at end-3Q19. While capacity for the
M&S segment is not expected to grow any further, we believe
that order book value still has room to rise as peak factory
utilisations enable the group to cherry pick higher margin
orders.

EBIT margins recovering as order book grows (RMB)
3

12.0%

Billions

10.0%
L 8.0%

0 6.0%
FY16 FY17 FY18
Order book* (LHS)

—e— Operating profit margin (M&S less services and service concession
agreement) (RHS)

*As at Feb of every year
Source. Company, DBS Bank

Petrochemicals to sustain order book momentum.
Petrochemical demand in China and rest of Asia is expected to
see continued growth, driven by demand for petrochemical
products as an intermediate material for production of finished
products such as plastics. Indeed, OPEC is forecasting Chinese
demand for petrochemical products to rise to c.2.6m barrels
per day (b/d) in 2040 from ¢.1.8mb/d in 2018. This is positive
for Sunpower’s M&S order book, with the segment largely
serving Chinese petrochemical companies such as Sinopec.

Chinese demand in petrochemical sector by products (mb/d)
3.0 mEthane =LPG mNaphtha = Other

2.5

2.0

0.5

0.0
2018

Source: OPEC, DBS Bank

2040

Proprietary technologies and favourable regulatory
environment an investment moat. Sunpower’s products
produce lower emissions and work at a more efficient rate
compared to current standards in the industry. We believe this
bodes well for the group given the green push by the Chinese
government that is increasingly being reflected in the
government'’s policies. For example, China has increased its
environmental protection budget to ¢.1.2% of GDP (similar to
Western European countries). More relevant to Sunpower

however is the government’s mandate that outlawed the
usage of small boilers.

Sunpower’s proprietary technologies

Technology Standard Sunpower \ Industry

Steam Temperature Loss <5 15

Distribution (°C/Km)

Pipelines Differential Pressure 0.015 - 0.06 -
(MPa/Km) 0.05 0.1
Coverage Radius (Km) | 30 8

Coal-fired Dust Emitted (mg/m®) | <5 30/5*

power Sulphur Dioxide <35 100/35*

generating Emitted (mg/m’)

boilers Nitrogen Oxide <50 100/50*
Emitted (mg/m’)

*Reflects national regulation standard for coal-fired/natural gas
power-generating boilers
Source: Company, DBS Bank

Capital recycling options on the cards. Sunpower aims to hit
RMB2.5b in Gl equity by 2021. Thereafter, we think the group
will explore options to pare down debt. This may include
sourcing for co-investments or a partial stake sale of assets.
Alternatively, the group could be the subject of a takeover
similar to the one seen at United Envirotech. United Envirotech
issued convertible bonds to KKR in 2011 before receiving a
further equity injection in 2013. A year later, United Envirotech
was jointly taken over by KKR and CITIC and renamed CITIC
Envirotech shortly after. The current Executive Chairman of
Sunpower’s capital partner (DCP Capital Partners), was the
CEO of KKR Greater China and co-head of KKR Asia Private
Equity. Clearly, the links point to such a possibility.

Supported by strong and reputable capital partners. Private
equity (PE) firms DCP Capital Partners (DCP) and CDH China
Management (CDH) have invested in Sunpower through their
respective convertible bonds (CB1 and CB2). The former is led
by ex-partners of KKR, one of the largest PE firms in the world,
while the latter manages over US$17b of assets. PE firms are
known to provide a wide range of support to their partners
that may include funding, advice and a network to tap on.
Indeed, we think Sunpower is supported by understanding
capital partners as evident in their willingness to renegotiate
the performance targets set in the convertible bond deal.

Companies that have received DCP or CDH investment*

PEES cicc
PING AN e

BRI RT 0% @idea

*not exhaustive
Source: DCP, CDH, DBS Bank
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A Deeper Dive into Green Investment

Sunpower’s Gl plants are regulated private monopolies.
Barriers to entry in this industry are high due to the high start-
up costs in building a plant and its distribution network.
Additionally, the local government might not approve of
having duplicated networks from a competitor. As a result,
Sunpower’s Gl plants are natural monopolies with a captive
customer base to tap on. That said, the plants face regulation
by the government in the form of price caps set.

Gl segment counts the defensive textile industry as a major
customer. Based on our analysis, the defensive textile printing
and dyeing industry form Sunpower’s largest Gl customers.
According to the World Trade Organisation (WTO), China was
the world’s largest exporter of textiles with US$119b exported
in 2018. The country is strongly embedded in the textile value
chain serving many apparel-focused countries such as Vietnam.
Even as China is engaged in the trade war with the US, the
country still managed to grow exports of textiles yarn, fabrics
and make up articles by 0.3% y-o-y for 10M19.

Chinese exports for textiles yarn, fabrics and make up articles
have sustained despite trade war (US$m)

14,000.0
12,000.0
10,000.0
8,000.0
6,000.0
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2,000.0
0.0
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Source: CEIC, DBS Bank

On the domestic front, textiles trade has grown from
RMB532.2b in 2013 to RMB788.1b in 2017 and has plateaued
in recent years. The textiles industry appears to be replicating
the stability seen in textile exports.

China domestic trade value of knitwear and textiles (RMB b)

China’s green push has led to a favourable regulatory
environment. Air pollution is a major problem in Chinese cities.
For example, in Beijing, the annual mean PM2.5 was at
89.5ug/m3, far higher than the World Health Organization’s
recommended level of 10ug/m3. Air pollution is just one
example of the many environmental concerns faced by China.
China has been active in tackling these issues, implementing
policies such as the mandatory closure of small boilers and
relocating pollutive industries to specialised industrial parks.
We think these policies are positive for Sunpower, generating
more demand for steam while cementing the group'’s
dominant position in the industry.

Relevant environmental policies in China

Policy Description

Three-year Action 15% reduction in total emissions of
Plan for Winning the
Blue Sky War

Amendments to

sulphur dioxide and nitrogen oxide by
2020 from 2015 levels
For coal-fired power boilers

national standards for | Sulphur dioxide: 50mg/m’

pollutant discharge Nitrogen oxide: 100mg/m’

Comprehensive At the county level and above, small coal-

rectification of coal- fired boilers with capacity of 10t/h and
fired boilers below will be phased out

In key areas*, coal-fired boilers of less
than 35t/h will be eliminated and
replaced with coal-fired boilers of 65t/h or

more capacity with energy-saving and

ultra-low emission characteristics

*key areas include Beijing-Tianjin-Hebei region, Yangtze River Delta
region, Pear! River Delta
Source: China State Council, Company, DBS Bank

Active capacity increase to drive revenue and income (t/h)

800.0

600.0

400.0
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Source: CFIC, DBS Bank
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—=— Steam (LHS)
Source: Company, DBS Bank

FY19F FY20F
—e— Electricity (RHS)

FY21F
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lllustration of Changrun Gl Plant

Mixture of
residences and
small businesses

Source: Company, DBS Bank
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Specialised printing and
dyeing wastewater
treatment plant
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Valuation

Initiate with BUY and DCF-based TP of $$0.81. Sunpower’s
strong future cash flow generating ability justifies the use of
discounted cash flows as a valuation methodology.
Additionally, valuation multiples such as PE may be skewed by
SCA revenue where periods of heavy construction activity may
result in temporarily higher earnings which may not be
repeated in the following years.

Our DCF model assumes cost of equity of 12.5% based on a
risk-free rate of 3.2%, market return of 11.8% for the China
market, and beta of 1.1. As Sunpower is partially financed by
convertible bonds, we calculated the cost of convertible bond

financing to be 5.7% by dividing the convertible bond into two

Discounted Cash Flow Model: TP of $$0.81

parts i.e. straight bond and conversion option. Additionally, we
obtained an after-tax cost of debt of 4.5% based on an
effective tax rate of 25% and cost of debt of 6.0%. Based on
WACC of 7.9%, and terminal growth rate of 1%, we derived
an equity value of RMB4,885.4m. This translates to an equity
value of $$950.2m and share price of $$0.81.

Our TP has yet to include c.RMB900m equity investment
relating to pipeline projects under consideration by Sunpower.
The successful award of these projects would represent further
upside for Sunpower’s earnings and valuation.

FY (RMBm) 20F 21F 22F Terminal Value

Operating Profit 511.1 577.6 616.7

Add: Depreciation & Amortisation 172.9 180.1 183.3

Less: Tax Provision (72.4) (87.4) (116.2)

Less: Capex (402.2) (158.0) (159.7)

Add: Decreases in Working Capital (39.1) (17.0) (15.4)

Total FCF to the Firm 170.3 4953 508.7 8,631.6

Discounted FCF 157.8 425.6 405.2 4,043.7

Risk-free Rate (Rf) 3.2% Proportion of Debt Financing 40.9%

Equity Risk Premium 8.6% Proportion of Equity Financing 41.0%

Beta 1.1 Proportion of CB Financing 18.0%

Cost of Equity 12.5% WACC 7.9%

After-tax Cost of Debt 4.5% Terminal Growth 1.0%
PV of FCF 3,389.6

Straight Bond Portion 85.3% PV of Terminal Value 4,043.7

Conversion Option Portion 14.7% Net Cash (Debt) (2,299.3)

Cost of Convertible Bond 5.7% Minority Interest (248.7)
Equity Value (RMBm) 4,885.4
Fully Diluted Shares (m) 1,172.3
DCF-based TP (S$) 0.81

Terminal

0.50%

growth rate

1.00%

$0.95 $0.99 $1.02 $1.06 $1.11
3 $0.85 $0.88  $0.91 $0.94  $0.97
é $0.76 $0.78 $0.81 $0.83 $0.86
$0.68 $0.70 $0.72 $0.74 $0.77
$0.61 $0.63 $0.64 $0.66 $0.68

Source: DBS Bank
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Key Risks

Regulatory risk. The Chinese government has been a key driver
of Sunpower’s business, having rolled out regulations that
prohibited the use of environmentally unfriendly products such
as the ban on “dirty” and small boilers in favour of larger and
more efficient centralised boilers. A change in policy by the
government could lead to a drop in demand for steam
produced by centralised plants. That said, we believe such a
situation is unlikely given the objectives laid out in China’s Five-
Year Plan.

Another potential risk lies in Sunpower’s steam tariffs. While
Sunpower’s Gl plants enjoy the perks of being a natural
monopoly, they are subject to price caps set by the local
government. Sunpower’s Gl plants are only free to adjust
steam prices as long as prices do not exceed the price cap.
Therefore, Sunpower may face hurdles in future should the
group choose to raise prices beyond the price cap.

Technological risks. A large part of Sunpower’s business
revolves around its technological competitive advantage. For
example, Sunpower has developed proprietary technologies
that reduce the amount of dust, sulphur dioxide and nitrogen
oxide emitted by coal-fired boilers. Development of new
technologies capable of surpassing Sunpower’s could pose a
risk for the group.

Sunpower’s key technological advantages

Technology Advantage

Steam distribution Pipelines are able to cover a further
pipelines distance with lower temperature loss

Energy saving Heat exchangers are highly efficient

Environmental Boilers emit lower amounts of dust,

protection sulphur dioxide and nitrogen oxide
Steam plant Plants are able to operate at higher
upgrades efficiency

*list is not exhaustive
Source: Company, DBS Bank

Oversupply of electricity. A number of Sunpower’s Gl plants
possess the ability to co-generate steam and electricity. While
Sunpower enjoys a captive customer base for steam, a
significant amount of electricity generated by the group is sold
to the local electrical grid. Electricity tariffs are determined by
the local government and differs from region to region. As a
result, new supply or lower demand for electricity may result in
an oversupply which in turn may lead to a decrease in
electricity tariffs paid to Sunpower.

China’s electricity production has largely rose in tandem with
consumption (kwh b)

8,000.0

6,000.0

4,000.0
2,000.0 II |I
0.0

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
m China electricity consumption mChina electricity production
Source: CEIC, DBS Bank

Steep rise in coal prices. While we do not anticipate a large
increase in coal prices due to controls put in place by the
Chinese government, any unexpected rise in coal prices could
hurt Sunpower’s gross profit margins. This is especially so as
steam price caps have been imposed by the government on
Sunpower. Under the price caps, the group is only allowed to
raise steam prices to a set limit. Therefore, a large increase in
coal prices that would require Sunpower to raise steam prices
above the caps would be a concern.

Missing of convertible bond performance targets. Under the
convertible bond deals that Sunpower entered into, Sunpower
was required to meet certain performance targets. Specifically,
Sunpower is required to hit an adjusted PATMI target of
RMB370m and RMB460m for FY20 and FY21 respectively.
Failure to hit these targets would entitle the convertible bond
owners to a lower conversion price that would be dilutive to
other shareholders. Current conversion prices for the first (CB1)
and second (CB2) convertible bonds stand at $$0.50 and
$$0.60 respectively.

lllustration of target miss and potential dilutive effect of CB1
Achieved Adjusted

Achieved Conversion Adjusted

Adjusted PATMI as a % of Price Conversion
PATMI (RMBm)  Performance Target Shares

460 and above Target Met 0.500 313,368,000
300 65.2% 0.326 480,478,381
Below 154 33.5% 0.167 935,985,663

Source: Company, DBS Bank

Default risk. Around RMB900m of convertible bonds are due to
mature on 3 Mar 2022. At this juncture, the convertible bond
owners (DCP and CDH) have not indicated which option they
intend to pursue. The redemption of such a large sum at a time
when Sunpower has high debt (due to the group’s continued
heavy investment in Gl until 2021) could cause Sunpower to
default. We believe this is unlikely, as both DCP and CDH are
likely to realise a lower return if a default is triggered.
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SWOT Analysis

Strengths

Weakness

e M&S equipped with arsenal of proprietary technologies that
are protected by patents

e Gl segment enjoys natural monopoly due to the barriers of
entry in the form of high capital investment required,

technological difficulties and local government hurdles

e Large exposure to the textile industry underpins Gl's defensive
quality

e Reputable and supportive PE partners

Opportunities

e High gearing as a result of investments in Gl

e Natural monopoly status results in heavier regulatory
scrutiny

e Concentration in textile industry may be a double-edged
sword if industry downturn takes place

e Performance targets laid out in convertible bond deal a
key factor for aggressive expansion

Threats

e Global push in environment protection driving demand for
centralised boilers

e Steam and electricity plant capacity expansion to power
revenue growth

e Favourable regulatory environment underscores a robust
outlook for Gl segment

e Growing petrochemical demand in region as income rises may
boost M&S product orders

e Steep rise in coal prices may result in losses as steam prices
are subject to price caps

e Global fight against single-use plastics may dent demand
for M&S products

Source: DBS Bank
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Critical Factors

Gl asset acquisitions or new greenfield developments.
Sunpower’s share price is partly driven by steam, electricity and
heat production capacity which in turn is dependent on the
number of plants it operates. For example, the announcements
from 16 Jan 2017 to 18 Jan 2017 disclosing the award of a
RMB338m project and the clinching of a 51% stake in another
RMB1.6b project led to a ¢.34.8% surge in Sunpower's share
price over 10 trading days.

Sunpower is expected to invest in more projects given its
RMB2.5b Gl investment target by 2021. We believe Sunpower is
on the lookout for c. RMB900m worth of Gl investments
between 3Q19 and 2021.

Sunpower’s Gl pipeline projects

Project Status* Type** Remarks

Liutuan TBC Heat Under

Project transfer oil  evaluation/Negotiating

Xinjiang TBC S/E Under

Project evaluation/Negotiating

Yingtan TBC S Under

Project evaluation/Negotiating

Shantou ucC S/E Phase 1 to enter trial

Project production in 2H19,
Phase 2 to begin
construction in 2H19

Xintai uc S/E Part of facility to start

Project trial production in TH20

*UC - Under construction, TBC — To be constructed
**S — steam, E — electricity
Source: Company, DBS Bank

M&S order book size. Sunpower has seen order book steadily
climb since Feb 2017 to RMB2.5b, leading to factory utilisation
of almost 100%. Going forward, the orders are expected to
sustain factory activity and hence M&S top line for FY20F. More
higher margin orders are also expected with the group
becoming more selective on the new orders it takes, a bulk of
which are repeat orders from its customers.

M&S order book has risen to Sunpower’s max utilisation (RMB)

Recent M&S orders

Announced
Customer Remarks
Date

Wanhua 16 Oct 19  RMB71.7m contract to supply
Chemical energy-saving pipe products
Sinopec 30Sep 19  RMB49m contract to provide flare

gas recovery system
PSS Netherlands 26 Aug 19 Contract to supply heat

exchangers for RMB65.5m
Fujian Gulei 25 Jul 19 Contract worth over RMB30m to
Petrochemical provide heat exchanges
CHN Energy 29 Apr 19  RMB242m contract to design and

construct high salt crystalliser
Source: Company, DBS Bank

Chinese government regulations. Changes to regulations
surrounding environmental standards may affect Sunpower’s
share price due to the potential impact on demand for
environment protection products and steam plants. For
example, the Changshu government has mandated the
shutdown of small coal-fired boilers by end-2019. This has led
to an increase in demand for steam from a more environment-
friendly centralised facility in Changshu.

Moving forward, we believe China’s environmental regulations
will continue to tighten. China’s 13" Five Year Plan has targeted
reductions in sulphur dioxide and nitrogen oxide emissions,
common emissions of boilers, to 15.8Mt and 15.7Mt
respectively, representing 15% declines for both from 2015.

Outlook on China’s thermal coal price. Coal is an important
commodity used as a source of energy in the production of
steam by Gl plants. Similarly, a key innovation in the M&S
segment has enabled the coal-reliant steam production process
to be greener and less pollutive as compared to other sources
such as natural gas. Interestingly, in the past five years, a
correlation of r = 0.73 was found to exist between Sunpower’s
share price and the China thermal coal spot price.

Sunpower share price vs China thermal coal price (r = 0.73)

3.00

2.50 2.2
2.00

1.50 1.1 1.1
1.00

0.50

0.00
NN NN BN AN

25 25 25

Billions

Source: Company, DBS Bank

e China Qinhuangdao Port Thermal Coal 5500 kcal/kg (RMB) (LHS)
= Sunpower's Price (S$) (RHS)

800.0 1.00
600.0 0.80
0.60

400.0
0.40
200.0 0.20
0.0 0.00

Aug-2014 Aug-2015 Aug-2016 Aug-2017 Aug-2018 Aug-2019

Source: Bloomberg Finance L.P., DBS Bank
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Sunpower’s historical share price in the past 5 years

$1.00
$0.90
$0.80
$0.70
$0.60
$0.50
$0.40
$0.30
$0.20
$0.10

$0.00

Oct-14

Jan-17: Secures RMB338m
Liutuan Project and
confirms 51% stake in
RMB1.6b Shantou Project

Jul-15: Announced that
Sunpower is evaluating
various projects in China
and proposed a share
placement to raise funds

Oct-

15 Oct-16

Source: Bloomberg Finance L.P., DBS Bank

T

Nov-17: 3Q17 results
report 51.3% decline in
core net profit to
RMB15 1m

\

General decline in price
preceding fall in net profit for
the year. FY17 net profit less
fair value changes on
convertible bonds was down
44.0% to RMB81.5m.

Oct-17

Oct-18: Steep fall in
share price preceding
legal action taken by the
Executive Chairman and
Executive Director

Oct-18

Feb-19: Rise in share price in
run up to FY19 results which
saw net profit less fair value
changes on derivatives rise
96.6% to RMB150.2m

Oct-19

Oct-18: The steep fall in share price during this period may be attributed to rumours surrounding the Executive Chairman’s and
Executive Director’s use of Sunpower’s shares as collateral in a personal loan agreement with America2030 Capital. Currently,
legal proceedings against America 2030 are still ongoing. We are of the opinion that the market has overcome the ramifications
from this event especially because the shares used as collateral represent less than 2% of Sunpower’s total outstanding shares.
That said, a positive conclusion in the litigation leading to a return in shares could create upside for Sunpower.
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Financials

Strong top line expansion to continue. In FY18, total revenue
was up 66.0% y-o-y on the back of a strong performance in
both M&S and GI. M&S revenue improved 39.3% y-o-y to
RMB2.5b while Gl revenue leapt 384.4% y-o-y to RMB736.8m
as the new Gl plants ramped up. Going forward, we expect the
revenue growth momentum to be sustained driven by new
plant acquisitions and construction in the Gl segment. Revenue
growth for M&S however may plateau as M&S factory
utilisation is operating at peak capacity. That said, M&S
revenue from service concession arrangements may improve if
Gl plant construction activity continues.

Hollow nature of service concession arrangements (SCA)
revenue. While SCAs may arise from Gl plants may operate
under SCAs, revenue from SCAs is classified under M&S by
Sunpower. Revenue from SCAs are “hollow” primarily because
they are not directly associated with a subsequent inflow of
cash. Under the accounting standards, revenue from SCA is
recognised when the performance obligations in the
arrangement are fulfilled. Typically, a major performance
obligation is the completion of construction of the plant. This
leads to a significant amount of revenue being recognised
upfront when the plant is completed. As such, revenue from
SCAs is “hollow"” due to the disconnect between revenue and
cash flows. Consider an extreme situation where a newly
completed plant does not serve any customers. The plant will
not receive any inflow of cash even though revenue has been
recognised for plant completion.

lllustration of SCA revenue

upfront investments while cash inflows from the projects are
spread over a long period of time. As a result, gearing has risen
steadily, reaching a high of 1.17xin 3Q19.

Gearing (net debt-equity*) on a steady uptrend

1.40x 1,19
X

1.09)(1'08)1(.17

1.20x
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*includes nominal value of the convertible bonds
Source: Company, DBS Bank

Gearing is expected to continue to trend higher as Sunpower
expands its Gl segment. Sunpower is expected to invest an
additional c.RMB900m in equity on Gl projects in a 40:60
equity-debt proportion. This translates to Sunpower taking on
an estimated additional debt load of RMB1.35b.

Est. debt maturity profile (by proportion of total debt) (FY18)

Event Financial Amount | Remarks

Statements ($)

Completion of CF: Contract costs -100 $100 incurred to build
Gl plant plant

P&L: Revenue from +125 Revenue of $125

SCA recognised (based on
construction cost plus

P&L: Contract costs -100 25% margin)

BS: Intangible asset +125 Intangible asset
recognised for
performing service of
construction

Customer CF: Receipt +10 Revenue for providing
purchases steam
steam P&L: Revenue +10

Source: DBS Bank

Gearing has risen with Gl segment’s expansion. Since the
announcement of the first GI project in Dec 2015, Sunpower's
net debt-equity has risen steadily as the group invested in more
Gl projects. The nature of the business model requires large

60% 52%
50%
40%
30% 24% 24%
20%
10%
0%

Less than 1 year or on
demand

Source: Company, DBS Bank

Company 3Q19 Net D/E

1-5years After 5 years

CITIC Envirotech 1.01x
SIIC Environment 1.08x
China Everbright Water 0.74x
Tianjin Capital 0.52x
Environment

Sunpower 1.17x

Source: Company, DBS Bank
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Net cash flow from operations. Given Sunpower’s high gearing
and hollow nature of revenue (where a significant amount of
revenue is recognised a few years ahead of cash flows), we
would need to examine the company’s net cash generated
from operations. Net cash flow from operations available for
interest payment appears to be on a rising trend, increasing to
RMB286.4m in FY18.

Cash flow from operations available for interest payment have
increased along with interest paid (RMBm)

350.0 - CF from operations available for interest payment ~ m Interest paid

286.4
300.0 2635
250.0
200.0 171.0
137.6

150.0 119.4 071

100.0 79.2
54.5
50.0 273 23.9 249 336 I
0.0 O | | O
FY14 FY15 FY16 FY17 FY18 9M19

Source.: Company, DBS Bank

Moving forward, we think cash flow from operations available
for interest payment will continue to rise, supported by the
highly cash flow generative Gl business. Interest payments will
rise in tandem with the additional Gl investments that
Sunpower is expected to make before decreasing from FY22F
onwards as Sunpower looks towards capital recycling.

Intangible assets. Service concession arrangements (SCAs) that
give Sunpower the right to charge users of its Gl plants form a
large portion of intangible assets. Such intangible assets are
usually recognised as the plant is constructed on a cost of
construction incurred plus margin basis. The intangible assets
are then amortised over the life of the concession (usually 30
years). As Sunpower has taken on more plant projects over the
years, the group’s intangible assets have swelled, rising to
RMB2.3b in 3Q19.

2,000.0

Intangible assets* have soared due to SCAs (RMBm)
1,500.0
1,000.0

2,500.0
0.0
‘b &

© 0o o o A QA 2.9 O O
N N N N N N N N '\ N '\ '\ N
RO RSN SIR %00)0 OO O AP
*excludes goodwill

Source: Company, DBS Bank

Going forward, intangible assets are expected to continue
rising as more Gl projects are clinched.
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Segmental Breakdown

FY Dec 2016A 2017A  2018A  2019F 2020F 2Q021F
Revenues (RMBm)
Manufacturing & services 1,626 1,813 2,526 2,862 3,009 2,763
Green investments 0.0 152 737 1,011 1,252 1,602 Largely constant revenue from
Total 1,626 1,965 3,263 3,873 4,261 4,365 M&S as factory utilisation has
Operating Profit (RMBm) peaked with no factory
Manufacturing & services 135 233 173 234 270 273 expansion expected
Green investments 0.0 (5.0) 46.8 196 259 299
Total 135 228 220 430 529 573
Operating Profit Margins (%)
Manufacturing & services 8.3 12.9 6.8 8.2 9.0 9.9
Green investments N/A (3.3) 6.4 19.4 20.7 18.7
Total 8.3 11.6 6.7 1.1 12.4 13.1

Source: Company, DBS Bank
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Interest expense adjustments. Due to the high effective interest rate of the
convertible bonds (CB1: 20.8%, CB2: 19.2%), interest expenses reflected in the
income statement are skewed higher even though the convertible bonds have a
coupon rate of just 2.5%. We have made adjustments to interest expense to reflect
a clearer picture of Sunpower’s cost of borrowing. Specifically, the targets set in
relation to the convertible bonds use adjusted PATMI as a basis where PATMI is
adjusted for changes that include fair value gains and losses on bonds and accrued
interest of bonds at “effective rate”. As such, we have made adjustments and these
are reflected under Exceptional Gains/Losses. Net profit before exceptionals is thus a
proxy for adjusted PATMI.

Convertible bond performance targets. Based on our forecasts, Sunpower is not
expected to meet its performance targets for the convertible bonds i.e. adjusted
PATMI performance targets of RMB370m in FY20F and RMB460m in FY21F. That
said, our forecasts have yet to factor in the potential pipeline of projects worth
RMB900m in equity investments. Taking these projects into account, we estimate
that Sunpower would hit and could potentially surpass the performance targets.

Income Statement (RMBm)

Margins Trend

FY Dec 2016A 2017A  2018A 2019F 2020F 2021F
Revenue 1,626 1,965 3,263 3,873 4,261 4,365
Cost of Goods Sold (1,218)  (1,558)  (2,569) (2,905)  (3,175)  (3,230)
Gross Profit 408 408 694 968 1,087 1,135
Other Opng (Exp)/Inc (207) (220) (328) (496) (576) (557)
Operating Profit 201 188 366 472 511 578
Other Non Opg (Exp)/Inc 0.0 0.0 0.0 0.0 0.0 0.0
Associates & JV Inc 0.0 0.0 (1.0) 1.30 2.00 2.00
Net Interest (Exp)/Inc (23.7) (21.3) (55.7) (98.4) (116) (99.9)
Exceptional Gain/(Loss) 0.0 1.1 853 (89.5) (108) (130)

14.0%
13.0%
12.0%
11.0% -
10.0%
9.0%
8.0% -
7.0% -
6.0% -
5.0%

4.0%

2017A 2018A 2019F 2020F 2021F

~Operating Margin % ~Net Income Margin %

Adjustment for interest expense

Pre-tax Profit 178 178 395 286 290 350
Tax (32.0) (27.0) (62.2) (71.5) (72.4) (87.4)
Minority Interest (3.5) (5.1) (12.0) (12.3) (19.4)

Preference Dividend 0.0 0.0 0.0 . 0.0 0.0
Net Profit 142 146 321 206 205 243
Net Profit before Except. 142 135 235 296 313 373
EBITDA 234 238 472 634 760
Growth

Revenue Gth (%) 13.3 20.9 66.0 18.7 10.0 2.4
EBITDA Gth (%) 57.3 1.9 98.2 34.4 8.1 10.8
Opg Profit Gth (%) 67.3 (6.6) 94.7 29.1 8.2 13.0
Net Profit Gth (Pre-ex) 74.5 (5.3) 74.7 25.7 5.8 19.2
Margins & Ratio

Gross Margins (%) 25.1 20.7 21.3 25.0 25.5 26.0
Opg Profit Margin (%) 12.4 9.6 1.2 12.2 12.0 13.2
Net Profit Margin (%) 8.7 7.4 9.8 53 4.8 5.6
ROAE (%) 13.6 12.2 22.5 12.2 10.9 1.5
ROA (%) 5.4 3.7 5.5 3.0 2.7 3.0
ROCE (%) 7.5 4.6 5.0 4.4 3.8 5.0
Div Payout Ratio (%) 3.1 3.0 2.3 3.5 3.5 3.0
Net Interest Cover (x) 8.5 8.8 6.6 4.8 4.4 5.8

Source: Company, DBS Bank

on convertible bonds to reflect
effects on I/S without convertible
bonds. Effective interest rate of 19
- 21% differs from the actual
coupon of 2.5%

Includes fair value changes and
adjustments for interest expense on
convertible bonds
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Quarterly / Interim Income Statement (RMBm)

i

FY Dec 2Q2018 3Q2018 4Q2018 1Q2019 2Q2019 3Q2019 y
Revenue 598 764 1,280 812 659 778 E
Cost of Goods Sold (486) (601) (993) (640) (487) (580)

Gross Profit 113 163 286 171 172 197

Other Oper. (Exp)/Inc (87.4) (82.8) (88.1) (63.6) (88.7) (88.5)
Operating Profit 25.1 79.8 198 108 83.1 109

Other Non Opg (Exp)/Inc 0.0 0.0 0.0 0.0 0.0 0.0
Associates & JV Inc 0.1) (0.4) (0.2) 0.28 0.35 0.31

Net Interest (Exp)/Inc (38.6) (36.9) 44.5 (42.1) (56.5) (57.1)
Exceptional Gain/(Loss) (64.7) 12.5 86.4 (86.4) (16.4) 78.8

Pre-tax Profit (78.4) 55.0 329 (20.4) 10.5 131 \
Tax (4.6) (16.8) (34.8) (18.3) (13.1) (22.0)

Minority Interest 2.01 (5.9 9.1) (2.8) (2.6) 1.57

Net Profit (81.0) 32.3 285 (41.6) (5.2) 110

Net profit bef Except. (16.3) 19.8 198 44.8 1.2 315

EBITDA 51.7 105 231 142 125 144

Growth

Revenue Gth (%) (3.8 27.7 67.5 (36.6) (18.8) 18.0

EBITDA Gth (%) (38.6) 103.6 119.2 (38.5) (12.2) 15.7

Opg Profit Gth (%) (60.3) 218.3 148.4 (45.6) (23.0) 30.9

Net Profit Gth (Pre-ex) (149.00  (221.5) 902.8 (77.4) (75.1) 181.9

Margins

Gross Margins (%) 18.8 21.3 22.4 211 26.1 254

Opg Profit Margins (%) 4.2 10.4 15.5 13.3 12.6 14.0

Net Profit Margins (%) (13.5) 4.2 223 (5.1) (0.8) 14.2

Source: Company, DBS Bank

Revenue Trend
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Page 16



Company Focus

Sunpower Group Ltd

BaDBS

Live more, Bank less

Balance Sheet (RMBm)

Asset Breakdown

FY Dec 2016A 2017A 2018A 2019F 2020F 2021F
Net Fixed Assets 421 668 1,155 1,208 1,264 1,317
Invts in Associates & JVs 0.0 10.3 9.26 10.6 12.6 14.6
Other LT Assets 663 1,356 2,477 2,759 2,933 2,858
Cash & ST Invts 281 903 783 727 867 1,140
Inventory 210 343 500 97 652 664
Debtors 1,018 1,264 1,192 1,4 1,604 1,642
Other Current Assets 191 457 508 508 508 508
Total Assets 2,783 5,000 6,623 7,267 \(,841 8,144
ST Debt 401 517 493 750

Creditor 847 1,376 1,717 1,749

Other Current Liab 219 413 866 571

LT Debt 157 568 1,569 2,012

Other LT Liabilities 16.1 724 148 148

Shareholder’s Equity 1,118 1,262 1,590 1,789

Minority Interests 25.7 141 240 249

Total Cap. & Liab. 2,783 5,000 6,623 7,267 7,841 8,144
Non-Cash Wkg. Capital 353 275 (383) 242 281 283
Net Cash/(Debt) (277) (182)  (1,279) (2,035  (2,095)  (1,822)
Debtors Turn (avg days) 255.9 211.9 137.4 124.8 1311 135.7
Creditors Turn (avg days) 264.5 269.1 229.3 230.5 222.5 230.7
Inventory Turn (avg days) 68.4 66.9 62.5 72.9 75.9 78.8
Asset Turnover (x) 0.6 0.5 0.6 0.6 0.6 0.5
Current Ratio (x) 1.2 1.3 1.0 1.1 1.1 1.2
Quick Ratio (x) 0.9 0.9 0.6 0.7 0.8 0.8
Net Debt/Equity (X) 0.2 0.1 0.7 1.0 0.9 0.7
Net Debt/Equity ex MI (X) 0.2 0.1 0.8 1.1 1.1 0.8
Capex to Debt (%) 62.9 53.0 16.2 18.0 13.6 5.3

Source: Company, DBS Bank

Debtors -
37.3%.,

Net Fixed
Assets -
31.0%

-

N -_Bank, Cash

Inventory -~
15.3%

_ AssocsyIVs -

0.3%

and Liguid
Assets -
16.1%

Increase is largely

concession
arrangements

attributed to service
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Cash Flow Statement (RMBm)

Capital Expenditure

RMB m
700.0 §

500.0 -

400.0 -

100.0 -

0.0

2017A 2018A 2019F 2020F

u Capital Expenditure ()

2021F

Steep drop in capex as Gl
pipeline projects are not
incorporated into our
estimates

Payment of consideration
payable for acquisition of
subsidiaries

Construction costs for
Shantou and Xintai
plants

FY Dec 2016A 2017A  2018A 2019F 2020F 2021F

Pre-Tax Profit 178 178 395 286 290 350 6000
Dep. & Amort. 32.2 50.1 107 161 173 180

Tax Paid (12.3) (21.7) (45.7) (58.8) (71.5) (72.4) 2000
Assoc. & JV Inc/(loss) 0.0 0.0 1.03 (1.3) (2.0) (2.0) 2000
Chg in Wkg.Cap. (72.3) (79.6) (175) (639) (39.1) (17.0)

Other Operating CF 20.8 (40.7) (74.4) 0.0 0.0 0.0

Net Operating CF 146 85.9 207 (252)

Capital Exp.(net) (351) (574) (333) (497)

Other Invts.(net) 0.0 0.0 0.0 0.

Invts in Assoc. & JV 0.0 (10.3) 0.0 0.

Div from Assoc & JV 0.0 0.0 0.0 0.0

Other Investing CF (8.5) (108) (433) 0.0

Net Investing CF (360) (693) (767) (497)

Div Paid (4.3) (7.6) (7.8) (7.3) (7.3) (7.3)

Chg in Gross Debt 104 1,192 294 700 200 0.0

Capital Issues 0.0 0.0 0.0 0.0 0.0 0.0

Other Financing CF (2.7) 43.4 56.0 0.0 0.0 0.0

Net Financing CF 97.1 1,228 342 693 193 (7.3

Currency Adjustments 0.15 0.1) 0.12 0.0 0-6 0-6

Chg in Cash (116) 621 (217) (56.0) 140 273

Opg CFPS (S cts) 5.73 4.35 9.68 9.74 9.81 1.5

Free CFPS (S cts) (5.4) (12.8) (3.2) (18.9) (1.3) 7.07

Source: Company, DBS Bank
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Company Background

Sunpower Group is a China-focused steam, electricity and heat
solutions provider that manufactures energy saving and
environment protection products. The group was listed on the
Singapore Exchange in 2005 and has two main business
segments, Green Investments (“Gl") and Manufacturing &
Services ("M&S").

Share of revenue contributed by Gl segment has been
increasing steadily. The Gl segment constituted 23% and 46%
of Sunpower’s revenue and operating profit in FY18
respectively. Supported by the M&S segment, the Gl segment
will be the earnings driver going forward. The group intends to
invest RMB2.5b in equity on Gl assets by 2021 which can be
realised either through accretive M&As or project
developments.

Sunpower’s segment revenue (RMBm)

FY18 geographical revenue split

3,500.0
3,000.0
2,500.0
2,000.0
1,500.0
1,000.0
500.0
0.0

736.8

152.1

1,626.2

FY16
(Revenue)

FY17
(Revenue)

FY18
(Revenue)

m Manufacturing & services  m Green investments

Source: Company, DBS Bank

Sunpower’s segment operating profit (RMBm)

us Rest of World
52%_ —m  38%

Source: Company, DBS Bank

The Gl segment deals in investment, development and
operation of centralised steam, heat and electricity generation
plants. The Gl segment first generated steam and electricity in
2017. The focus of the segment is the production of steam,
with electricity as a by-product of steam production. Steam is
produced in the plants using coal as fuel and then distributed
to customers via pipelines. Industries that require steam in their
business operations include the food, garment and paper
production industries. For example, the food industry may
utilise steam in their sterilization process. Sunpower is given
the right to operate these plants under concession agreements
for a typical period of 30 years. At the end of the concession
period, ownership and operation of the plants may be
transferred to the state.

Sunpower’s Gl plants

500.0
400.0
196.0
300.0
5.0
200.0 46.8
233.2 2341
100.0 172.8
0.0
FY16 FY17 FY18
(Op profit) (Op profit) (Op profit)

Manufacturing & services Green investments

Source: Company, DBS Bank

Additionally, Sunpower’s business is geographically
concentrated in China with 91.0% of revenue derived from
China. Revenue generated from other geographies remain
small with the US being the most significant at 5.2% of total
revenue.

° Changrun

PY Liutuan
@ Xinyuan

Xintai*
¢ aIJining. ° Lianshui
® Changshu
Quanjao @ @ Yongxing

Xinjiang @

Legend

Operational °
Under Construction ®
To Be Constructed

Yingtan g
Shantou
*Xintai currently has an existing plant with a new plant to be

constructed
Source: Company, DBS Bank
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The M&S segment leverages on its patents to manufacture
energy saving and environment protection products. With a
library of 160 patents as at 3Q19, the M&S segment
manufactures products such as high efficiency heat exchangers
& pressure vessels, pipeline energy saving products and flare &
flare gas recovery systems. The segment has served over 1,500
companies such as Sinopec, Shell and Bayer and sees repeat

M&S order book has soared since 2014, with factory utilisation
at nearly 100%. The order book has grown from RMB1.1b in
Feb-14 to RMB2.5b in Oct-19, representing c.15.0% CAGR. As
a result, Sunpower is only selectively taking in orders for M&S
products as factory utilisation is almost full.

M&S order book has risen ¢.15.8% CAGR since 2014 (RMB)

orders from 70% of its customers.

M&S main products list

Product Which industry uses this*

High efficiency heat exchangers
& pressure vessels

Pipeline energy saving products

Heat pipes and heat pipe
exchangers

Flare & flare gas recovery
systems

Desulfurization & denitrification
system

High salinity wastewater system
(Zero liquid discharge system)

Petrochemical engineering

Energy saving system

*list is not exhaustive
Source: Company, DBS Bank

Petrochemical, chemical, paper,
food & beverage

Petrochemical, chemical, clean
energy, LNG, pharmaceutical,
mining

Petrochemical, chemical, steel

Petrochemical, steel

Power generation, wastewater
treatment

Food, leather

Petrochemical

Petrochemical, power
generation, steel, glass

3.00

Z 25 25 25
£ 250 22
@ 1.9
2.00
1.5
1.4
1.50
1.1 1.1 1.1 1.1
09 1.1
1.00
0.50
0.00
R I I GG SRR RN
<<Q\9 ?‘\5% QQ\/O V’Qq QQ\,O ?\\)q <<Q‘a0 ?\\}q @ (,)‘Z/Q @ N\ Oé

Source: Company, DBS Bank
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Sunpower’s Gl plants list

Status* Interest  Active Steam Active Remarks**
(%) Capacity Electricity
(tons/hour) Capacity (MW)
Changrun Project ~ Operational 100 445 25 Centralised S/E generating facility
Changshu Operational 90 165 7 Centralised S/E generating facility
Thermal Power
Plant
Jining Project Operational 49 n/a n/a Involved in the selling and distribution of

steam through pipelines

Lianshui Project Operational 95 40 0 Phase 1 involves the construction of two
boilers only

Quanijiao Project Operational 100 40 0 Phase 1 involves the construction of one
boiler only

Xinyuan Thermal Operational 85 298 14 Centralised S/E generating facility

Power Plant

Yongxing Plant Operational 100 350 36 Centralised S/E generating facility

Shantou Project uc 51 300 40 Centralised S/E generating facility

(Phase 1)

Shantou Project uc 51 520 60 Centralised S/E generating facility

(Phase 2)

Xintai Project uc 79.2 260 53 Centralised S/E generating facility

(New)

Liutuan Project TBC 100 n/a n/a Heat transfer oil boiling facility distributing
heat transfer oil through pipelines

Xinjiang Project TBC 100 330 27 Centralised S/E generating facility

Yingtan Project TBC 100 35 0 Phase 1 involves the construction of one
boiler only

*UC — Under construction, TBC — To be constructed
*#*S — Steam, E — Electricity
Source: Company, DBS Bank
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Management
Winner of multiple awards. Sunpower’s management has award. Other awards include the China Petrochemical Group
received multiple awards for their excellence. Recent awards Science and Technology Progress Award from China

include the Deloitte Best Managed Companies award in China  Petrochemical Corporation and various other awards from
and the Ernst & Young Entrepreneur of the Year (Technology) customers such as Sinopec.

Key Management Team

Name & Position Experience

Mr Guo Hong Xin
Executive Chairman and
Chief Executive Officer

Mr Guo founded Sunpower in 1997. As Executive Chairman and Chief Executive Officer, Mr Guo is in
charge of the overall management of Sunpower. He is also responsible for the strategic planning and
development of the group.

Mr Guo is equipped with a wealth of experience having been Director and Deputy General Manager at
Shengnuo Group. He was also heavily involved in heat pipe technologies where he served as Lab Director
at the Heat Pipe Research Centre of Nanjing Chemical Institute and e Vice Dean of Heat Pipe Technology
Development Institute of Nanjing Tech University.

Mr Guo graduated with a Ph.D in geotechnical engineering from the Cold and Arid Regions Environmental
and Engineering Research Institute of the Chinese Academy of Sciences. He also holds an EMBA from
Tsinghua University.

Mr Ma Ming
Executive Director

Appointed as an Executive Director of Sunpower in 2004, Mr Ma co-founded Sunpower. Mr Ma oversees
the financial affairs and external investment of the group.

Mr Ma started his career at the Nanking Chemical Industrial Company where he was an engineer. He also
worked in Hainan Lida Industrial as a manager before he founded Sunpower. In Sunpower, Mr Ma has
served as the Deputy General Manager of Sunpower Petrochemical and General Manager of various other
units in the group.

Mr Ma obtained his Master’s degree in Engineering Management from the University of Shanghai for
Science and Technology.

Mr Chen Kai
Chief Investment Officer

Mr Chen first joined Sunpower in 2007. He manages matters related to investment management and
investor relations but has also taken on other positions in the group including Board Secretary and
Investment Department Manager and General Manager of Sunpower Clean Energy Investment (Jiangsu).

Mr Chen’s experience spans both the petrochemical and finance industry. He has done stints in Sinopec
Yangzi Petrochemical and other investment companies where he was involved in risk investment, IPO and
M&A.

Mr Chen completed his degree from the Nanjing University of Science and Technology. He also holds an
MBA from Nanjing University.

Source: Company, DBS Bank
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Report contributed by: YONG Woon Bing

DBS Bank recommendations are based on Absolute Total Return* Rating system, defined as follows:

STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame)
BUY (>15% total return over the next 12 months for small caps, >10% for large caps)

HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps)

FULLY VALUED (negative total return, i.e., >-10% over the next 12 months)

SELL (negative total return of > -20% over the next 3 months, with identifiable share price catalysts within this time frame)

*Share price appreciation + dividends

Completed Date: 16 Nov 2019 08:20:21 (SGT)
Dissemination Date: 16 Dec 2019 11:22:38 (SGT)

Sources for all charts and tables are DBS Bank unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER

This report is prepared by DBS Bank Ltd. This report is solely intended for the clients of DBS Bank Ltd, its respective connected and associated
corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any means or (ii)
redistributed without the prior written consent of DBS Bank Ltd.

The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS
Bank Ltd, its respective connected and associated corporations, affiliates and their respective directors, officers, employees and agents
(collectively, the “DBS Group”) have not conducted due diligence on any of the companies, verified any information or sources or taken into
account any other factors which we may consider to be relevant or appropriate in preparing the research. Accordingly, we do not make any
representation or warranty as to the accuracy, completeness or correctness of the research set out in this report. Opinions expressed are subject to
change without notice. This research is prepared for general circulation. Any recommendation contained in this document does not have regard
to the specific investment objectives, financial situation and the particular needs of any specific addressee. This document is for the information of
addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate independent legal
or financial advice. The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of
profit) arising from any use of and/or reliance upon this document and/or further communication given in relation to this document. This
document is not to be construed as an offer or a solicitation of an offer to buy or sell any securities. The DBS Group, along with its affiliates
and/or persons associated with any of them may from time to time have interests in the securities mentioned in this document. The DBS Group,
may have positions in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment
banking and other banking services for these companies.

Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there
can be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments. The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or
condensed, it may not contain all material information concerning the company (or companies) referred to in this report and the DBS Group is
under no obligation to update the information in this report.

This publication has not been reviewed or authorized by any regulatory authority in Singapore, Hong Kong or elsewhere. There is no planned
schedule or frequency for updating research publication relating to any issuer.

The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and
assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on
which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from
actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE
RELIED UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that:

(@) such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and
(b) there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments stated therein.
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Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets.

Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies)
mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to the
commodity referred to in this report.

DBSVUSA, a US-registered broker-dealer, does not have its own investment banking or research department, has not participated in any public
offering of securities as a manager or co-manager or in any other investment banking transaction in the past twelve months and does not engage
in market-making.

ANALYST CERTIFICATION

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the
companies and their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her
compensation was, is, or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst
(s) primarily responsible for the content of this research report, in part or in whole, certifies that he or his associate! does not serve as an officer
of the issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of
the real estate investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for
the management of the issuer or the new listing applicant) and the research analyst(s) primarily responsible for the content of this research report
or his associate does not have financial interests® in relation to an issuer or a new listing applicant that the analyst reviews. DBS Group has
procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the production of
research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment
banking function of the DBS Group and procedures are in place to ensure that confidential information held by either the research or investment
banking function is handled appropriately. There is no direct link of DBS Group's compensation to any specific investment banking function of
the DBS Group.

COMPANY-SPECIFIC / REGULATORY DISCLOSURES
1. DBS Bank Ltd, DBS HK, DBS Vickers Securities (Singapore) Pte Ltd (''DBSVS"') or their subsidiaries and/or other affiliates do not have
a proprietary position in the securities recommended in this report as of 31 Oct 2019
2. Neither DBS Bank Ltd nor DBS HK market makes in equity securities of the issuer(s) or company(ies) mentioned in this Research
Report.

Compensation for investment banking services:

3. DBSVUSA does not have its own investment banking or research department, nor has it participated in any public offering of
securities as a manager or co-manager or in any other investment banking transaction in the past twelve months. Any US persons
wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any
security discussed in this document should contact DBSVUSA exclusively.

Disclosure of previous investment recommendation produced:

4. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd (''DBSVS'), their subsidiaries and/or other affiliates may have published
other investment recommendations in respect of the same securities / instruments recommended in this research report during the
preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd ("'DBSVS"), their subsidiaries and/or other
affiliates in the preceding 12 months.

1 An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (i) the trustee of a trust of
which the analyst, his spouse, minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person
accustomed or obliged to act in accordance with the directions or instructions of the analyst.

2 Financial interest is defined as interests that are commonly known financial interest, such as investment in the securities in respect of an issuer or
a new listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This
term does not include commercial lending conducted at arm's length, or investments in any collective investment scheme other than an issuer or
new listing applicant notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant.
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RESTRICTIONS ON DISTRIBUTION

General

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of
or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation.

Australia

This report is being distributed in Australia by DBS Bank Ltd, DBSVS or DBSV HK. DBS Bank Ltd holds Australian Financial
Services Licence no. 475946.

DBSVS and DBSV HK are exempted from the requirement to hold an Australian Financial Services Licence under the
Corporation Act 2001 (“CA") in respect of financial services provided to the recipients. Both DBS Bank Ltd and DBSVS
are regulated by the Monetary Authority of Singapore under the laws of Singapore, and DBSV HK is regulated by the
Hong Kong Securities and Futures Commission under the laws of Hong Kong, which differ from Australian laws.

Distribution of this report is intended only for “wholesale investors” within the meaning of the CA.

Hong Kong

This report has been prepared by a person(s) who is not licensed by the Hong Kong Securities and Futures Commission
to carry on the regulated activity of advising on securities in Hong Kong pursuant to the Securities and Futures
Ordinance (Chapter 571 of the Laws of Hong Kong). This report is being distributed in Hong Kong and is attributable to
DBS Bank (Hong Kong) Limited, a registered institution registered with the Hong Kong Securities and Futures
Commission to carry on the regulated activity of advising on securities pursuant to the Securities and Futures Ordinance
(Chapter 571 of the Laws of Hong Kong).

For any query regarding the materials herein, please contact Carol Wu (Reg No. AH8283) at dbsvhk@dbs.com

Indonesia

This report is being distributed in Indonesia by PT DBS Vickers Sekuritas Indonesia.

Malaysia

This report is distributed in Malaysia by AllianceDBS Research Sdn Bhd ("ADBSR"). Recipients of this report, received
from ADBSR are to contact the undersigned at 603-2604 3333 in respect of any matters arising from or in connection
with this report. In addition to the General Disclosure/Disclaimer found at the preceding page, recipients of this report
are advised that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their
respective connected and associated corporations, affiliates, their directors, officers, employees, agents and parties
related or associated with any of them may have positions in, and may effect transactions in the securities mentioned
herein and may also perform or seek to perform broking, investment banking/corporate advisory and other services for
the subject companies. They may also have received compensation and/or seek to obtain compensation for broking,
investment banking/corporate advisory and other services from the subject companies.

P:TL.

Wong Ming Tek, Executive Director, ADBSR

)

£

—

Singapore

This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn
No. 198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by
the Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective
foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the
Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited
Investor, Expert Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the
report to such persons only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 6327
2288 for matters arising from, or in connection with the report.

Thailand

This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd.
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United This report is produced by DBS Bank Ltd which is regulated by the Monetary Authority of Singapore.

Kingdom
This report is disseminated in the United Kingdom by DBS Vickers Securities (UK) Ltd, ("DBSVUK"). DBSVUK is
authorised and regulated by the Financial Conduct Authority in the United Kingdom.
In respect of the United Kingdom, this report is solely intended for the clients of DBSVUK, its respective connected and
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in
any form or by any means or (ii) redistributed without the prior written consent of DBSVUK. This communication is
directed at persons having professional experience in matters relating to investments. Any investment activity following
from this communication will only be engaged in with such persons. Persons who do not have professional experience in
matters relating to investments should not rely on this communication.

Dubai This research report is being distributed by DBS Bank Ltd., (DIFC Branch) having its office at units 608 - 610, 6" Floor,

International Gate Precinct Building 5, PO Box 506538, DIFC, Dubai, United Arab Emirates. DBS Bank Ltd., (DIFC Branch) is regulated

Financial by The Dubai Financial Services Authority. This research report is intended only for professional clients (as defined in the

Centre DFSA rulebook) and no other person may act upon it.

United Arab This report is provided by DBS Bank Ltd (Company Regn. No. 196800306E) which is an Exempt Financial Adviser as

Emirates defined in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. This report is for

information purposes only and should not be relied upon or acted on by the recipient or considered as a solicitation or
inducement to buy or sell any financial product. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situation, or needs of individual clients. You should contact your
relationship manager or investment adviser if you need advice on the merits of buying, selling or holding a particular
investment. You should note that the information in this report may be out of date and it is not represented or
warranted to be accurate, timely or complete. This report or any portion thereof may not be reprinted, sold or
redistributed without our written consent.

United States

This report was prepared by DBS Bank Ltd. DBSVUSA did not participate in its preparation. The research analyst(s)
named on this report are not registered as research analysts with FINRA and are not associated persons of DBSVUSA.
The research analyst(s) are not subject to FINRA Rule 2241 restrictions on analyst compensation, communications with a
subject company, public appearances and trading securities held by a research analyst. This report is being distributed in
the United States by DBSVUSA, which accepts responsibility for its contents. This report may only be distributed to Major
U.S. Institutional Investors (as defined in SEC Rule 15a-6) and to such other institutional investors and qualified persons
as DBSVUSA may authorize. Any U.S. person receiving this report who wishes to effect transactions in any securities
referred to herein should contact DBSVUSA directly and not its affiliate.

Other
jurisdictions

In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified,
professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions.
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DBS (Hong Kong) Ltd
Contact: Carol Wu
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Quarry Bay, Hong Kong
Tel: 852 3668 4181
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e-mail: dbsvhk@dbs.com
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DBS Vickers Securities (Thailand) Co Ltd
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Rama 1 Road, Pathumwan,

Bangkok Thailand 10330

Tel. 66 2 857 7831
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Securities and Exchange Commission, Thailand
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AllianceDBS Research Sdn Bhd
Contact: Wong Ming Tek (128540 U)
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Tel.: 603 2604 3333
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Tel: 62 21 3003 4900
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