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Source: Deutsche Bank 
 

 

In our view, while 1H18 results beat our expectation and interim dividend 
increased, we see a lack of near-term positive catalysts in the Hong Kong 
property sector in light of the rate hike cycle ahead on top of rising new supply. 
Nevertheless, absolute valuation is not stretched by trading at a 41% discount 
to NAV (versus historical discount to NAV at 49%). We are maintaining our 
Hold rating on NWD as we see the current share price close to its fair value. 

1H18 underlying profit up 14.5% YoY to HK$4,199m, beating our expectation 
NWD reported 1H18 underlying profit of HK$4,199m, implying a 16% YoY 
decline from HK$5,001m in 1H17. However, after stripping out the one-off 
disposal gain of HK$1,334m in 1H17, underlying profit rose 14.5% YoY, 
beating our expectation for HK$3,019m on better-than-expected margins 
(actual gross margin of 36.5% versus our expectation of 33.4%). An interim 
dividend of HK$0.14/share was declared (up from HK$0.13/share in 1H17). 

Development margins improved despite revenue decline on less bookings 
While development sales revenue declined markedly, development margins 
improved significantly. In particular, operating profit margin for the property 
development arm rose 15 percentage points to 47% (32% in 1H17), and Hong 
Kong margins stood at 57% (28% in 1H17) and 46% in China (35%). However, 
operating margins for investment properties contracted to 70% (77% in 1H17).  

Hong Kong landbank increased 4.6% to 10.66m sf in past six months 
As of end-17, NWD had total attributable landbank of 10.66m sf (of which 
4.8m sf was residential), implying 4.6% growth in the past six months. In terms 
of geographic split, 56% of the landbank was located in Kowloon, 26% in 
Shatin and Sai Kung. The company successfully converted a plot of farmland 
in Yuen Long in Aug-17, amounting to 121,100 sf in total GFA. As of end-17, 
NWD had approximately 16.98m sf of attributable farmland reserve, of which 
68% was located in Yuen Long (down slightly from 17.4m sf as of mid-17). 

Completes 51% of Hong Kong contracted sales target in 1H18 
In 1H18, NWD achieved contracted sales of HK$5.1bn (51% of the HK$10bn 
sales target and implied a 8% YoY growth), mainly contributed by the Mount 
Pavilia project in Clear Water Bay, Artisan House project in Sai Ying Pun, The 
Parkville in Tuen Mun, Park Hillcrest in Yuen Long and The Pavilia Bay in Tsuen 
Wan. As of mid-Feb 2018, attributable contracted sales in Hong Kong 
surpassed HK$7bn.  

Target price of HK$12 is based on sum-of-the-parts approach  
Our target price is based on the sum-of-the-parts approach, which implies a 
2018 PE of 17x. We believe that applying a 5-7x PE to HK property 
development and a 34% target discount to our estimated value on the 
respective investment property portfolio is appropriate in an ex-growth market. 
Risks: A softening/stronger outlook in the Hong Kong economy, which could 
lead to lower/stronger housing demand. Adverse or favorable changes to 
Government policies and interest rate trends. 

Distributed on: 27/02/2018 09:33:58 GMT
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Figure 1: Summary of interim 2017/18 results (HK$m) 

For year ended Dec 31 1H17A 1H18A YoY %  Remarks 

Property sales 13,020 9,894 (24%)  - HK sales -77% YoY; China sales +16% YoY 

Property rental 1,184 1,344 14%  - HK rental +14% YoY; China rental +13% YoY% 

Hotel operation 755 755 0%   

Service 8,503 12,480 47%  - Boosted by growth in construction business 

Infrastructure operations 1,256 1,353 8%  - Boosted by growth in roads business in mainland China, contribution from 
ATL Logistics Centre and aviation business 

Department store operations 1,720 1,773 3%   

Other businesses 201 337 67%   

Revenue 26,639 27,935 5%   

Cost of sales (17,156) (17,749) 3%   

Gross Profit 9,483 10,186 7%   

      

Net interest expense 1,096 1,008 (8%)   

Interest income 857 678 (21%)   

Selling and marketing costs (785) (442) (44%)   

Administrative expenses (3,343) (3,945) 18%   

Revaluation gains 346 7,168 nm  - Boosted by K11 Atelier office tower at Victoria Dockside (commencement 
in calendar 4Q17, with current occupancy rate at over 70%) 

Other adjustments 893 1,187 33%  - Boosted by HK$287m net exchange gain 

Profit from operations 6,355 13,824 118%   

Associates 1,471 1,904 29%   

Pre-tax profit 7,826 15,728 101%   

Taxation (2,250) (3,098) 38%   

Post-tax profit before MI 5,576 12,631 127%   

Perpetual capital securities holders (129) (270) 108%  - Reflecting interest costs for the whole period over 1H18 (vs. ~3 months in 
1H17) 

Minority interests (1,111) (1,091) (2%)   

Net attributable profit 4,336 11,270 160%   

      

Adjustment for non-recurring items 666 (7,071) nm   

Core net profit 5,001 4,199 (16%)  - Underlying profit ahead of DB estimate of HK$3,019m on better-than-
expected margins and lower finance expenses 

Fully diluted Core EPS (HK$) 0.53 0.43 (20%)   

Interim DPS (HK$) 0.13 0.14 8%  - Interim dividend raised by 8% or HK$0.01/share 
Source: Deutsche Bank, company data 
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Figure 2: Balance sheet (HK$m) 

As of 30-Jun-2017 31-Dec-2017 

Non-current assets 175,771 202,960 

 Investment properties  105,760 133,548 

 Properties for development  19,999 19,279 

 Property and equipment  30,808 29,216 

 Other assets  19,204 20,918 

Associates 75,719 78,557 

Other investments 6,585 7,809 

   

Current assets 178,981 178,811 

 Properties for sale  48,530 46,124 

 Inventories  34,531 34,246 

 Other inventories  756 733 

 Debtors & deposits/receivables/others  28,178 32,276 

 Bank balances & cash  66,986 65,432 

   

Current liabilities (79,501) (89,840) 

 Borrowings  21,225 19,614 

 Creditors, deposits & accruals/others  50,735 61,610 

 Taxation  7,505 8,616 

 Derivative financial instruments  36 0 

   

Total assets less current liabilities 357,556 378,297 

   

Non-current liabilities 127,284 129,074 

 Long term borrowings  125,895 127,130 

 Others  1,389 1,944 

Deferred income tax 9,327 9,347 

   

 Issued share capital  73,234 76,161 

 Reserves  112,858 128,812 

Shareholders' funds 186,091 204,972 

Perpetual capital securities 9,452 9,453 

Minority interests 25,402 25,450 

   

Total capital employed 357,556 378,297 
Source: Deutsche Bank, company data 
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Running the numbers 

Asia 

Hong Kong 

Property 

New World Dev 
Reuters: 0017.HK Bloomberg: 17 HK 
 

Hold 
Price (26 Feb 18) HKD 11.96 

Target Price HKD 12.00 

52 Week range HKD 9.45 - 12.90 

Market Cap (m) HKDm 117,390 

 USDm 15,005 
 

Company Profile 

New World Development Company Limited, through its 
subsidiaries, develops and invests in property, operates 
hotels and restaurants, and provides construction and 
engineering services. The company also operates 
infrastructure businesses and provides 
telecommunications services. 
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+852     2203 6205 jason.ching@db.com 
  

 Fiscal year end  30-Jun 2016 2017 2018E 2019E 2020E 
 

Financial Summary 

DB EPS (HKD) 0.75 0.75 0.70 0.71 0.73 

Reported EPS (HKD) 0.95 0.80 0.70 0.71 0.73 

DPS (HKD) 0.44 0.46 0.47 0.47 0.47 

BVPS (HKD) 19.1 19.0 19.2 19.4 19.7 
 

Weighted average shares (m) 9,146 9,553 9,815 9,815 9,815 

Average market cap (HKDm) 70,611 90,056 117,390 117,390 117,390 

Enterprise value (HKDm) 99,721 127,966 154,475 164,662 143,650 
 

Valuation Metrics 
P/E (DB) (x) 10.2 12.6 17.2 17.0 16.3 

P/E (Reported) (x) 8.1 11.7 17.2 17.0 16.3 

P/BV (x) 0.41 0.52 0.62 0.62 0.61 
 

FCF Yield (%) nm nm 0.4 nm 19.0 

Dividend Yield (%) 5.7 4.9 3.9 3.9 3.9 
 

EV/Sales (x) 1.7 2.3 2.5 2.6 2.2 

EV/EBITDA (x) 11.2 13.6 14.5 15.7 11.7 

EV/EBIT (x) 11.2 13.6 14.5 15.7 11.7 
 

Income Statement (HKDm) 

Sales revenue 59,570 56,629 61,832 62,739 64,172 

Gross profit 18,522 18,216 20,131 20,258 21,355 

EBITDA 8,898 9,430 10,671 10,470 12,306 

Depreciation 0 0 0 0 0 

Amortisation 0 0 0 0 0 

EBIT 8,898 9,430 10,671 10,470 12,306 

Net interest income(expense) -537 -446 -1,080 -1,025 -712 

Associates/affiliates 2,661 3,925 3,690 3,997 3,678 

Exceptionals/extraordinaries 7,685 2,321 0 0 0 

Other pre-tax income/(expense) 0 0 0 0 0 

Profit before tax 18,707 15,230 13,282 13,442 15,273 

Income tax expense 6,424 4,756 4,077 4,774 5,309 

Minorities 3,617 2,799 2,363 1,743 2,776 

Other post-tax income/(expense) 0 0 0 0 0 

Net profit 8,666 7,676 6,842 6,925 7,188 
 

DB adjustments (including dilution) -1,774 -542 0 0 0 

DB Net profit 6,893 7,133 6,842 6,925 7,188 
 

Cash Flow (HKDm) 

Cash flow from operations 2,352 -1,758 1,474 -9,829 23,216 

Net Capex -4,084 -12,541 -989 -669 -877 

Free cash flow -1,732 -14,300 485 -10,498 22,339 

Equity raised/(bought back) 4 208 0 0 0 

Dividends paid -1,882 -1,485 -4,613 -4,613 -4,613 

Net inc/(dec) in borrowings 20,384 11,122 19,047 -13,725 -5,658 

Other investing/financing cash flows -21,161 16,475 4,622 4,069 3,487 

Net cash flow -4,387 12,021 19,541 -24,767 15,555 

Change in working capital 1,344 -3,007 2,059 -7,249 21,236 
 

Balance Sheet (HKDm) 

Cash and other liquid assets 54,965 66,986 86,527 61,760 77,315 

Tangible fixed assets 23,873 30,808 30,808 30,808 30,808 

Goodwill/intangible assets 0 0 0 0 0 

Associates/investments 71,210 75,719 78,413 81,011 83,586 

Other assets 242,061 263,543 268,892 279,805 271,385 

Total assets 392,109 437,056 464,640 453,383 463,094 

Interest bearing debt 133,963 155,214 174,261 160,536 154,878 

Other liabilities 57,250 70,350 74,294 72,709 82,726 

Total liabilities 191,213 225,564 248,555 233,244 237,604 

Shareholders' equity 179,573 186,091 188,321 190,632 193,207 

Minorities 21,322 25,402 27,764 29,507 32,283 

Total shareholders' equity 200,895 211,493 216,085 220,139 225,490 

Net debt 78,998 88,228 87,734 98,776 77,563 
 

Key Company Metrics 

Sales growth (%) nm -4.9 9.2 1.5 2.3 

DB EPS growth (%) na -0.9 -6.6 1.2 3.8 

EBITDA Margin (%) 14.9 16.7 17.3 16.7 19.2 

EBIT Margin (%) 14.9 16.7 17.3 16.7 19.2 

Payout ratio (%) 46.4 57.3 67.4 66.6 64.2 

ROE (%) 4.8 4.2 3.7 3.7 3.7 

Capex/sales (%) 15.1 30.8 1.6 1.1 1.4 

Capex/depreciation (x) nm nm nm nm nm 

Net debt/equity (%) 39.3 41.7 40.6 44.9 34.4 

Net interest cover (x) 16.6 21.1 9.9 10.2 17.3 
  

Source: Company data, Deutsche Bank estimates 
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Appendix 1 
 

Important Disclosures 
 

*Other information available upon request 
 

Disclosure checklist 

Company Ticker Recent price* Disclosure 

New World Dev 0017.HK 11.96 (HKD) 26 Feb 18 14,15 
Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and other vendors . Other 
information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures pertaining to recommendations or estimates made on securities other than the 
primary subject of this research, please see the most recently published company report or visit our global disclosure look-up page on our website at 
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the 
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.  

Important Disclosures Required by U.S. Regulators 

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States.  
See Important Disclosures Required by Non-US Regulators and Explanatory Notes. 

14. Deutsche Bank and/or its affiliate(s) has received non-investment banking related compensation from this company 
within the past year. 

15. This company has been a client of Deutsche Bank Securities Inc. within the past year, during which time it received 
non-investment banking securities-related services. 

     
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=0017.HK 
 

Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the 
subject issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive 
any compensation for providing a specific recommendation or view in this report. Jason Ching 
     

http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=0017.HK
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Historical recommendations and target price: New World Dev (0017.HK) 
(as of 2/26/2018) 
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Previous Recommendations 

Strong Buy 
Buy 
Market Perform 
Underperform 
Not Rated 
Suspended Rating 

Current Recommendations 

Buy 
Hold 
Sell 
Not Rated 
Suspended Rating 

*New Recommendation Structure 
as of September 9,2002 

**Analyst is no longer at Deutsche 
Bank 

 

1.     13/09/2016:         Buy, Target Price Change HKD10.90 Jason Ching 4.     19/10/2017:         Hold, Target Price Change HKD11.00 Jason Ching 

2.     22/02/2017:         Buy, Target Price Change HKD11.10 Jason Ching 5.     07/02/2018:         Hold, Target Price Change HKD12.00 Jason Ching 

3.     07/06/2017:         Downgrade to Hold, HKD11.10 Jason Ching  
  
   

Equity rating key Equity rating dispersion and banking relationships 

Buy: Based on a current 12- month view of total 
share-holder return (TSR = percentage change in 
share price from current price to projected target price 
plus pro-jected dividend yield ) , we recommend that 
investors buy the stock. 

Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors sell the 
stock 

Hold: We take a neutral view on the stock 12-months 
out and, based on this time horizon, do not 
recommend either a Buy or Sell. 

Newly issued research recommendations and target 
prices supersede previously published research. 
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Additional Information 

 

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively 

"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources 

believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-

party websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor 

is responsible for the accuracy or security controls of those websites. 

 

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this 

report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche 

Bank may act as principal for its own account or as agent for another person.  

 

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own 

account or with customers, in a manner inconsistent with the views taken in this research report. Others within 

Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those 

taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis, 

equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication 

may differ from recommendations contained in others, whether as a result of differing time horizons, methodologies, 

perspectives or otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers 

it writes on. Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes 

investment banking, trading and principal trading revenues.  

 

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do 

not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides 

liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts 

sometimes have shorter-term trade ideas that may be inconsistent with Deutsche Bank's existing longer-term ratings. 

Trade ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high-conviction 

belief by an analyst that a stock will outperform or underperform the market and/or a specified sector over a time frame 

of no less than two weeks and no more than six months. In addition to SOLAR ideas, analysts may occasionally discuss 

with our clients, and with Deutsche Bank salespersons and traders, trading strategies or ideas that reference catalysts or 

events that may have a near-term or medium-term impact on the market price of the securities discussed in this report, 

which impact may be directionally counter to the analysts' current 12-month view of total return or investment return as 

described herein. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a 

recipient thereof if an opinion, forecast or estimate changes or becomes inaccurate. Coverage and the frequency of 

changes in market conditions and in both general and company-specific economic prospects make it difficult to update 

research at defined intervals. Updates are at the sole discretion of the coverage analyst or of the Research Department 

Management, and the majority of reports are published at irregular intervals. This report is provided for informational 

purposes only and does not take into account the particular investment objectives, financial situations, or needs of 

individual clients. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in 

any particular trading strategy. Target prices are inherently imprecise and a product of the analyst’s judgment. The 

financial instruments discussed in this report may not be suitable for all investors, and investors must make their own 

informed investment decisions. Prices and availability of financial instruments are subject to change without notice, and 

investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial instrument is 

denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the 

investment. Past performance is not necessarily indicative of future results. Performance calculations exclude 

transaction costs, unless otherwise indicated. Unless otherwise indicated, prices are current as of the end of the 

previous trading session and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is also 

sourced from Deutsche Bank, subject companies, and other parties.  

 

The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding 

organizational arrangements and information barriers we have established to prevent and avoid conflicts of interest with 

respect to our research are available on our website under Disclaimer, found on the Legal tab.  

http://gm.db.com/


27 February 2018 

Property 

New World Dev 

 

Page 8 Deutsche Bank AG/Hong Kong 

 

 

 

 

 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise 

to pay fixed or variable interest rates. For an investor who is long fixed-rate instruments (thus receiving these cash 

flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a 

loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the 

loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse 

macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation 

(including changes in assets holding limits for different types of investors), changes in tax policies, currency 

convertibility (which may constrain currency conversion, repatriation of profits and/or liquidation of positions), and 

settlement issues related to local clearing houses are also important risk factors. The sensitivity of fixed-income 

instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to FX 

depreciation, or to specified interest rates – these are common in emerging markets. The index fixings may – by 

construction – lag or mis-measure the actual move in the underlying variables they are intended to track. The choice of 

the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons 

indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. Funding in a currency 

that differs from the currency in which coupons are denominated carries FX risk. Options on swaps (swaptions) the risks 

typical to options in addition to the risks related to rates movements.  

 

Derivative transactions involve numerous risks including market, counterparty default and illiquidity risk. The 

appropriateness of these products for use by investors depends on the investors' own circumstances, including their tax 

position, their regulatory environment and the nature of their other assets and liabilities; as such, investors should take 

expert legal and financial advice before entering into any transaction similar to or inspired by the contents of this 

publication. The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a result of the 

high degree of leverage obtainable in futures and options trading, losses may be incurred that are greater than the 

amount of funds initially deposited – up to theoretically unlimited losses. Trading in options involves risk and is not 

suitable for all investors. Prior to buying or selling an option, investors must review the "Characteristics and Risks of 

Standardized Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to 

access the website, please contact your Deutsche Bank representative for a copy of this important document. 

 

Participants in foreign exchange transactions may incur risks arising from several factors, including: (i) exchange rates 

can be volatile and are subject to large fluctuations; (ii) the value of currencies may be affected by numerous market 

factors, including world and national economic, political and regulatory events, events in equity and debt markets and 

changes in interest rates; and (iii) currencies may be subject to devaluation or government-imposed exchange controls, 

which could affect the value of the currency. Investors in securities such as ADRs, whose values are affected by the 

currency of an underlying security, effectively assume currency risk.  

 

Deutsche Bank is not acting as a financial adviser, consultant or fiduciary to you or any of your agents with respect to 

any information provided in this report. Deutsche Bank does not provide investment, legal, tax or accounting advice, and 

is not acting as an impartial adviser. Information contained herein is being provided on the basis that the recipient will 

make an independent assessment of the merits of any investment decision, and is not meant for retirement accounts or 

for any specific person or account type. The information we provide is directed only to persons we believe to be 

financially sophisticated, who are capable of evaluating investment risks independently, both in general and with regard 

to particular transactions and investment strategies, and who understand that Deutsche Bank has financial interests in 

the offering of its products and services. If this is not the case, or if you or your agent are an IRA or other retail investor 

receiving this directly from us, we ask that you inform us immediately. 

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the 

investor's home jurisdiction. Aside from within this report, important risk and conflict disclosures can also be found at 

https://gm.db.com on each company’s research page and under the "Disclosures Lookup" and "Legal" tabs. Investors 

are strongly encouraged to review this information before investing.  

 

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and 

SIPC. Analysts located outside of the United States are employed by non-US affiliates that are not subject to FINRA 

regulations, including those regarding contacts with issuer companies.  

 

http://www.optionsclearing.com/about/publications/character-risks.jsp
https://gm.db.com/
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Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated 

in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under 

German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany’s Federal 

Financial Supervisory Authority.  

 

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester 
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