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Longfor Properties Co. Ltd. (960 HK)
Still a preferred name

Overweight
Price: HK$12.90
07 Sep 2016

Price Target: HK$16.00
PT End Date: 30 Jun 2017

Longfor has outperformed country index by 8% since Aug 1, and we still like the name given its strong fundamentals. Our Jun-2017 
price target is HK$16.0, mainly assuming Longfor to revert back to its historical mid-cycle P/E. Given the rapid increase in share 
price, the risk of secondary share placement from Cai Kui (ex-husband of Chairlady) exists, but even if that happens, we think the 
negative impact could be short-term and the stock can still see outperformance over the next 6-12 months when market prices in its 
strong fundamental numbers. At HK$12.9, Longfor is trading at 7.4x 2016E P/E and 6.1x 2017E P/E, which is low compared to its 
history. The mid-cycle 12m rolling forward P/E was 8.75x, implying 30% potential upside if such P/E is achieved, not accounting 
for potential earning upgrades on better market performance.

• Strong earnings momentum: We expect Longfor to see an 18% earnings CAGR for 2015-2018E, this is mainly driven by margin 
expansion in 2016 and 2017 due to market improvement in 2015 and landbank restructuring, and expansion in delivery in 2018. Of 
this, 80% of delivery in 2016E and 60% of delivery in 2017E are being locked-in. Moreover, Company is also proactive in managing 
the payout ratio, and Longfor could be paying out 35% of its profit in 2016, implying 4.7% yield in 2016E and 5.7% yield in 2017E, 
at HK$12 per share.

Figure 1: Longfor historical P/E time series

 
Source: Bloomberg, Company data, J.P. Morgan estimates

• The next growth driver about to come: Longfor’s 8M2016 sales were Rmb56 bn, up 86% Y/Y and among the strongest growth 
of all major developers. At current run-rate of ~Rmb7-8 bn sales a month, Longfor will be tracking Rmb85-90 bn sales for 2016E, up 
>80% Y/Y, and this will be the key driver of earnings growth in 2018 and 2019E. More importantly, after doing well in cities like 
Beijing, Shanghai, Nanjing, Suzhou and Xiamen, which are where they expanded in 2H2014-2015, they have chosen to expand in 
Jinan, Qingdao, Chengdu and Chongqing which could be the next driver due to inventory improvement in these places. We are hence 
positive on Longfor’s sales outlook, and expect 2016 attributable sales to be at Rmb65 bn, up 42% Y/Y, with risk on the upside.

• Longfor could see rerating due to improved fundamentals: The P/E derate of Longfor since end-2012 was driven mainly by 
margin disappointment and the lack of growth, and we expect the most recent set of results and guidance, together with continuous 
strong sales growth, to rectify this and cause a rerate similar to mid-2011 to mid-2012. Back in 2H2011 post credit easing, Longfor 
saw the biggest rerate since IPO when market appreciated their defensiveness and had a decent expectation on earnings growth 
(~20% earnings CAGR for 11-14E back then). These are all happening similarly this time, but we think the fundamentals of 
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Longfor have improved multiple times with much better quality landbank and financial situation.

Figure 2: Longfor historical P/E time series

 
Source: Bloomberg, Company data, J.P. Morgan

• At HK$12.9, Longfor is trading at 7.4x 2016E P/E and 6.1x 2017E P/E, which is low compared to its history. The mid-cycle 12m 
rolling forward P/E was 8.71x, implying 30% potential upside if such P/E is achieved, not accounting for potential earning upgrades 
on better market.

• What if the second largest shareholder places shares? Cai Kui, the ex-husband of Chairlady, is the second largest shareholder of 
Longfor. He inherited Longfor’s shares after divorcing the Chairlady in November 2012, and he currently holds 29.1% stake in 
Longfor (1,698 mn shares). There has always been a concern on secondary placement by Cai and we think it is valid. If that happens 
in small size (say ~2-3% of share outstanding) at small discount, we think impact will be minimal. More importantly, Cai is not part 
of the management team of Longfor and hence, if he sells his shares, we do not think it will symbolize any negative signal to 
Company’s outlook.

Table 1: Longfor (0960.HK) shareholding structure as of Sep 7, 2016

Ultimate Shareholder No. of Shares (mn) % Stake

Madam Wu Yajun 2,575 44.1%

Mr. Cai Kui (ex husband of Madam Wu) 1,698 29.1%

Mr. Peter Woo 350 6.0%

General public 1,216 20.8%

Total no. of shares 5,839 100.0%

Source: HKEx, Company data, J.P. Morgan

• What could be the reason for Cai disposing of his shares? Cai is one of the founders of Longfor and according to management, 
the relationship between Cai and the Company is good. Cai via his family fund has spent >Rmb4 bn in acquiring real estate in 
China, Germany and UK (Table 2), and hence apart from pledging shares for loan, we think Cai may possibly sell some of his 
shares to support these investments, which could be yielding better than Longfor’s share considering the leverages.

• Cai Kui’s private investment summary: According to Guandian, he has done several private investments via its family fund 
Junson Capital (佳辰�本). The latest one being the acquisition of a hotel in London Docklands Riverside, branded under Hilton 
(Rmb700 mn), in August 2016. Junson Capital is quite active in acquiring properties, apart from London he also bought the Shama 
Serviced Apartment in Chengdu (JPMe Rmb150-200 mn), and Lanxess Arena in Cologne, Germany (Rmb3.2 bn). 

 
Table 2: Recent private investments by Junson Capita

Date Location Project Property 
type

Total 
consideration 

(Rmb mn)

Partner Capacity Property details Remarks

Aug 31, 
2016

London, UK DoubleTree by 
Hilton Hotel 

London - 
Docklands 

Riverside 

Hotel 700 - 378 rooms GFA: 13.7k sqm yield 6%
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Jun 29, 
2016

Chengdu, 
China

Shama 
Xiangnanli 

Chengdu (成都莎
瑪佳辰象南里服務

式公寓)

Serviced 
apartments

Rmb150-200 
(JPMe)

252 rooms Opening in 2017 Onyx is the 
property 
manager

Dec 22, 
2015

Cologne, 
Germany

Lanxess Arena Arena 3,170 Mirae 
Asset

20,000 
people

Opened in 1998, 
the multi-use 

arena also 
includes an 

adjacent building 
complex, which 

comprises 
training grounds, 

parking spaces 
and offices.

Junson to 
own the 
training 

grounds; 
Mirae to own 

the parking 
spaces & 

offices.

Source: CDnews, Guandian, Pollstar Pro, J.P. Morgan estimates

Investment Thesis
Longfor has strong corporate governance, in our view, and is making smart and sensible capital market decisions to increase its payout, decrease 
offshore bonds, and maintain a decent ROE. We expect Longfor’s margin in 2016-18 to see a multi-year expansion on the back of landbank 
restructuring since 2014; funding costs could decrease to ~4% p.a. after credit upgrades with more onshore issuance; we estimate an 18% earnings 
CAGR in 2015-18. Moreover, we expect Longfor to sustain its unique combination of strong growth and defensiveness for another 2-3 years due to 
its considerable land-sourcing ability. Compared to Longfor, large-caps are too big to restructure, so growth is not likely to be as high, while other 
mid-caps were mostly late in the cycle to build up their recurring income base to lower funding costs.

Valuation
Our Jun-17 price target of HK$16.0 is based on a target P/E of 9.0x FY16/17E average earnings, which is the mid-cycle multiple. Given the strong 
balance sheet, defensive land bank, and good corporate governance, we believe Longfor is the most defensive developer among non-SOEs. 

Risks to Rating and Price Target
Key downside risks to our rating and PT include tightening monetary policy, lower-than-expected sales, and policy tightening in cities to which 
Longfor is exposed. 
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with respect to each security or issuer 
that the research analyst covers in this research) that: (1) all of the views expressed in this report accurately reflect his or her personal views about any and all of the 
subject securities or issuers; and (2) no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific 
recommendations or views expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per 
KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or intervention.
J.P. Morgan 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.
Important Disclosures 

• Market Maker/ Liquidity Provider: J.P. Morgan Securities plc and/or an affiliate is a market maker and/or liquidity provider in securities issued by Longfor 
Properties Co. Ltd..
• Other Significant Financial Interests: J.P. Morgan owns a position of 1 million USD or more in the debt securities of Longfor Properties Co. Ltd..
Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reports and all J.P. 
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Morgan–covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.inquiries@jpmorgan.com 
with your request. J.P. Morgan’s Strategy, Technical, and Quantitative Research teams may screen companies not covered by J.P. Morgan. For important disclosures 
for these companies, please call 1-800-477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.

http://gps-app.emea.jpmchase.net:6080/server/console/chart/?
shareClassId=1003049&shareClassServerId=4&chartDesignation=1&actionType=CHART&isAdr=false&isUSDTranslation=false&cos=false&imageTypeId=4&chartHeight=288&chartWidth=456&svrTs=1473244433066

Date Rating Share Price 
(HK$)

Price 
Target (HK
$)

18-Nov-10 OW 9.44 13.50
22-Mar-11 OW 11.60 14.50
16-Aug-11 OW 12.38 15.50
25-Oct-11 OW 8.88 13.00
23-Feb-12 N 11.50 12.20
13-Mar-12 N 10.56 12.00
20-Aug-12 N 11.50 11.50
19-Sep-12 N 11.78 11.70
30-Nov-12 N 14.60 12.10
17-Jan-13 N 15.00 14.40
16-Mar-13 N 12.32 13.00
22-Jul-13 N 11.18 11.00
20-Aug-13 N 13.38 12.50
27-Nov-13 OW 11.72 14.50
23-Mar-14 OW 10.22 13.00
22-Jun-14 OW 9.49 12.00
31-Jul-14 OW 11.02 13.50
05-Aug-14 OW 10.92 13.00
30-Oct-14 OW 8.69 11.00
19-Mar-15 OW 9.81 12.50
25-Apr-15 OW 12.62 15.50
23-Aug-15 OW 9.62 13.30
31-Oct-15 OW 10.36 13.50
30-Mar-16 OW 10.50 14.00
18-Aug-16 OW 11.36 16.00

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total return of the 
stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock will perform in line with the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Underweight [Over the next six to twelve months, we expect this stock 
will underperform the average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the 
rating and, if applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy reasons. The 
previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a recommendation or a rating. In our Asia (ex-Australia) 
and U.K. small- and mid-cap equity research, each stock’s expected total return is compared to the expected total return of a benchmark country market index, not to 
those analysts’ coverage universe. If it does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.
P. Morgan’s research website, www.jpmorganmarkets.com. 
Coverage Universe: Li, Ryan: Agile Group Holdings Ltd (3383.HK), China Evergrande Group (3333.HK), China Jinmao (0817.HK), China Overseas Land & 
Investment (0688.HK), China Resources Land (1109.HK), China Vanke - A (000002.SZ), China Vanke - H (2202.HK), Country Garden Holdings (2007.HK), 
Gemdale Corp. - A (600383.SS), Guangzhou R&F Properties (2777.HK), Jinmao Hotel (6139.HK), Joy City Property Ltd (0207.HK), KWG Property Holding Ltd. 
(1813.HK), Longfor Properties Co. Ltd. (0960.HK), Poly Real Estate Group Co. Ltd - A (600048.SS), Shimao Property Holdings (0813.HK), Shui On Land Ltd 
(0272.HK), Sino-Ocean Group Holding Limited (3377.HK)
J.P. Morgan Equity Research Ratings Distribution, as of July 1, 2016

Overweight 
(buy)

Neutral 
(hold)

Underweight 
(sell)

J.P. Morgan Global Equity Research Coverage 43% 45% 12%
IB clients* 52% 49% 37%
JPMS Equity Research Coverage 42% 50% 8%
IB clients* 68% 65% 51%

*Percentage of investment banking clients in each rating category. 
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating category; and our 
Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table above. 
 

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please see the most 
recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan representative, or email research.
disclosure.inquiries@jpmorgan.com.
Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, 
including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 
Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates of JPMS, are not 
registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS, and may not be subject to FINRA Rule 2711 and NYSE 
Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by a research analyst account.
Other Disclosures 

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing name for the U.K. investment 
banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries.
All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is redistributed, e-mailed or made available 
to third-party aggregators. For all research reports available on a particular stock, please contact your sales representative. 
 
Options related research: If the information contained herein regards options related research, such information is available only to persons who have received the proper option risk 
disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of Standardized Options, please contact your J.P. Morgan Representative or visit the 
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OCC's website at http://www.optionsclearing.com/publications/risks/riskstoc.pdf 
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