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FY17 results in line, led by disposal gain

Results in line. FY17 reported core profit rose 38% YoY to HK$19.6bn. Excluding
disposal gain, core profit rose 18% YoY to HK$12.1bn, in line with our forecast.
FY17 dividend was HK$1.71, +10% YoY. The growth was mainly driven by the
increase in property profit. The company proposed a 1-for-10 bonus share issue for
the sixth consecutive year. BVPS rose 11% YoY to HK$73.26.
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Margin expansion from old landbank. HK and mainland property sales were flat
YoY at HK$9.4bn and HKS$10.4bn, respectively. Yet, profit margin expanded on
inventory sales, of which the land costs were still low. HK property margin grew to
35% (2016: 28%), leading to a 29% YoY increase in HK property profit. Mainland
property post-LAT EBIT grew even faster at 46% YoY, with post-LAT margin jumped
to 24% (2016: 14%). We estimate property sales contributed HKS4bn to core profit,
+49% YoY, of which HK stills accounted for 60%.

Steady recurring income. HK and mainland rental income posted mild growth at
3.1% YoY and 2.7% YoY, respectively, in local currency terms. Share of profit from
HK & China Gas (ex-property) also rose 8% YoY. We estimate these contributed a
recurrent core profit of HKS8bn, +6% YoY, with the rental-utility split remained at
65:35.

Slowing momentum from mainland profit. We expect rental income to remain
steady in 2018-19E, before rental contribution from Shanghai Xujiahui project and
Guangzhou Haizhu Square Station project kicks in by 2020E. We also expect mainland
property revenue to gradually decline, following the 3% YoY drop in FY17 contracted
sales to HKS8.2bn, which was 21% lower than the revenue booked in FY17.
Management expects mainland property margin to soften in 2018E.

A low year in 2018E. We estimate a similar trend in HK property profit, with no
major project booking in 2018E. Therefore, even assuming full booking of
inventory sales, we still expect a 5% YoY decline in core profit. A total of 3,364
units (inventory: 1,460; new launch: 1,903) will be saleable in FY18 in HK, similar to
last year. Therefore, we estimate contracted sales may also be flat YoY at
HKS12.4bn. Margin outlook may soften, with farmland conversion not as cheap as
market had expected, and the high land cost at Kai Tak acquisition.

Stay patient. While the company continues to increase its stake in old buildings, with
51 projects (total 4.2m GFA) with >80% ownership, we believe it will still take 2-3
years for presale. Together with the farmlands, we estimate HK$53bn, or 18% of its
net assets, are tied up in these half-idle assets, which will drag its ROE. We believe
investors would have to share the company’s patience before these assets can be
monetized. Meanwhile, though the company intends to increase dividend over time,
we believe the room is narrowing as payout has increased to 57%, excluding the
disposal gain. We believe the current 31% discount to its NAV of HKS76.50 is fair to
reflect its slow growth and asset turnover. Therefore, we maintain our Neutral rating
and TP of HKS$55.10, based on 30% NAYV discount.
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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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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.
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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
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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
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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.

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com 3



