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Largely steady FY14e earnings expected. Hysan will report FY14 results on 11 March. We 

expect FY14e earnings (excluding revaluation gains) of HKD2,165m, compared to consensus 

estimate of HKD2,169m. This represents a 6% y-o-y increase in earnings, with positive rental 

reversions partly offset by the loss of rental from Sunning Plaza and Sunning Court which are 

under redevelopment. We estimate a 5% y-o-y net rental growth in FY14e mainly driven by 

retail rental. We forecast FY14e DPS of HKD1.23 (vs. consensus estimate of HKD1.23), up 

5% y-o-y and implying a payout ratio of 60% (vs. 61% in FY13).  

Investors interests at results briefing, in our view, will include 1) recent retail sales trends 

observed at Hysan retail rental portfolio and any divergence in sales performance between the 

three hubs, i.e. Lee Gardens (high-end), Hysan Place and Lee Theatre (mass-end); 2) progress 

of lease renewals and tenant mix enhancement at Hysan Place, which will enter the second 

leasing cycle in 2H15; 3) progress of the redevelopment of Sunning Plaza and Sunning Court, 

with target completion by around 2018. 

Not as exposed to slowing retail sales as one thinks. Recent volatility in Hong Kong’s retail 

sales trends have led to investors’ concerns over potential impact on HK landlords’ rental. 

While Hysan has the highest portion of gross asset value (49%) and revenue (55% in FY13) 

contributed by retail rental assets among HK landlords, we believe risks of slowing retail sales 

(if any) to Hysan’s portfolio will be mitigated by 1) the company’s change in leasing strategy 

to focus on base rents in recent years (with only 3% of rental contributed by turnover rent in 

FY13); 2) active tenant mix management; 3) diversity in both tenant mix (with both high-end 

and mass brands) and shoppers (both locals and tourists). 

We have a Neutral rating with target price of HKD38 . Our unchanged target price of 

HKD38.0, is based on a 40% discount to our NAV estimate of HKD62.5. Hysan stock trades 

at 42% or 0.5 standard deviations below average. We expect Hysan to offer steady rental 

growth supported by its decentralised office and diversified retail portfolios in Causeway Bay. 

Catalysts include potential rental uplifts at Hysan Place upon the beginning of its second 

leasing cycle in 2H15. Upside risks include higher rental and asset value achieved upon the 

redevelopment of Sunning Plaza /Sunning Court, which are yet to be reflected in our NAV 

estimate; downside risks include increase in HK commercial cap rates.  
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Financial statements 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

Profit & loss summary (HKDm)   

Turnover 3,063 3,230 3,484 3,753 

Operating expenses (405) (436) (488) (525)
Net property income 2,658 2,794 2,996 3,227 
Net interest (242) (224) (199) (189)
Other Expenses (207) (213) (220) (226)
Operating profit 2,285 2,433 2,656 2,892 
Share of profit from JCEs 237 245 252 260 
PBT 2,522 2,678 2,908 3,152 
Taxation (372) (389) (425) (464)
Minority interests (107) (124) (139) (153)
Core net profit 2,043 2,165 2,344 2,535 
Reported Profit 6,158 2,165 2,344 2,535 
HSBC net profit 2,043 2,165 2,344 2,535 

Cash flow summary (HKDm) 

Net cash from operating activities 2,273 2,286 2,490 2,694 

Capex (704) (700) (500) (500)
Other investing activities (2,904) (731) (517) (508)
Dividends paid (1,172) (1,331) (1,416) (1,523)
Other financing activities 289 (1,397) (2,244) (2,475)
Net change in cash (342) 157 (271) (289)
Cash at begin inc.time deposits 4,465 4,123 4,280 4,009 
Cet cash at end  inc.time deposits 4,123 4,280 4,009 3,720 

Balance sheet summary (HKDm) 

Shareholders' funds 63,326 65,236 66,240 67,329 

Long-term liabilities 7,692 8,091 7,891 7,516 
Minority interests 2,855 2,903 2,966 3,043 
Total capital employed 73,873 76,230 77,097 77,888 
Fixed assets 65,926 67,610 68,094 68,578 
Other assets 5,147 5,477 5,823 6,185 
Current assets 5,021 5,260 5,051 4,831 
Total assets 76,094 78,346 78,968 79,594 

   
 

Ratio, growth and per share analysis 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

y-o-y % change  

Revenue 23% 5% 8% 8%

Operating profit 27% 6% 9% 9%
PBT 26% 6% 9% 8%
Reported EPS -38% -65% 8% 8%
HSBC EPS 26% 6% 8% 8%

Ratios (%)  

ROIC ex-exceptional  3% 4% 4% 4%

ROAE ex-exceptional (Ex-Rev Res) 3% 3% 4% 4%
ROAA ex-exceptionals 3% 3% 3% 3%
EBITDA margin 75% 76% 77% 78%
Core profit margin 67% 67% 67% 68%
Interest cover ex-excep (x) 10.4 11.8 14.3 16.3 
Net debt/equity 5% 5% 5% 4%

Per share data (HKD)  

EPS reported 5.79 2.04 2.20 2.38 

HSBC EPS 1.92 2.04 2.20 2.38 
DPS 1.17 1.23 1.32 1.42 

  

 

  
Hysan's: NAV breakdown 

Particulars (HKDm) (HKD/sh) % of GAV 

HK investment portfolio  
  Office 23,280 21.9 33%
  Retail 33,972 31.9 49%
  Lux. Res. 8,103 7.6 12%
PRC investment portfolio
  Office 843 0.8 1%
  Retail 2,700 2.5 4%
  Lux. Res. 803 0.8 1%
  Serviced apartments 233 0.2 0%
Gross Asset Value 69,933 65.8 100%
Estimated net debt (3,468) (3.3)
Hysan NAV 66,466 62.5 

Source: HSBC estimates          
Hysan (discount)/premium to NAV 

Source: HSBC       
Price relative  

Source: HSBC 

Note: price at close of 10 March 2015 
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Valuation & Risks 

Our unchanged target price of HKD38.0 is based on a 40% discount (unchanged) to our NAV of 

HKD62.5. Our unchanged target discount is based 0.5 standard deviations below historical average NAV 

discount. 

Under our research model, the Neutral rating band non-volatile Hong Kong equities equals the local 

hurdle of 8.5% plus or minus 5ppt. Our target price of HKD38.0 implies a potential return of 9.8% 

(including forecast dividend yield of 3.4%), which is within this band; therefore, we reiterate our Neutral 

rating. Potential return equals the percentage difference between the current share price and the target 

price, including the forecast dividend yield when indicated. 

Key upside (downside) risks to our rating include: (1) better (worse)-than expected rental achieved and 

(2) decline (increase) in HK commercial cap rates. Our NAV estimate is yet to reflect the redevelopment 

of Sunning Plaza and Sunning Court, which could represent potential upside to our NAV estimate. 

 

Hysan: FY14 results preview 

Year to 31 December 2013 2014e y-o-y Comments 

Gross Rental Income 3,063 3,230 5% Positive rental reversions offset by the loss of rental from Sunning 
Plaza and Sunning Court 

      Office 1,085 1,120 3%  
      Retail 1,678 1,819 8%  
      Residential 300 290 -3%  
Net Rental Income 2,658 2,794 5% Driven by performance from retail portfolio 
      Office 957 969 1%  
      Retail 1,466 1,574 7%  
      Residential 235 251 7%  
Dividend Income from Listed Investments 76 78 2%  
Finance Costs (242) (224) -7%  
Other Expenses (207) (213) 3%  
Operating Profit 2,285 2,433 6%  
Exceptional Items 4,575 0 n.a  
Associated Companies 309 245 -21%  
Profit Before Taxation 7,169 2,678 -63%  
Taxation (372) (389) 4%  
Minority Interest (639) (124) -81%  
Net Profit 6,158 2,165 -65%  
Revaluation gain (4,575)   
Effect of non-controlling interests' shares 532   
Share of associate revaluation gain (72)   
Underlying Profit 2,043 2,165 6%  
Reported EPS (HK$) 5.79 2.04 n.a  
Underlying EPS (HK$) 1.92 2.04 6%  
DPS (HK$) 1.17 1.23 5%  
Payout ratio (%) 61% 60%  

Source: Company data, HSBC 
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Disclosure appendix 
Analyst Certification 
The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the 
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their 
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific 
recommendation(s) or views contained in this research report: Perveen Wong and Derek Kwong 

Important disclosures 

Equities: Stock ratings and basis for financial analysis 

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which 
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations. 
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities 
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon; 
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative, 
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating. 
HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at 
www.hsbcnet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this 
website. 

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts' views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 

Stock ratings 
HSBC assigns ratings to its stocks in this sector on the following basis: 

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, 
regional market established by our strategy team. The price target for a stock represents the value the analyst expects the stock 
to reach over our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the 
potential return, which equals the percentage difference between the current share price and the target price, including the 
forecast dividend yield when indicated, must exceed the required return by at least 5 percentage points over the next 12 months 
(or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock must be 
expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 percentage points 
for a stock classified as Volatile*).  Stocks between these bands are classified as Neutral. 

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility 
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review, 
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily 
triggering a rating change. 
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*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12 
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility.  However, 
stocks which we do not consider volatile may in fact also behave in such a way.  Historical volatility is defined as the past 
month's average of the daily 365-day moving average volatilities.  In order to avoid misleadingly frequent changes in rating, 
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change. 

Rating distribution for long-term investment opportunities 

As of 10 March 2015, the distribution of all ratings published is as follows: 
Overweight (Buy) 42% (30% of these provided with Investment Banking Services) 

Neutral (Hold) 39% (28% of these provided with Investment Banking Services) 

Underweight (Sell) 19% (20% of these provided with Investment Banking Services) 

   

Share price and rating changes for long-term investment opportunities 

Hysan Development (0014.HK) Share Price performance HKD Vs HSBC rating 

history 

 Recommendation & price target history 

From To Date 

Overweight (V) Neutral 09 March 2011 
Target Price Value Date 

Price 1 33.60 09 August 2011 
Price 2 27.00 08 January 2012 
Price 3 35.50 08 March 2012 
Price 4 36.00 06 August 2012 
Price 5 37.00 19 October 2012 
Price 6 40.50 06 March 2013 
Price 7 37.50 05 August 2013 
Price 8 35.00 27 January 2014 
Price 9 36.00 09 March 2014 
Price 10 38.00 10 August 2014 

Source: HSBC 
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HSBC & Analyst disclosures 
Disclosure checklist 

Company Ticker Recent price Price Date Disclosure

HYSAN DEVELOPMENT 0014.HK 36.05 09-Mar-2015 6
Source: HSBC 

1 HSBC has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 

3 months. 
3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this 

company. 
4 As of 28 February 2015 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of investment banking services. 
6 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-investment banking securities-related services. 
7 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in 

securities in respect of this company 
  
HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) 
of companies covered in HSBC Research on a principal or agency basis. 

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment 
banking revenues.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that 
company available at www.hsbcnet.com/research. 

Additional disclosures 
1 This report is dated as at 10 March 2015. 
2 All market data included in this report are dated as at close 09 March 2015, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 

4 As of 27 February 2015, HSBC owned a significant interest in the debt securities of the following company(ies)  :HYSAN 
DEVELOPMENT 
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