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Limited NAV enhancement from new project
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RMB10.7bn, or an AV of RMB55.3k/sgqm, a record high in the city.
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The project is primely located in Wulin CBD in Hangzhou.
Management expects initial yield at 4-5%.

®  First acquisition in five years. HLP outbid major HK and mainland developers
including Wharf (4 HK/Neutral), CR Land (1109 HK/Buy), SHKP (16 HK/Buy), NWD
(17 HK/Neutral) and China Yintai. Management is very positive on the Hangzhou
market, which they see as very comparable to Shanghai in terms of rental level.
Management also expects a rental premium over nearby projects, given its prime
location and luxury positioning. Management targets the project to open in 2024E
and expects an initial yield on cost at 4-5%, in line with HLP’s other non-Shanghai
projects. The project will be funded by internal resources, and management is
comfortable with a higher gearing.

® Little NAV and earnings enhancement. We believe management’s target of 4-5%
yield on cost is achievable if they can successfully position the project as the price
leader in the city, where spot rents for office/retail are at YRMB300/sgm. Yet, we
believe such yield on cost is not very attractive as it is merely equal to current cap
rate, and even lower than onshore funding costs (on a net basis). Therefore, we
see insignificant NAV and earnings enhancement from the project, unless there is
further rental upside. We estimate net gearing to increase to 14.3% following the
acquisition (Dec 2017: 4.7%).

® Maintain Neutral. HLP is trading at 46.7% NAV discount and 0.6x 18E P/B, roughly
13% discount to peers. We believe such valuation gap will remain, as we expect a
similarly-low yield on cost for its upcoming projects. Earnings and dividend growth
may also be curbed by the increased financial burden, especially when both
onshore and offshore funding costs are trending up, in our view. We maintain
Neutral on the counter with a target price of HK$20.20, based on 40% discount to
its NAV of HKS33.70.

Figure 1: Summary of Hangzhou project

Land premium (RMB bn) 10.73
Land area (sqm) 44,800
Total GFA (sqm) 194,101
-Office (sqm) 106,756
-Retail (sqm) 87,346
Average land cost (RMB/sqm) 55,285
Estimated investment (RMB bn) 15
Nearby rent RMB300/sqm/m

Source: Company data, BOCOM Int’l
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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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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
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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
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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.
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