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Profit warning as expected

Aloss in FY14

The company expects to record a consolidated loss and underlying
consolidated loss for FY14 mainly due to the integration of Tesco China. It
expects the consolidated underlying profit in retail segment will decrease by
HKD2bn.

HKD800m provision in retail segment made in 4Q14

This was mainly for closure of less efficient stores and stores with poor
prospects, including asset impairment and compensation for early termination
of the shop leases. It will continue to review the store portfolio in retail
segment.

Profitability suffers in short to medium term

Given additional time and costs for the integration of retail JV, its profitability
continues to be affected in the short to medium term. Tesco is required to
inject HKD4.3bn to fund the restructuring, of which HKD2.3bn for general
business purposes within the JV and HKD2bn by discretion of the mgmt.

Loss cut and efficiency improvement are top priority

This includes 1) costs saving from integration of back office & supply chain
and economies of scale in merchandising. 2) development of global sourcing,
private label, CRM and ERP. 3) gradual setup of retail ecommerce business. 4)
expansion of smaller stores and slowdown of new hypermarkets.

Deutsche Bank view

The profit warning is within expectation. The loss is mainly due to Tesco China,
which was integrated since May 2014. The amount of provision in retail
segment is higher than our expectation given further deterioration in retail
environment in 4Q14 and store closure. To recap, it recorded underlying loss of
HKD101Tm in 3Q14, leading to underlying NP of HKD567m in 9M14. The
company targets to turnaround the JV within three years.
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‘Stock data
Market cap (HKDm)
Market cap (USDm)

Shares outstanding (m)

39,407
5,081
2,397.0

China Resources
Hidg (51.46%)

Major shareholders

Free float (%) 48
Avg daily value traded 10.771
(USDm)

Source: Deutsche Bank

‘ Key data

FYE 12/31 2013A 2014E 2015E
Sales (HKDm) 146,413 172,985 195,200
Net Profit 1,908.0 148.4 543.4
(HKDm)

DB EPS (HKD) 0.80 0.06 0.23
PER (x) 31.7 266.7 72.8
Yield (net) (%) 1.1 0.1 0.5

Source: Deutsche Bank

Deutsche Bank AG/Hong Kong

The views expressed above accurately reflect the personal views of the authors about the subject companies and
its(their) securities. The authors have not and will not receive any compensation for providing a specific
recommendation or view. Deutsche Bank does and seeks to do business with companies covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision. FOR OTHER IMPORTANT DISCLOSURES PLEASE VISIT
http://gm.db.com/ger/disclosure/Disclosure.eqgsr?ricCode=0291.HK MCI (P) 148/04/2014.




