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FY17 results in line: FY17 reported core profit rose 13% YoY to HK$20.3bn. Core
profit would be HK$19.2bn if excluding fair value gain, in line with our forecast.
Rental income, hotels and non-property formed a solid recurring income base,
accounting for 42% of EBIT (2016: 33%). FY17 DPS rose 11.1% YoY to HK$1.70.

Non-property earnings to double in 2018E: Aircraft leasing and utility contributed
HK$2.95bn EBIT in 2017. As of December 2017, the company had a fleet of 86
aircraft, and has committed another 56 aircraft, representing a CAGR of 14% if
spread across a 4-year pipeline. On the other hand, the three newly acquired utility
businesses (Duet, Reliance and ista) had only 2-7 months’ contribution in 2017. We
estimate their full 12-month contribution to add another HK$2.8bn to 2018E EBIT.
Therefore, we expect earnings momentum from non-property businesses to
remain strong and double in 2018E.

Property profit to rebound in 18E/19E: HK property profit dropped 31% YoY in
2017, with the absence of major projects. Nevertheless, contracted sales were up
to HKS50bn, led by the buoyant sales at Ocean Pride 1&Il. We estimate over 40%
EBIT margin at this project. Therefore, we expect HK property profit to rebound by
9%/36% YoY in 18E/19E, respectively. In addition, 2018 is a harvest year, when the
company will book as much as HK$18bn gain from the disposal of The Center and
Shanghai Century Link by our estimate. Including the two disposals, we estimate
2018E core profit would jump to HK$35.8bn, or +76% YoY.

Huge war chest to build recurring income: We expect the growth in non-property
earnings will help to fill the gap, when property profit slows down after 2020E, as
landbanks in HK and mainland of the company are running down. More
importantly, we estimate the company will return to net cash following the
disposal of the two investment properties. This could potentially lift core profit by
another HKS$3bn, assuming reinvesting at a net yield of 5% and leveraging up to
20% net gearing. Therefore, we remain positive on the company’s growth
prospects. We raise our NAV to HK$104.30 (from HKS$98.50), mainly to reflect the
higher-than-expected return from infrastructure projects. We raise our target price
to HKS$78.20 (from HK$73.90), based on 25% target NAV discount. Maintain Buy.

Financial highlights

YIE 31 Dec 2016 2017 2018E 2019E 2020E
Revenue (HK$ m) 69,910 63,780 60,743 65,780 69,818

YoY growth (%) 18.9 (8.8) (4.8) 8.9 48
Core profit (HK$ m) 18,032 20,320 19,722 21,309 21,462
Core EPS (HK$) 468 5.29 5.32 5.75 5.79

YoY growth (%) 15.9 13.0 0.6 8.0 0.7
Previous EPS (HK$) 5.14 4.80 -

Change (%) 35 19.7 -
P/E (x) 14.9 13.2 13.3 124 12.3
BVPS (HK$) 70.66 78.63 86.48 90.15 93.65
P/B (x) 0.99 0.89 0.80 0.77 0.74
Dividend yield (%) 2.20 244 273 3.02 3.30

Source: Company data, BOCOM Int’| estimates
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Figure 1: FY17 results summary

(HK$ m) FY16 FY17 % YoY Remarks
- HK property sales 7,108 4,889 -31.2  HK prop revenue: HK$12.8bn, -38% YoY; with no major completion in 2017
- Mainland property sales 10,635 11,106 +4.4 4% above our forecast, due to higher margin
- HK rental 6,290 6,304 +0.2
- Mainland rental 398 503 +26.4
- Hotel 1,509 1,572 +4.2
- Aircraft leasing 84 984 NM  HK$2.1bn in EBITDA
- Energy and infra - 1,969 NM  2-7mth contribution from the new projects, est. HK$4.8bn annualized EBIT
- Others 287 854 +197.6
Investment & other income 347 1,390 +300.6  Including HK$529m fair value gain from REITs; cash dividend from REITs was HK$863m, -1% YoY
EBIT 26,658 29,571 +10.9
IP reval gain 1,265 9,539 +654.1
Net finance cost (645) (2,026) +214.1 Increased borrowings following the acquisition of infrastructure
Others (28) 1,296 NM  Including HK$591m fair value gain from investments
Tax (7,441) (7,492) +0.7
Non-controlling interests (394) (763) +93.7
Net profit 19,415 30,125 +55.2
Core profit 18,032 20,320 +12.7 Core profit rose 6.5% YoY to HK$19.2bn, adjusted for other fair value gain
Core EPS (HK$) 4.68 5.29 +13.1
DPS (HK$) 1.53 1.70 +11.1
- payout (%) 32.7 322 -0.6ppt
HK property margin (%) 34.0 38.2 +4.2ppt
Mainland property margin (%) 29.6 376 +8.0ppt
Overall rental margin (%) 91.3 91.1 -0.2ppt
Hotel margin (%) 3141 328 +1.7ppt
BVPS (HK$) 70.04 78.63 +12.3
Net gearing (%) 2.8 9.9 +7.1ppt  Est. 2.5% net cash including the cash proceeds from disposal of The Center

Source: Company data, BOCOM Int’|

Figure 2: Core profit movement
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Source: Company data, BOCOM Int’|
* Including HKS1.1bn fair value gain from investment
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Figure 3: Contribution from new infrastructure projects
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Aircraft leasing DUET Group Reliance Group ista Group 2017 total
(HK$ m) (subsidiary and JV) (40% JV) (75% JV)* (65% JV)
Contribution in 2017 12 months 7 months 5 months 2 months
Revenue 2,192 2,823 1,565 1,095 7,675
EBIT 984 1,264 440 265 2,953
EBIT margin (%) 449 448 28.1 242 38.5
Annualized EBIT 984 2,167 1,003 1,590 5,744
Pro-rata equity consideration 21,000 17,300 12,700 26,100 77,100
Annualized EBIT yield on equity (%)** 47 12.5 7.9 6.1 75
Source: Company data, BOCOM Int’|
* Sold 25% stake to CKI in September
** Before taking into accounting for existing debt
Figure 4: Net gearing
1K$ m) Dec 2017 Estimated pro-forma, after completion of The Center sales
Total borrowings 71,992 71,992
Cash 54,917 91,097
Net debt/(cash) 17,075 (19,105)
Perpetual bond 11,670 11,670
Shareholders’ fund 291,552 303,152
Net gearing (%) 9.9 (2.5)
Source: Company, BOCOM Int’| estimates
Figure 5: Earnings revision

Old New % chg

FY18E Core profit (HK$ m) 19,058 19,722* 35
FY19E Core profit (HK$ m) 17,807 21,309 19.7
FY20E Core profit (HK$ m) - 21,462 NA
FY18E Core EPS (HK$) 5.14 5.32* 35
FY19E Core EPS (HKS$) 4.80 5.75 19.7
FY20E Core EPS (HKS$) - 5.79 NA
FY18E DPS (HKS$) 1.70 1.90 11.8
FY19E DPS (HK$) 1.80 210 16.7
FY20E DPS (HK$) - 210 NA
Source: BOCOM Int’l estimates
* HKS35.8bn and HKS9.66, respectively, if including the disposal gain from Shanghai Century Link and The Center
Figure 6: NAV summary

NAV (HK$) % of GAV NAV per share
HK property 59,189 122 16.0
HK IP 115,671 238 312
Mainland property 59,489 12.2 16.0
Mainland IP 5,509 1.1 15
Hotel & SA 53,713 11.0 145
Aircraft, Energy & Infra 82,618 17.0 22.3
Others 19,587 4.0 53
Cash 91,097 18.7 246
GAV 486,874 100.0 1313
Total borrowings (71,992) (19.4)
Other liabilities (28,170) (7.6)
NAV 386,712 104.3
NAV per share 104.30
Target discount (%) 25
Target price (HK$) 78.20
Source: Bloomberg, BOCOM Int’l estimates
Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com 3



20 March 2018
CK Asset (1113 HK)

BOCOM International

(35"&5&@!‘%

BOCOM International

10/F, Man Yee Building, 68 Des Voeux Road Central, Central, Hong Kong

Main: (852) 3766 1899  Fax: (852) 2107 4662

Rating System

Analyst Stock Ratings:

Analyst Industry Views:

Buy: The stock's total return is expected to exceed that of the
corresponding industry over the next 12 months.

Neutral: The stock's total return is expected to be in line with
that of the corresponding industry over the next 12 months.

Sell: The stock's total return is expected to be below that of the
corresponding industry over the next 12 months.

Not-Rated: The analyst does not have conviction regarding the
outlook of the stock's total return relative to that of the
corresponding industry over the next 12 months.

Outperform: The analyst expects the industry coverage
universe to be attractive relative to the relevant broad market
benchmark over the next 12 months.

Market perform: The analyst expects the industry coverage
universe to be in line with the relevant broad market
benchmark over the next 12 months.

Underperform: The analyst expects the industry coverage
universe to be unattractive relative to the relevant broad
market benchmark over the next 12 months.

Broad market benchmark for Hong Kong is the Hang Seng
Composite Index, for China A-shares is the MSCI China A Index,
for US-listed Chinese companies is S&P US Listed China 50
(USD) Index.
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securities or issuers; and (ii) no part of any of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed in this report; (iii) no insider information/ non-public price-sensitive information in relation to the subject securities or issuers which may influence the
recommendations were being received by the authors.

The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of Conduct issued by the Hong Kong
Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue of the
report; (ii)) neither they nor their respective associates serve as an officer of any of the Hong Kong listed companies covered in this report; and (iii) neither they
nor their respective associates have any financial interests in the stock(s) covered in this report except for one coverage analyst who is holding shares of Shimao
Property Holdings Limited.

Disclosure of relevant business relationships
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Disclaimer

By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is entitled to receive such report in
accordance with the restrictions set forth below and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may
constitute a violation of law.

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being supplied to you strictly on
the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii)
redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of BOCOM
International Securities Ltd.

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have positions in
securities of the company(ies) covered in this report or any securities related thereto and may from time to time add to or dispose of, or may be interested in, any such
securities. Further, BOCOM International Securities Ltd, its affiliates and its related companies may do and seek to do business with the company(ies) covered in this
report and may from time to time act as market maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy
them from customers on a principal basis and may also perform or seek to perform investment banking, advisory, underwriting, financing or other services for or
relating to such company(ies) as well as solicit such investment, advisory, financing or other services from any entity mentioned in this report. In reviewing this report,
an investor should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of issue of this report. This report does
not purport to contain all the information that a prospective investor may require and may be subject to late delivery, interruption and interception. BOCOM
International Securities Ltd does not make any guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability
or fairness of any such information and opinion contained in this report and accordingly, neither BOCOM International Securities Ltd nor any of its affiliates nor its
related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of
profits and damages) of any reliance thereon or usage thereof.

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst BOCOM International Securities Ltd’s
clients generally and does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. The information and opinions in this report are not and should not be construed or considered as an offer, recommendation or solicitation to
buy or sell the subject securities, related investments or other financial instruments thereof.

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International Securities Ltd or any of its affiliates,
and are subject to change without notice. BOCOM International Securities Ltd has no obligation to update its opinion or the information in this report.

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment
objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other
aspects before participating in any transaction in respect of the securities of company(ies) covered in this report. The securities of such company(ies) may not be
eligible for sale in all jurisdictions or to all categories of investors.

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 any law, regulation, rule or other registration or licensing
requirement.

BOCOM International Securities Ltd is a subsidiary of Bank of Communications Co Ltd.
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