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SHKP reported an in-line set of results for FY2018, with the
following highlights: 

Underlying profit reached a record level of HK$30.4bn, up 17%n

yoy, versus our forecast of HK$30bn.

Development profit at HK$16.3bn, up 36% yoy.n

Attr. net rental profit at HK$18.6bn, up 9% yoy.n

DPS at HK$4.65/share, up 13% yoy (vs. 1H FY18’s +9%), aboven

our forecasts of HK$4.40/share.

BVPS at HK$186.1, up 8.2% yoy, with IP book value atn

HK$369bn, or HK$127.5/share.

Key takeaways from the analyst briefing
HK residential sales:n

SHKP completed HK$41bn contracted sales during theo

fiscal year, ahead of its target of HK$36bn, and of which
HK$29bn has yet to be recognized. FY19-to-date (i.e. c.2.5
months), SHKP achieved another HK$26bn of contracted
sales (or c.2,000 units). 

The company sees their development pipeline as sizableo

enough to sustain for 5-6 years and with a relatively low
average land cost, reiterated their medium-term average
HK$40bn p.a. contracted sales target (first announced in
early 2018). 

Farm land conversion:n

They are actively pursuing farm land conversion for lando

banking given keen competition in public tender market,
and guided for two sites currently at advanced stage of
the conversion progress.
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In addition, they see “up-zoning” being potentially a key way the governmento

could increase flat supply and better utilize limited land resources, and they
have applied to the government for a higher plot ratio at their Shap Sze Heung
site (current GFA: 4.8mn sq. ft., converted back in 2Q17) for another c.20%
more GFA. 

HK retail rentals: n

Their retail rental portfolio saw double-digit-growth in tenant sales 2018YTDo

and into 2H2018E they have not noticed a slowdown in the momentum.

While SHKP acknowledges that macro uncertainties and FX volatility couldo

weigh on consumption sentiment, the company sees a potential offset
through better regional connectivity (high-speed rail and HK-Macau-Zhuhai
bridge). 

China and overseas investments:n

China: With still keen competition and increasing policies related to theo

residential segment, the company reiterated its focus on mixed-use
development, citing a 435k sq ft GFA commercial site in Nansha Free Trade
Zone which they acquired in May 2018 as an example.

Overseas: SHKP is open to experimental overseas projects through JVs witho

reputable local partners, and sees London and Singapore as likely cities they
could explore. Aside from their existing ION Orchard complex in Singapore (JV
with Capitaland), the company disclosed that it invested in a JV residential
project in Canary Wharf in London with Ballymore.

What to do with the stock
Based on the latest dividend, the stock stands at a 4.1% yield on its last close. Wen

estimate roughly HK$5.5 per share post-tax rental cash flow p.a., which is more than
sufficient cover for the aforesaid DPS of HK$4.65 per share, and rentals at an
estimated 5% CAGR between FY18 to FY21E amid positive rental reversions and
new openings.

Trading at a deep 50% discount to its FY19E NAV, our analysis indicates currentn

valuations are ascribing zero value to its development property landbank or pipeline
— where we believe the company stands to command sustainable margins from
prudent landbank accumulation over recent years, especially as it unlocks farm land
that it owns.

We reiterate our Buy (on CL) on SHKP for its steadily growing recurring income andn

sizable existing development land bank with large margin buffers to support its
earnings in years to come. We fine-tune our FY19E/20E EPS by up to 1.4%, and
introduce FY21E EPS, and raise our FY19E NAV-based 12m TP by 1.2% to HK$168
(still based on 25% discount to NAV).

Risksn

Real estate policies: Potential changes to the real estate policies by theo

current administration, including but not limited to pace of land formation and
supply, public housing policies, and demand side measures.
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Interest rates: We see rate hikes remaining a structural negative to theo

residential price outlook. We estimate the average private residential unit has
a 75% debt-service ratio (DSR) and 18X price-to-income. The 20-year history
for the two metrics shows averages of 46% and 9.5X respectively.

Exhibit 1: SHKP FY18 results review

(HK$mn) FY2017 FY2018 YoY Chg 2HFY17 2HFY18 YoY Chg

Turnover 78,207 85,644 9.5% 31,864 30,478 -4.3%
Property sales 35,962 39,795 10.7% 11,830 6,363 -46.2%
- Hong Kong 30,224 35,699 18.1% 11,018 3,964 -64.0%
- China 5,738 4,096 -28.6% 812 2,399 195.4%
Property rental 17,970 19,411 8.0% 9,105 9,995 9.8%
- Hong Kong 14,555 15,494 6.5% 7,354 7,967 8.3%
- China 3,415 3,917 14.7% 1,751 2,028 15.8%
Hotel 4,166 4,438 6.5% 1,995 2,145 7.5%
Telecommunications 8,715 9,988 14.6% 3,343 5,880 75.9%
Others 11,394 12,012 5.4% 5,591 6,095 9.0%

Operating profit after change in fair value of investment properties 43,336 51,225 18.2% 21,048 18,397 -12.6%
Property sales 11,086 15,342 38.4% 3,320 1,988 -40.1%
- Hong Kong 9,909 13,914 40.4% 3,246 1,269 -60.9%
- China 1,177 1,428 21.3% 74 719 871.6%
Property rental 14,020 15,222 8.6% 7,234 7,984 10.4%
- Hong Kong 11,264 12,026 6.8% 5,787 6,293 8.7%
- China 2,756 3,196 16.0% 1,447 1,691 16.9%
Hotel 1,108 1,227 10.7% 491 567 15.5%
Telecommunications & others 3,312 3,662 10.6% 1,272 1,802 41.7%
Surplus arising from inv prop reval 13,810 15,772 14.2% 8,731 6,056 n.a.

Net interest income/(expense) (1,709) (1,617) -5.4% (785) (895) 14.0%

Associates & JVs 7,598 9,748 28.3% 3,850 3,281 -14.8%
Property sales 831 919 10.6% 252 378 50.0%
- Hong Kong 27 22 -18.5% (1) (4) 300.0%
- China 773 886 14.6% 232 371 59.9%
- Singapore 31 11 -64.5% 21 11 -47.6%
Property rental 3,122 3,425 9.7% 1,635 1,772 8.4%
- Hong Kong 2,413 2,523 4.6% 1,221 1,283 5.1%
- China 196 338 72.4% 136 192 41.2%
- Singapore 513 564 9.9% 278 297 6.8%
Hotel 217 243 12.0% 99 127 28.3%
Other businesses 519 633 22.0% 254 182 -28.3%
Finance costs (387) (475) 22.7% (200) (227) 13.5%
Taxation (1,099) (1,249) 13.6% (527) (660) 25.2%
Reval. gains at assoc and JV 4,395 6,252 42.3% 2,337 1,709 n.a.

PBT 49,225 59,356 20.6% 24,113 20,783 -13.8%
Taxation (6,750) (8,402) 24.5% (2,712) (3,308) 22.0%
Perpetual securities (18) (174) n.a. (18) (87)
Minorities (675) (829) 22.8% (260) (468) 80.0%

Net profit 41,782 49,951 19.6% 21,123 16,920 -19.9%
Underlying profit 25,965 30,398 17.1% 11,357 10,425 -8.2%

EPS (HK$) 14.43 17.24 19.5% 7.29 5.84 -20.0%
Underlying EPS (HK$) 8.97 10.49 16.9% 3.92 3.59 -8.4%
DPS (HK$) 4.10 4.65 13.4% 3.55 3.45 -2.8%

Investment property valuation 337,980 369,477 9.3% 337,980 369,477 9.3%
Shareholders’ funds (HK$ mn) 498,215 539,098 8.2% 498,215 539,098 8.2%
Book value per share (HK$) 172.0 186.1 8.2% 172.0 186.1 8.2%

Source: Company data, Goldman Sachs Global Investment Research
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Quantum
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

GS SUSTAIN
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discussed in this report, which impact may be directionally counter to the analyst’s published price target expectations for such stocks. Any such
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