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Sun Hung Kai & Co Limited [86_HK] is an investment and finance firm 
with a focus on Greater China. The company reports 4 operating 
segments namely Consumer Finance, Principal Investments, Financial 
Services and Mortgage Loans. Of these, Consumer Finance and 
Principal Investments are the largest segments accounting for about 
51% and 33% of the company’s assets and 48% and 31% of its profit 
before tax, respectively in FY2016 [Further details in the report below].  
 
Conclusion 
We use sum of the parts [SOTP] methodology to value SHK. We value 
the UAF [United Asia Finance] business at 1.5x tangible loan book value 
taking into account the high net interest margin resulting in higher 
ROE and future growth prospects of the business. This provides us with 
a value of HK$6.7 bn for SHK’s 58% stake in the business. On a P/E 
basis, this comes to about 14.6x on our FY2017 estimate of HK$460 mn 
for the after-tax earnings of UAF attributable to SHK. We value the non-
UAF business at about 1.0x book value. Plus, the company also has 
substantial amount of cash on the balance sheet. Together, the value of 
cash and the non-UAF business comes to about HK$10.8 bn. As a 
result, we arrive at a value of HK$17.5 bn for SHK which equals 
HK$7.90 per share, an upside of about 50% over the current stock 
price of HK$5.25. Based on FY2016 reported numbers, our price 
target implies a Price to Tangible Book of 1.15x and P/E of 11.3x on our 
FY2017 earnings estimate of HK70 cents. 
 
As we write this report, the company issued a positive profit alert 
yesterday according to which net income for the first half of 
FY2017 is anticipated to increase by over 150% YoY to about 
HK$690.0 mn from HK$276.2 mn in 1H2016. This positive 
development further reinforces our thesis that the company has turned 
a corner. The stock is already up by more than 5% on this news. We 
believe that the company is poised for strong growth in the coming 
years and this is an opportune time to invest in the stock. 
 

SHK - Sum of the parts valuation [bn HK$] 

 
FY2016 BV Ownership SHK share Target P/B Valuation Per share HK$ 

UAF 7.66 58% 4.44 1.50 6.66 3.02 

Ex-UAF (including cash) 
 

100% 10.83 1.00 10.83 4.91 

Total 
  

15.27 1.15 17.50 7.92 
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Company Description 
 
Sun Hung Kai & Co Limited [86_HK] is an investment and finance firm with a focus on Greater China. The 
company was formed in 1969 and was listed on the Hong Kong Stock Exchange in 1983. In 2006, the Group 
entered the consumer finance business by acquiring a majority stake in UAF [United Asia Finance] Holdings 
Limited, after which its shareholding in UAF reached 58%. In 2007, UAF secured its first small loan license to 
operate in Shenzhen and commenced its business in Mainland China. UAF serves its customers through an 
extensive network of 107 branches in Mainland China and 50 branches in Hong Kong. 
 
The company reports 4 operating segments namely Consumer Finance, Principal Investments, Financial 
Services and Mortgage Loans. Of these, Consumer Finance and Principal Investments are the largest segments 
accounting for about 51% and 33% of the company’s assets and 48% and 31% of its profit before tax, 
respectively in FY2016. Financial Services segment mainly includes its remaining 30% stake in Sun Hung Kai 
Financial after it sold off 70% of its stake in the company to Everbright Securities [601788_CN] in FY2015 and 
40% stake in its Joint venture- LSS Leasing. Mortgage Loans segment includes SHK’s 86% owned subsidiary Sun 
Hung Kai Credit which provides loans to home owners and property investors in Hong Kong. 
 

 
 
Ratio Analysis CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

Growth Ratios % 
       Revenue 14.8% -20.5% -15.9% 0.8% 12.3% 15.7% 13.9% 

EBITDA 15.7% -80.9% 178.2% 25.8% 18.5% 19.7% 17.1% 

Operating Income 16.1% -83.7% 222.8% 26.8% 18.9% 20.0% 17.2% 

Net income adjusted 26.3% -49.7% 66.2% 37.2% 18.6% 17.5% 16.3% 

Diluted EPS adjusted 24.9% -51.7% 68.7% 38.6% 19.8% 18.7% 17.5% 

        Margins (%) 
       Operating Margin 46.4% 9.5% 36.6% 46.0% 48.8% 50.6% 52.1% 

EBITDA Margin 48.4% 11.6% 38.4% 47.9% 50.5% 52.3% 53.7% 

Pre-Tax Margin (adjusted) 41.1% 23.3% 42.8% 60.6% 64.0% 65.0% 66.4% 

Net Income Margin (adjusted) 25.3% 16.0% 31.6% 43.0% 45.5% 46.1% 47.1% 

        ROE (%) 8.9% 3.7% 6.1% 8.0% 8.9% 9.8% 10.6% 

Return on Capital Employed (ROCE) 9.5% 1.3% 4.7% 5.6% 6.1% 6.9% 7.7% 

Return on Invested Capital (ROIC) 5.2% 2.4% 3.9% 5.1% 5.5% 6.0% 6.5% 

Return on Assets 4.1% 2.1% 3.4% 4.4% 4.8% 5.2% 5.6% 

        P/B 1.10 0.78 0.79 0.73 0.67 0.61 0.56 

P/E 9.59 17.12 10.51 7.58 6.32 5.33 4.54 
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0.77x P/B; 7.6x P/E 
SHK is currently trading at only 0.77x tangible P/B vs. its own 5-year 
historical average ratio of 1.0x. Similarly, the stock is cheap even on a 
P/E basis. The company’s current P/E multiple on FY2016 actual 
reported EPS is 10.5x vs. its 5-year historical average ratio of 12.7x. 
Based on our FY2018 EPS forecast of HK83 cents, the P/E comes to 6.4x 
on the current stock price. In our view, the lower valuation is mainly a 
result of the difficulties faced by the company over the last couple of 
years, especially in its Mainland China consumer lending business. 
However, management has undertaken various strategic initiatives 
such as reducing small business exposure in China, cost rationalization 
by closing down underperforming branches, exiting the brokerage 
business, scaling up its principal investment business, etc. to revive the 
company’s growth. We believe that these initiatives will help the 
company to deliver healthy and sustainable revenue and EPS growth in 
the next couple of years and reinstate investor confidence in the stock. 
This could likely result in a re-rating of the stock to its historical 
average multiples. Applying the historical average P/E multiple of 
12.7x to our FY2017 EPS estimate of HK70 cents gives a stock price 
of HK$8.90 which is about 70% higher than the current stock 
price. 
 
6% Dividend Yield; Share Repurchase 
SHK has an excellent track record of paying consistent dividends over 
the years. In fact, the company has declared dividends every year in the 
last 30 years. For 2016, SHK paid a total dividend of HK26 cents, 
implying a yield of 5.0% and a comfortable payout ratio of about 52%. 
Although the dividend growth has stagnated over the last couple of 
years, the company might increase the dividend in FY2018 once the 
current economic headwinds are settled. SHK has maintained its 
dividend payout ratio between 40%-50% over the past few years. Going 
forward, we expect the payout ratio to remain close to 40%. Based on 
our FY2018 earnings estimate of HK83 cents and payout ratio 
assumption of 38%, the expected dividend comes to HK32 cents 
implying a FY2018 dividend yield of 6.0% on the current stock price.  
The company has also been repurchasing its stock and in FY2016 it 
repurchased 36mn shares [1.7% of outstanding] at an average price of 
HK$4.62 per share while the current share price is HK$5.25 per share. 
Thus, the repurchase has been accretive.  
 

Dividend History [HK cents] 

Year Interim dividend Final dividend Special dividend Total dividend 

2016 12 14 
 

26 

2015 12 14 
 

26 

2014 10 14 2 26 

2013 10 12 
 

22 

2012 10 12 
 

22 

2011 10 10 
 

20 

2010 10 18 201.3 229.3 

2009 6 16 
 

22 

2008 5 5 
 

10 

2007 10 25 
 

35 

2006 5 10 
 

15 

2005 2.5 9.5 
 

12 
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150%+ Increase in 1H2017 Net Income  
As we write this report, the company issued a positive profit alert 
yesterday. Based on a preliminary assessment, net income for the 
first half of FY2017 is anticipated to increase by over 150% YoY to 
about HK$690.0 mn from HK$276.2 mn in 1H2016. The estimated 
increase is mainly attributable to the stronger performance of the 
company’s principal investments segment and an increase in profit 
contribution from the consumer finance business. This positive 
development further reinforces our thesis that the company has turned 
a corner. The stock is already up by more than 5% on this news. We 
believe that the company is poised for strong growth in the coming 
years and this is an opportune time to invest in the stock. 
 
Turnaround of UAF business in China 
At the start of FY2015, the company’s Mainland China consumer finance 
business suffered as a result of an economic downturn in the country, 
resulting in a sharp increase in loan delinquencies and bad debts. 
Charge-offs increased from 7% of the average gross loan balance in 
FY2014 to 24.2% in FY2015. In response to this, the company took an 
important strategic decision in mid-2015 to shift its focus from small 
business lending to consumer loans to salaried workers, as loans to 
salaried workers, who earn a steady monthly income, are less risky than 
business loans. The company also implemented a cost rationalization 
program closing down 51 underperforming branches in China in 
FY2016 leaving a total of 107 branches operating at the end of the year 
vs.158 branches in the prior year, resulting in significant cost saving for 
the company. Although these measures resulted in a sharp decline in 
the company’s loan book size from HK$5.1 bn in FY2014 to HK$2.2 bn 
at the end of FY2016, we believe that the company will be able to grow 
in a more sustainable manner by focusing on personal loans which are 
more resilient and less vulnerable to economic downturns than small 
business loans. It will also reduce the average loan size resulting in a 
decrease in loan concentration and the losses due to default by a single 
customer. 
 
At the end of FY2016, more than 70% of the loan portfolio consisted of 
individual consumer loans. The average loan size was RMB26,941 vs. 
RMB34,895 at the end of FY2015. Despite the sharp reduction in 
branches, loan origination in FY2016 increased by 18.5% to 87,965 
from 74,209 in FY2015. As a result of the company’s efforts, total 
charge-offs on average gross loan balance decreased from 24.2% in 
FY2015 to 21.1% in FY2016. Going forward, we expect charge-offs to 
reduce further to between 8%-12% by FY2018. With the cost 
rationalization program almost completed, we expect the China loan 
book to increase by 8%-10% in FY2017. Going forward, we forecast 
the loan book to grow at a 21% CAGR in the FY2016-FY2021 period 
to HK$5.6 bn from the current level of HK$2.2 bn at the end of 
FY2016. In our view, the turnaround of the China consumer finance 
business will be one of the most important catalysts for the stock in the 
coming years. 
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Consumer Finance- China 

 
2013 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 

Gross loan balance 3,783 5,067 2,932 2,193 2,369 3,079 3,941 4,808 5,578 

Loan growth rate 
 

33.9% -42.1% -25.2% 8.0% 30.0% 28.0% 22.0% 16.0% 

Revenue 
 

1,571 1,692 956 885 1,078 1,375 1,697 1,994 

Total return on loan  35.0% 35.5% 42.3% 37.3% 38.8% 39.6% 39.2% 38.8% 38.4% 

Charge-off  4.8% 7.0% 24.2% 21.2% 13.8% 11.7% 10.0% 9.0% 8.1% 

 

 

 

Stable Consumer Finance Business in HK 
UAF [United Asia Finance] is the largest non banking financial institution 
in Hong Kong catering to the consumer finance segment serving more 
than 110,000 customers in the country. The company operates a niche 
business by providing small unsecured loans at higher interest rates to its 
customers who are otherwise unable to secure loans from traditional 
banking channels. These loans are not supported by any kind of collateral 
or third party guarantee. While this is a risky business with high levels of 
delinquencies and charge-offs, the higher interest rate charged more than 
covers up for the risk. The business generates a gross yield of more 
than 30% which allows it to deliver a high ROA of between 8%-10% 
despite the relatively high loan impairment charge of between 4%-
6%. SHK is able to leverage its large size which acts as a strong 
competitive advantage providing the company with better economies of 
scale as well as a greater diversification across the customer base. The 
average loan size per customer is quite small at about HK$45,000 to 
HK$65,000. The relatively small loans spread across a large customer 
base help to reduce the risk of losses due to write-offs in the event that 
any particular customer fails to repay. The larger size provides it with an 
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enhanced ability to absorb losses as compared to its smaller peers.  
 
Hong Kong remains a stable market for SHK’s consumer finance 
business. Unemployment rate, one of the most important determinants 
of loan growth and delinquencies, continues to remain low between 
3%-3.5%. After a spike in FY2015, the number of corporate 
bankruptcies has also come down recently. The number of individual 
bankruptcy cases has remained steady at around 10,000 since 2011, 
according to the Official Receiver’s Office. Going forward, we expect this 
business to grow at a modest rate of between 5%-7% per annum. We 
believe that the strong cash flow generating ability of this business will 
help to fund the expansion of the more attractive consumer finance 
business in China. Over the last couple of years, the company has been 
phasing out of its property mortgage business in order to focus on the 
unsecured lending business to individual customers which has resulted 
in a slight decrease in the gross loan balance. The mortgage loan 
business has been re-launched as SHK Credit [more on this later in the 
report]. 
 

Consumer Finance- Hong Kong 

 
2013 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 

Gross loan balance 6,860 7,082 6,625 6,374 6565 7090 7657 8116 8441 

Loan growth rate 
 

3.2% -6.4% -3.8% 3.0% 8.0% 8.0% 6.0% 4.0% 

Revenue 
 

1,938  2,015  2,067  2,102  2,219  2,411  2,603   2,732  

Total return on loan  26.4% 27.8% 29.4% 31.8% 32.5% 32.5% 32.7% 33.0% 33.0% 

Charge-off 3.7% 3.8% 3.9% 5.6% 5.0% 4.5% 4.3% 4.0% 4.0% 

 
Scope to Increase Leverage 
We believe that the company currently has substantially low debt levels 
and that there is a significant scope to increase its leverage. The 
company has cash of about HK$6.5 bn on its balance sheet. The current 
net debt to tangible equity is 25%. During our conversation, 
management mentioned that it is open to increasing leverage as long as 
it corresponds with a growth in its assets and outstanding loan book. 
With the rationalization program in China almost completed, we believe 
that the company will look to grow the China loan book which should 
result in an increase in net debt. This will give a significant boost to the 
company’s revenue and earnings and further enhance its ROE. In our 
model, the gross debt increases from HK$10.1 bn in FY2016 to HK$15.5 
bn by FY2021. Furthermore, we also see scope for inorganic growth by 
purchasing loan books for its consumer finance or credit divisions. This 
will help the company in reaching an optimal capital structure at a 
faster rate.  
 

Potential Listing of UAF 
There is a possibility that SHK will revisit its plan of listing its 58% 
owned consumer finance subsidiary- United Asia Finance [UAF] after 
the previous IPO plan was delayed two years ago due to the economic 
downturn in China. As per news sources, the company is planning to  
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raise an estimated US$500 mn through the IPO and is targeting a 
valuation of about 15 times earnings. As per our estimates, UAF will 
generate after tax earnings of about HK$790 mn in FY2017 [HK$624 
mn actual reported earnings in FY2016]. Applying a multiple of 15x 
to the FY2017 estimated  earnings gives a valuation of HK$11.9bn 
for UAF, resulting in a value of about HK$6.9 bn [about 60% of SHK’s 
current market cap of around HK$11.5 bn] for SHK’s 58% stake in 
UAF. As per our calculation, the non-UAF business of the company is 
worth about HK$10.8 bn. Thus, adding the two gives a valuation 
of about HK$17.7 bn or HK$8.0 per share, implying an upside of 
around 50% on the current stock price. As per company 
representatives, there is no definitive timeline for the separate 
listing of UAF, at the moment. However, whenever it happens, the 
IPO will definitely be a strong catalyst in unlocking shareholder 
value, in our view.  
 
Growing Principal Investments Business 
Over the last couple of years, the company has been building its 
principal investments business which is now its second largest 
segment after consumer finance accounting for 33% of its total 
assets and 31% of its pre-tax contribution in FY2016. The business 
includes the company’s public and private equity investments, debt 
investments including structured finance and real estate 
investments. The company is mainly focusing on investing in 
businesses where it can leverage its knowledge and industry 
connections particularly in the financial technology, healthcare and 
consumer space. In FY2016, the company also appointed a new CIO, 
Mr. Sebastiaan Cornelis Van Den Berg, who has an in-depth 
experience in private equity funds management and investment and 
has previously worked at HarbourVest Partners LLC and Goldman 
Sachs Group Inc. 
 
In FY2016, the company’s principal investment portfolio grew by 
about 22.7% from HK$8.7 bn in FY2015 to HK$10.7 bn at the end of 
FY2016. In the same year, the segment delivered an average return 
of 10.1% before cost allocation vs. 11.6% generated in the prior year. 
In the first half of FY2016, the company exited its highly successful 
FY2014 investment in Dianrong.com, one of China’s leading P2P 
[peer-to-peer] lenders, for a consideration of US$34.5 mn [HK$268 
mn approx]. In December 2015, the company invested US$50 mn in 
the US$3.3 bn privatization of WuXi PharmaTech. The investment is 
performing very well and has already resulted in a valuation 
adjustment to 1.9x cost at the end of FY2016.  In June 2017, WuXi 
PharmaTech conducted the IPO of its fastest growing subsidiary, 
WuXi Biologics [2269_HK]. This was Hong Kong's largest new listing 
so far in 2017, raising a total of US$511 million, pricing at the top of 
its marketed range at HK$20.60 per share. The stock is performing 
really well and is already up by more than 80%, trading at HK$38.20 
per share, just one month after the IPO on June 13, 2017. 
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In a recent interview, Mr. Van Den Berg said that they are targeting to 
grow the division by about 50% to over US$2bn [HK$15.5 bn] over the 
next 18 -24 months. The company is targeting a total return of about 
15% from investments in this segment. The principal investment 
business gives the company an opportunity to utilize both its capital as 
well as its business know-how. Furthermore, it also allows SHK to form 
an economic relationship with its investee companies through either 
debt or equity or both. Thus, the synergy between the structured 
finance and PE side of the business provides SHK with an important 
strategic opportunity as the company can provide debt and can also 
come in as a PE investor. The debt investments can also provide more 
stable and recurring cash flow.  We are positive on the future prospects 
of this business and feel that it will provide the company with an 
excellent avenue to deploy its excess capital [remember the company 
still has more than HK$6 bn in cash and equivalents on its balance sheet 
which is earning quite mediocre returns] and pump up its overall ROE.  
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High Growth Opportunity in Mortgage Finance 
In early 2015, SHK’s consumer finance subsidiary UAF started phasing 
out of its mortgage loans business. This business was later re-launched 
as Sun Hung Kai Credit [in which SHK owns 86% stake] in October 
2015, thereby successfully achieving the separation of SHK’s consumer 
finance and mortgage loan business. This separation is a part of the 
company’s strategy to better position its different brands according to 
the target consumer base as UAF mainly attracts customers who avail 
loans for consumption purposes whereas SHK credit attracts customers 
who need to utilize their  property assets to get liquidity. Furthermore, 
SHK Credit can follow a much more aggressive growth strategy as a 
separate entity which is not under the UAF umbrella, as it is currently 
financed completely by equity investors who are not subject to the same 
regulatory restrictions as Hong Kong banks who are the main source of 
funding for UAF.  
 
SHK Credit provides tailor-made mortgage services and funding 
solutions to home owners and property investors in Hong Kong and is 
already amongst the top three non-bank institutions for loan origination 
in this market segment in its first full year of operation. Since the 
division began its operations, total outstanding mortgage loans nearly 
tripled to HK$613 mn at the end of FY2016 vs. HK$213 mn at the end of 
FY2015. Revenue from the mortgage loans segment increased to 
HK$55.7 million, delivering a loan yield of about 13%, from just HK$2.9 
million in the prior year period. The division also generated a pretax 
profit of HK$1.8 mn [3.2% margin] in FY2016 vs. a loss of HK$8.3 
million in FY2015. Furthermore, total bad and doubtful debts were 
HK$3.0 mn in FY2016, a mere 0.5% of the end of the period loan book 
suggesting a strong asset quality. With the goal of becoming the market 
leader in Hong Kong, the company is now launching its second phase 
expansion with a new marketing campaign and by extending its services 
to the prime borrowers’ market in order to expand its addressable 
customer base. During our one-on-one call, management mentioned 
that they are targeting to grow the business to about HK$3 bn in 
loans outstanding over the next 2-3 years.  
 
In Hong Kong, mortgage lending by banks is heavily regulated by the 
HKMA in order to curb the rising home prices in one of the world’s most 
expensive property markets. These regulations have resulted in a large 
residual demand which cannot be serviced by the traditional banks. 
Thus, with traditional financing drying up at a time when property 
prices are at a record high, home buyers and property investors are 
increasingly looking at non-bank sources of financing resulting in a huge 
loan demand for these lenders. With its vast customer knowledge and 
strong balance sheet, we believe that SHK is favorably positioned to 
capture this demand.  In our model, we forecast the loan book to double 
to HK$1.2 bn in FY2017 and reach HK$3bn by FY2020. We expect the 
gross yield to remain between 13%-14% and forecast revenue 
contribution from the segment to increase more than 7-fold over the 
next 4 years, reaching HK$400 mn by FY2020, accounting for between 
7%-8% of the company’s total revenue.  
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Consistent Track Record; Strong Management 
Established in 1969 and listed in Hong Kong in 1983, Sun Hung Kai & Co 
is one of the leading non-banking financial institutions in Hong Kong. 
The company has a solid track record of growth and has consistently 
recorded profit and paid dividend every year over the last 30 years. The 
Lee family acquired its stake in the company in 1996. Mr.Lee Seng 
Huang, who became the Chairman in 2007 has successfully transformed 
SHK into a wealth management and consumer finance company by 
acquiring a 58% stake in United Asia Finance [UAF] in 2006 and by 
selling its brokerage business to Everbright Securities in 2015 and 
investing the proceeds in its principal investment business.  
 
UAF was founded in 1991 and has emerged as the industry leader in 
Hong Kong during its 25+ years of existence. UAF is led by Mr. Akihiro 
Nagahara who is the Managing Director and CEO of the company and is 
widely recognized as an expert in the consumer finance industry with 
over 40 years of experience. Mr. Nagahara also serves as the Chairman 
of The Hong Kong S.A.R. Licensed Money Lenders Association Limited, 
the only industry representative association of licensed money lenders 
in Hong Kong, since its establishment in 1999. In January, 2017, the  
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company appointed Mr. Sebastiaan Cornelis Van Den Berg as the Head 
and CIO of its principal investments business. Mr. Van Den Berg has an 
in-depth experience in private equity funds management and 
investment, and was previously the managing director of HarbourVest 
Partners (Asia) Limited, a leading global private equity fund-of-funds 
manager. Prior to that, Mr. Van Den Berg held various senior positions 
with H&Q Asia Pacific, Hong Kong, AlpInvest Partners N.V., Netherlands 
and Goldman Sachs in both London and Hong Kong.  
 
Advantage of Installment Loans  
The company provides small loans with a tenor of generally 3 to 60 
months. More than 70% of the loans have a tenor of less than 1 year. 
The loans offered are installment loans in which the borrower repays 
both principal and interest in monthly installments. Thus, there are no 
bullet repayments at the end, like most ordinary bank loans, resulting in 
a substantial risk reduction for the lender as the borrower pays back a 
part of the principal every month. This also helps in early detection of 
any potential default risk and enables management to understand the 
change in market conditions and to adapt and change its strategy before 
too many defaults start piling up. The company also maintains a strict 
bad debt recognition policy of stopping interest accrual after 60 days of 
non-repayment and writing-off loans after 180 days of non-repayment. 
Early and consistent recognition of default results in higher 
transparency and provides investors with a clearer picture of the 
strength of the company’s loan book. 
 
Tremendous Opportunity in China 
In China, the major banks generally focus on serving governments, SOEs 
and large private companies while neglecting the large segment of 
individual customers from the lower and middle income groups. 
Despite being the world's second-largest economy, one out of every five 
Chinese adults does not have a bank account, according to reports by 
DBS and EY. Bank access for consumers is especially poor outside of 
major cities. As per Caixin, a top business news magazine in China, 
around 500 mn people in China are still currently being underserved by 
the traditional banking establishment. At present, the Chinese 
consumer finance market [excluding small businesses] is estimated to 
be about US$4.4 trillion in transactions and is expected to grow at about 
10% CAGR over the next few years reaching US$6.50 trillion by 2020, as 
per research by BCG [Boston Consulting Group]. We believe that SHK, 
with its established network of branches and long history of operations 
in China, is well positioned to capture this opportunity and establish 
itself as one of the top players in the Chinese consumer finance market. 
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Slowdown of P2P Lending in China  
P2P [Peer-to-Peer] lending platforms act as intermediaries that assist 
borrowers to borrow money from online investors. Over the last few 
years, they saw tremendous growth due to the increasing demand for 
funds from individuals and small businesses on one side and increasing 
deposits from middle-class investors searching for higher yields on the 
other side. Outstanding loans from China’s P2P lending platforms 
ballooned to RMB816.2bn at the end of December 2016, doubling the 
figure from a year earlier, according to P2P consultant WDZJ.com. 
However, the lack of appropriate regulations allowed many platforms to 
set up operations quickly and enabled a lot of frauds. The most 
notorious one being the ponzi scheme run by Ezubao, once China’s 
largest P2P lender, which in late 2015 ripped off 900,000 investors to 
upto RMB50 bn. The increasing number of frauds ultimately led the 
government to take a tough stance and introduce new regulations for 
the industry in August 2016. These included electing a qualified banking 
institution as a fund custodian by the P2P lender, limiting the amount 
borrowed by individual customers and by enterprises, etc. The P2P 
lenders have been given 12 month to comply with the new rules and at 
the end of last year only 184 or 8% of the total 2,307 P2P lenders that 
were running without severe financial problems had launched a fund 
custody mechanism. Only 200 P2P lenders, a fraction of the P2P 
industry which is believed to have between 2,500 to 3,000 total lenders, 
are expected to pass the regulatory review process and remain viable 
by next year, according to estimates by the South China Morning Post. 
The majority will shutter their business and return capital to investors. 
Deng Jianpeng, the Vice President of the Internet Financial Innovation 
Research Institute said that the current regulations have increased the 
operating costs of P2P lending platforms and a large number of them 
will possibly vanish in the next two or three years. P2P lending 
platforms serve the same kind of customers, who are neglected by 
the traditional banking system, which UAF serves. Thus, the 
slowing down of the growth of these platforms is a positive for UAF 
which will be able to attract more customers in the absence of P2P 
lending.  
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 LSS Leasing 
LSS Financial Leasing [Shanghai] Ltd. is SHK’s 40% owned JV which 
commenced operations in January 2016 and operates under the 
financial services segment. Initially, LSS offered corporate auto leasing 
products to its customers and thereafter launched its consumer car 
leasing business in the last quarter of FY2016. At the end of last year, its 
leasing assets were more than HK$800 mn and the business is already 
profitable in its first full year of operation. LSS is also making new 
alliances, for example with 58.com [WUBA_US], the largest online 
marketplace serving local merchants and consumers in China and with 
Brilliance China Group. Together, they announced to launch the 
platform, “58 Car internet vehicle purchase platform”, which will draw 
on the expertise of all the partners to offer a total solution to 
entrepreneurial drivers entering the on-demand delivery business. 
Furthermore, LSS Leasing has also announced a second round of capital 
raise which will help the business to expand into new segments and 
broaden its reach. 
 
China’s auto leasing market is still at an early stage of development. As 
per research by Netsol Technologies, in Europe and other mature 
markets auto sales by financing accounted for 83% of new vehicle sales, 
among which leasing accounted for 27%. Leasing is a business model 
which brings the highest profits for auto finance companies. However, 
in China, auto purchasing via financing accounted for only 35% [a 
significant jump from 20% recorded in 2014] of total auto sales with a 
very low contribution from leasing. According to Deloitte’s research, at 
the end of 2014, the leasing penetration rate [the proportion of leased 
vehicles to total passenger cars] of passenger vehicles in China was 
about 2%, while in the North American markets, about 50% of the 
consumers purchased cars via leasing. Given the low penetration, 
growing middle class, supportive government policies etc., the growth 
potential of China’s auto leasing market remains immense. 
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Catalysts                                                                                                                                                                           
 
Rebound of China UAF Business 
The company’s consumer finance business in China suffered over the 
last 2 years due to adverse economic conditions in the country. As a 
result, the loan book declined from HK$5.1 bn in FY2014 to HK$2.2 bn 
at the end of FY2016 and charge-offs increased from 7% of average 
gross loan balance in FY2014 to 24.2% in FY2015 and 21.2% in FY2016. 
However, the company has taken various steps to improve the business 
including reducing lending to small businesses, reducing average loan 
size and closing down underperforming branches. At the end of FY2016, 
more than 70% of the loan portfolio consisted of individual consumer 
loans and the average loan size in FY2016 was only HK$26,941 vs. 
HK$57,935 in FY2014, a reduction of almost 54%. We believe that the 
China consumer finance business has now bottomed out and expect it to 
start growing again in FY2017.  With a large section of China’s 
individual customers still being underserved by the traditional banking 
system, there is still a tremendous opportunity for SHK in China. In our 
model, we forecast the loan book to grow at a 21% CAGR in the FY2016-
FY2021 period to HK$5.5 bn from the current level of HK$2.2 bn at the 
end of FY2016. We also forecast the charge-offs to reduce to between 
8%-10% over the next 3-4 years vs. 21.2% in FY2016. In our view, the 
turnaround in the China consumer finance business will be one of the 
most important catalysts for the stock in the coming years.  
 
High Growth in Principal Investments  
Over the last couple of years, the company has been building its 
principal investments business which is now its second largest segment 
after consumer finance and currently accounts for 33% of its total 
assets and 31% of its pre-tax contribution. In FY2016, the company’s 
principal investment portfolio grew by 22.7% from HK$8.7 bn in  



16 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

         

         

 

 

 

 

 

 

 

                

                                                                                                    Source: Annual Report 

 

  

FY2015 to HK$10.7 bn at the end of FY2016. In the same year, the 
segment delivered an average return of 10.1% before cost allocation vs. 
11.6% generated in the prior year.  In a recent interview, Mr. Sebastiaan 
Cornelis Van Den Berg, the division’s new CIO, said that they are 
targeting to grow the division to over US$2bn [HK$15.5 bn] over the 
next 18 -24 months. The principal investments business gives the 
company an important opportunity to utilize both its capital as well as 
its business know-how. This segment will help SHK to make sure that 
its excess cash is not lying idle and is invested in the most promising 
investment opportunities. Thus, we believe this segment will add a lot 
of value to the company from both the growth and capital 
utilization/allocation perspectives. 
 
Mortgage Finance Business  
Through its 86% owned subsidiary Sun Hung Kai Credit the company 
offers tailor-made mortgage services and funding solutions to home 
owners and property investors in Hong Kong. It is already amongst the 
top three non-bank institutions for loan origination in this market 
segment and is already profitable in its first full year of operation. The 
company plans to become the market leader in this market and during 
our call, management mentioned that they are targeting to grow the 
business to over HK$3 bn in loans outstanding over the next 2-3 years 
from the current HK$613 mn. In our model, we forecast the loan book 
to double to HK$1.2 bn in FY2017 and reach HK$3 bn by FY2020 and 
the segment’s revenue contribution to increase more than 7-fold over 
the next 4 years, reaching HK$400 mn by FY2020, accounting for 
between 7%-8% of the company’s total revenue. Thus, the structured 
finance business will be a major profit driver for the company over the 
coming years. 
 
Possibility of Listing of UAF Business 
There is a possibility that SHK will revisit its plan of listing its 58% 
owned consumer finance subsidiary- United Asia Finance [UAF] after 
the previous IPO plan was delayed two years ago due to the economic 
downturn in China. As per news sources, the company is planning to 
raise an estimated US$500 mn through the IPO and is targeting a 
valuation of about 15 times earnings. As per our forecasts, UAF will 
generate after tax earnings of about HK$790 mn in FY2017. Applying a 
multiple of 15x to our FY2017 estimated  earnings gives a valuation of 
HK$11.9bn for UAF, resulting in a value of about HK$6.9 bn [about 60% 
of SHK’s current market cap of around HK$11.5 bn] for SHK’s 58% 
stake in UAF. As per our calculation, the non-UAF business of the 
company is worth about HK$10.8 bn. Thus, adding the two gives a 
valuation of about HK$17.7 bn or HK$8.0 per share, implying an upside 
of around 50% on the current stock price. 
 
Slowdown of P2P Lending in China 
P2P lenders have grown at neck-breaking rates over the past few years. 
However, various recent scandals and frauds have forced regulators to 
take a tough stance and introduce new regulations in the industry in 
order to keep a tab on the growth and the resulting frauds. Only 200  
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P2P lenders, a fraction of the P2P industry which is believed to have 
between 2,500 to 3,000 total lenders, are expected to pass the 
regulatory review process and remain viable by next year, according to 
estimates by the South China Morning Post. P2P lenders provide 
significant competition to UAF by serving the same customers, who are 
neglected by the traditional banking system, which UAF serves. Thus, 
the slowing down of the growth of these platforms is a big positive for 
UAF which will be able to attract more customers in the absence of P2P 
lending. 
 
Risks                                                                                                                                                                                   
 
Regulatory Risk 
The company’s loan businesses in Hong Kong are governed by the 
Money Lenders Ordinance. The lending businesses in the PRC are 
operated in accordance with the regional guidelines announced by the 
provincial governments under the Guiding Opinions of the China 
Banking Regulatory Commission and the People’s Bank of China on the 
Pilot Operation of Small-sum Loan Companies. Any change in the 
regulatory framework in China and Hong Kong may have a material 
adverse effect on its business, financial condition or operating results. 
 
Liquidity Risk 
Liquidity risk concerns that a given security or asset cannot be traded 
readily in the market to prevent a loss or make the required profit. SHK 
has a large investment portfolio, a substantial portion of which is made 
up of less liquid assets like real estate and private equity investments. If 
the company is unable to finance its operations due to difficulty in 
liquidating its assets, it may face liquidity risk. 
 
Credit Risk  
More than 50% of the company’s assets consist of loans including 
consumer finance, mortgage finance and structured finance. Adverse 
economic conditions could result in increased delinquencies in the 
consumer finance loan portfolio and increased defaults in the secured 
term loan portfolio. Volatility in financial markets could also adversely 
affect the asset quality of the margin loan book. The limited amount of 
information available on the nature and strength of borrowers presents 
another source of potential risk. 
 
Funding Risk 
Bank borrowings and notes issued account for the majority of total 
liabilities. Uncertainty and instability in financial markets can create 
potential risks for the company. Difficult credit market conditions 
leading to drying up of credit in the market may make it difficult for the 
company to refinance existing credit facilities and debts on favorable 
terms or to obtain additional new loans for further expansion. An 
inability to finance its operations due to a loss of access to the capital 
markets may result in the company facing funding risk. However, the 

relatively short duration of the company’s lending gives it more 

flexibility in adapting to changing market conditions relatively faster. 
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Furthermore, an increase in the interest rate of the company’s 
borrowings due to various reasons including actions of the central 
bank can increase the funding cost of SHK, resulting in a reduction in 
its net interest income spread. 
  
Risk of Adverse Economic Conditions 
Slowdown in China’s economic growth may lead to more-than-
expected delinquencies, higher charge-offs and a low/negative 
growth rate for the China consumer loan book, which is the key 
driver of growth for the company, in our view.  Due to an unexpected 
economic slowdown in China in 2015, we have already seen a rapid 
decline in the China consumer loan book from HK$5.1 bn in FY2014 
to HK$2.2 bn at the end of FY2016. Our future growth forecast is 
mainly based on an assumption of a rapid increase in the loan book in 
China along with a reduction in the delinquency rates, however if the 
economic conditions remain unfavorable the expected loan growth 
may not materialize.    
 
Unfavorable Capital Market Conditions 
The company has a substantial investment portfolio which includes 
public equity as well as private equity holdings. The value of these 
holdings is highly dependent on the conditions of the broader capital 
markets. A subdued capital market may result in a lower value of the 
company’s holdings. 
 
Competition Risk 
The company operates a niche business by providing small 
unsecured loans at high interest rates to its customers who are 
otherwise unable to secure loans from traditional banking channels. 
Currently SHK is the market leader in Hong Kong and one of the 
largest players in the business in China. However, the company faces 
competition from other similar firms as well as traditional banks in 
both Hong Kong and China. Furthermore, companies with new 
business models such as P2P lending are also trying to establish their 
foothold in the business. Actions of competitors may result in SHK 
losing its market share or having to adjust its business model, for 
example by reducing interest rates charged to its customers. These 
may have a material adverse impact on the revenue and profitability 
of the company. 
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Recent Results                                                                                                                                                                    
 
SHK reported strong results for the year ended December 31st, 2016. 
Adjusted EPS increased by 67% from HK$0.30 per share in FY2015 to 
HK$0.50 per share in FY2016 even though revenue fell by 16% from 
HK$4.17 bn in FY2015 to HK$3.51 bn in FY2016. The EPS increase as 
well as the revenue decline was mainly a result of the restructuring in 
the company’s consumer finance business in China.  
 
During the period, the company restructured its consumer finance 
business in China by cutting down on loans to small and medium 
enterprises and increasing its focus on individual loans to salaried 
customers. In FY2016, the company closed down 51 non-performing 
branches in China, as part of its cost rationalization program, reducing 
the number of branches currently in operation in the country to 107. As 
a result, the company’s gross loan book [including both China and HK] 
shrank by 10% YoY to HK$8.57 bn and revenue contribution of the 
consumer finance segment fell by 18%. However, the restructuring 
resulted in a strong improvement in the loan book quality and bed 
debts declined by 37% YoY increasing the segment’s pre-tax 
contribution by 19% from HK$609.5 mn in FY2015 to HK$726.6 in 
FY2016. 
 
The principal investments business continued its strong performance 
delivering a 10.1% return before cost allocation on average assets of 
HK$9.27 bn. In January, 2017, the company appointed Mr. Sebastiaan 
Cornelis Van Den Berg, a private equity veteran who has also previously 
worked at Goldman Sachs, as the Chief Investment Officer and Head of 
its principal investments business. The two new businesses, LSS Leasing 
and Sun Hung Kai Credit also performed well. The loan book of SHK 
credit grew three-fold during the period from HK$213 mn at the end of 
FY2015 to HK$613 mn at the end of FY2016. The business is already 
profitable in its first full year of operation and is currently ranked in the 
top 3 non-bank financial companies for new mortgage loans in FY2016. 
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Company Background                                                                                        
 
Sun Hung Kai & Co Limited [86_HK] is an investment and finance firm 
with a focus on Greater China. The company was formed in 1969 and 
was listed on the Hong Kong Stock Exchange in 1983. In 2006, the 
Group entered the consumer finance business by acquiring a majority 
stake in UAF [United Asia Finance] Holdings Limited, after which its 
shareholding in UAF reached 58%. In 2007, UAF secured its first small 
loan license to operate in Shenzhen and commenced its business in 
Mainland China. UAF serves its customers through an extensive 
network of 107 branches in Mainland China and 50 branches in Hong 
Kong. 
 
The company reports 4 operating segments namely Consumer Finance, 
Principal Investments, Financial Services and Mortgage Loans. Of these, 
Consumer Finance and Principal Investments are the largest segments 
accounting for about 51% and 33% of the company’s assets and 48% 
and 31% of its profit before tax, respectively in FY2016. Financial 
Services segment mainly includes its remaining 30% stake in Sun Hung 
Kai Financial after it sold off 70% of its stake in the company to 
Everbright Securities [601788_CN] in FY2015 and 40% stake in its Joint 
venture- LSS Leasing. Mortgage Loans segment includes SHK’s 86% 
owned subsidiary Sun Hung Kai Credit which provides loans to home 
owners and property investors in Hong Kong.  
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Model Estimates                                                                                                                                                                    
 
We expect the consumer finance business in China to turnaround and 
forecast the gross loan balance to grow from HK$2.2 bn in FY2016 to HK$ 
5.6 bn in FY2021, at a CAGR of 20.5%. We expect the total return on gross 
loan balance to remain between 36%-40% and charge-offs to decrease to 
about 8%-10% during the period.  The consumer finance business in Hong 
Kong is quite stable and we forecast the gross loan balance to grow at a 
moderate rate of about 6% CAGR in the FY2016-FY2021 period. We expect 
the total return on gross loan balance and charge-offs to remain at historical 
levels of 31%-33% and 4%-5% respectively, over the forecast period. 
Overall, for the consumer finance segment, gross loan balance increases 
from HK$8.6 bn in FY2016 to HK$14.0 bn in FY2021 at a CAGR of 10.4% 
whereas the segment revenue grows from HK$3.0 bn in FY2016 to HK$4.7 
bn in FY2021, as per our model estimates.  
 
We forecast the principal investments business to grow at 10%-12% over 
the forecast period. We expect strong growth from the mortgage loan 
business in Hong Kong and expect the loan assets to grow from HK$0.6 bn in 
FY2016 to HK$3.4 bn in FY2021 at a CAGR of about 40%. We expect loan 
yield to remain between 12%-14% over the forecast period. Based on these 
estimates, revenue from mortgage loans should grow from HK$56 mn in 
FY2016 to HK$450 mn in FY2021 at a CAGR of about 52% during the period. 
 
Based on our assumptions, total revenue for SHK grows to HK$5.7 bn by 
FY2021 at a CAGR of 10%. We expect the company to increase its leverage 
over the coming years in order to finance its growth. In our model, gross 
debt increases from HK$10.1 bn in FY2016 to HK$15.5 bn by FY2021 
resulting in an increase in interest expense from HK$488 mn in FY2016 to 
HK$682 mn in FY2021. Overall, EPS increases from HK$0.50 in FY2016 to 
HK$1.32 in FY2021 at a CAGR of about 21%. 
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Management Bio                                                                                                                                                               
 
Lee Seng Huang - Chairman and Executive Director 
Mr. Lee Seng Huang was appointed as an Executive Director and has 
been the Group’s Executive Chairman since 1 January 2007. Mr. Lee 
was educated at the University of Sydney in Australia and has wide 
ranging financial services and real estate investment experience in the 
Asian region. He is currently the Executive Chairman of Mulpha 
International Berhad [a Malaysia listed conglomerate with operations 
in Malaysia, Australia and the United Kingdom] as well as Mulpha 
Australia Limited, and the non-executive chairman of Aveo Group, a 
leading retirement group listed on the Australian Securities Exchange. 
He was previously a non-executive director of Mudajaya Group Berhad, 
a company listed on the Bursa Malaysia Securities Berhad. Mr. Lee is a 
trustee of Lee and Lee Trust, a discretionary trust owning a controlling 
interest in Allied Group Limited [AGL], a holding company of SHK 
through its interest in Allied Properties [HK] Limited [APL]. Both AGL 
and APL are companies listed on The Stock Exchange of Hong Kong 
Limited. Mr. Lee is also a director of United Asia Finance Limited, a 
subsidiary of the Company. 
 
Akihiro Nagahara - Managing Director and CEO, United Asia 
Finance Limited  
Mr. Nagahara is the Managing Director and CEO of United Asia Finance 
Limited (“UAF”). He is an acknowledged expert in the consumer 
finance business in Hong Kong and is credited with the successful 
establishment of Public Finance Limited [formerly known as JCG 
Finance Company, Limited]. He is also the Chairman of The Hong Kong 
S.A.R. Licensed Money Lenders Association Limited, a position he has 
held since its establishment in 1999, which is the only industry 
representative association of licensed money lenders in Hong Kong. 
Mr. Nagahara holds a Law Degree from the National Taiwan University 
and a Master’s Degree from the Graduate School in Law of the National 
Hitotsubashi University of Japan where he also completed his 
doctorate courses. He is also a Director of various subsidiaries of UAF 
and Sun Hung Kai Credit Limited, a subsidiary of the Company. 
 
Sebastiaan Cornelis Van Den Berg - CIO and Head of Principal 
Investments  
Mr. Van Den Berg is the Chief Investment Officer and Head of the 
Principal Investments business of the Company. He has an in-depth 
experience in private equity funds management and investment, and 
was previously the managing director of HarbourVest Partners (Asia) 
Limited, a leading global private equity fund-of-funds manager. Prior 
to that, Mr. Van Den Berg held various senior positions with H&Q Asia 
Pacific, Hong Kong, AlpInvest Partners N.V., Netherlands and Goldman 
Sachs in both London and Hong Kong. He holds a Master of Science 
Degree in Economics from the London School of Economics and 
Political Science and a Doctorandus Degree in International Financial 
Economics from the University of Amsterdam. 
 



24 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Simon Chow Wing Charn - Executive Director 
Mr. Simon Chow Wing Charn, was appointed as an Executive Director of 
the Company on 3 June 2015. He joined the Company as the Group 
Deputy Chief Executive Officer of the Company on 1 December 2014. 
Mr. Chow has more than 25 years’ experience in the banking and 
financial services industry. Prior to joining the Group, he has been with 
Citibank for 18 years and his last position was the Country Manager for 
China consumer bank of Citibank. Before that, he held senior roles with 
UBS, Lehman Brothers, British Columbia Hydro and Power Authority 
and PricewaterhouseCoopers. He is a member of the Institute of the 
Chartered Accountants of Canada. Mr. Chow holds a Bachelor of Science 
Degree and a Licentiate in Accounting Degree from the University of 
British Columbia. He also holds directorships in various subsidiaries of 
the Company. 
 
Peter Anthony Curry - Executive Director 
Mr. Curry was appointed as an Executive Director of the Company on 1 
January 2011. He joined the Company as the Group Chief Financial 
Officer in November 2010. Mr. Curry has over 40 years of business 
experience. He joined Peat Marwick Mitchell [now known as KPMG] in 
Australia in 1974 upon graduation and worked as Tax Partner in 1983. 
Since that time he has worked in different listed and unlisted companies 
in Australia as executive director/managing director specializing in 
natural resources, corporate finance, mergers and acquisitions etc. He 
has been involved in a range of public and private capital raisings, initial 
public offering related services and providing corporate and financial 
advisory services in relation to a range of business transactions 
including a wide range of mining projects. Mr. Curry holds a Bachelor 
Degree of Commerce and a Bachelor Degree of Law from the University 
of New South Wales. He became a chartered accountant and a barrister 
[non-practicing] in Australia in 1978, and was elected as a fellow of The 
Institute of Directors in Australia in 1989. Mr. Curry was previously an 
alternate director to Mr. Lee Seng Hui [a nonexecutive director of APAC 
Resources Limited, a company listed on The Stock Exchange of Hong 
Kong Limited]. He also holds directorships in various subsidiaries of the 
Company. 
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Industry Overview                                                                                                                                                                      
 
Hong Kong Consumer Finance Market 
There are four types of institutions that are eligible to offer loans and 
advances in Hong Kong. These include licensed banks, restricted 
licensed banks, deposit-taking companies and licensed money lenders.  
Of these, the first three are collectively known as Authorized 
Institutions [AI] which are regulated under the Banking Ordinance and 
are under the supervision of HKMA [Hong Kong Monetary Authority]. 
AIs are allowed to receive deposits from customers as one of their 
sources of finance. Their ability to provide loans to borrowers is 
affected by various restrictions imposed by HKMA. For example, HKMA 
sets out guidelines for AIs regarding maximum LTV [loan-to-value] ratio 
for residential mortgages, limits on debt servicing ratio of borrowers, 
etc.  
 

 
 
Money Lending Industry in Hong Kong 
The money lending industry has a long history in Hong Kong. Various 
money lending businesses were established even before the enactment 
of the MLO [Money Lenders Ordinance] in 1980. The scope of money 
lending services include personal loans such as credit card loans, 
business loans such as SME loans and mortgage loans such as first and 
subordinated property mortgage loans, etc. Unsecured personal loans 
which are not backed by any form of collateral form the bulk of the 
money lenders’ lending portfolio. Unlike the banks which are allowed to 
hold and deploy public cash deposits, licensed money lenders are not 
allowed to take deposits and have to risk their own capital. As the 
money lenders risk their own equity capital, they are not regulated 
under the Banking Ordinance or by HKMA but they have to abide by the 
MLO. They have a higher degree of flexibility in terms of interest rates 
offered, loan size, income proof, etc. as compared to the  authorized 
institutions.  
 
These institutions play an important role in satisfying the credit needs 
of their customers as potential borrowers with urgent needs may find it 
difficult to meet the stringent application criteria of AIs and thereby 
obtain a loan. The increasing need for the services of money lenders 
along with the ease of applying for a money lending license has resulted 
in a rapid proliferation of these institutions in recent years. The number 
of licensed money lenders in Hong Kong has grown almost 2.5 times 
over the last 6 years and as of the end of 2016, there were more than 
1,800 licensed money lenders in Hong Kong vs. about 736 in 2010, a 
CAGR of more than 16% over the period. The total value of loans 
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outstanding by licensed money lenders increased from approximately 
HK$24.2 bn in 2010 to HK$38 bn in FY2015 growing at a CAGR of 
approximately 9.5%. During the same period, the estimated total 
revenue of the licensed money lenders has increased from HK$6.1 bn in 
2010 to HK$8.3 bn in 2015, at a CAGR of 6.3%, as per data by Ipsos 
Group. 
 

 
 
Industry Structure 
The money lending industry in Hong Kong is highly fragmented with 
more than 1,800 licensed money lenders operating in the country at the 
end of 2016. Most of these money lenders are small in size with only a 
few having a wide network of branches and the financial capabilities to 
expand their coverage. As per Ipsos Group, the top 5 players in the 
industry accounted for more than 45% of the total market share in 
terms of revenue in 2015. UAF [Sun Hung Kai’s 58% owned subsidiary] 
and Aeon Credit are the largest players in the industry with market 
share of approximately 25% and 10%, respectively.  Licensed money 
lenders also have to compete with AIs in providing personal loans, 
mortgage loans and business loans. While they charge higher interest 
rates than AIs, they possess the advantages of providing loans with 
greater flexibility and simpler approval procedures. 
 
As the interest rates vary with the loan type, tenor and installment 
options, etc. branding and marketing becomes important in order to 
reach the potential customers who might compare across several 
providers. The money lenders who have a wide customer base and have 
good reputation are able to compete successfully in the industry and 
attract new customers. As the number of money lenders is increasing, 
the coverage of each individual money lender is getting narrower. Large 
size and greater financial resources are therefore essential to sustain in 
the business and grow it by further spending on marketing and brand 
building activities. Customers tend to choose money lenders with a 
reliable brand image. Thus, attracting potential customers may become 
a substantial barrier for small-sized money lenders and for those at the 
beginning stages of establishment. Large size provides another 
competitive advantage as a company’s loan book is spread across a 
large base of customers providing it with an enhanced ability to absorb 
losses and remain competitive during times of economic slowdown.  
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Mortgage Loans 
Mortgage loans are loans secured by real estate and the loan amount is 
generally determined with reference to the market value of the real 
estate collateral. Customers of licensed money lenders for mortgage 
loans include purchasers seeking to finance their purchase of real estate 
and owners seeking to monetize their real estate by mortgaging their 
existing real estate and obtain funds for investment, consumption or 
other purposes. Most mortgage loans in Hong Kong are offered by 
banks whose lending practices are governed and regulated by HKMA. 
Other providers include licensed money lenders who tend to charge 
higher rates than banks. These money lenders satisfy an important 
function by providing loans to companies and individuals who do not 
have a proven financial position or cash flow and hence are not able to 
satisfy the stringent criteria for obtaining loan from an authorized 
institution even if they could provide collateral of sufficient value. In 
addition, the loan approval process of money lenders is generally faster, 
normally taking a few days, as compared to that of authorized 
institutions which could take a few weeks or months. This ability to 
address the needs of an underserved segment of customers provides 
substantial business opportunity for money lenders in the mortgage 
loan market.  
 
The two main demand drivers of mortgage loans from money lenders 
are government regulations on mortgage lending by authorized 
institutions and the overall development of the primary and secondary 
real estate market. The average  interest rate for mortgage loans [ 
including both first and subordinated loans] offered by licensed money 
lenders in Hong Kong decreased from 24.7% per annum in 2011 to 
about 18.9% per annum in 2015. The reasons for this decline in the 
average interest rate include increase in competition in the industry 
resulting from an increase in the number of licensed money lenders, 
less attractive rental yields during the period, etc. 
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Mortgage loans granted by licensed money lenders still represent less 
than 1% of the total outstanding mortgage loan amount in Hong Kong. 
The total amount of mortgage loans granted by licensed money lenders 
increased from about HK$5.9 bn in 2011 to HK$8.2 bn in 2015, a CAGR 
of about 8.8% for the period. The growth in loan amount was mainly 
due to the rise in the number of mortgage loans granted, increase in 
value of residential real estate transactions, tightening of the LTV ratio 
for banks and other AIs and a decrease in the interest rates for 
mortgage loans offered by licensed money lenders. The revenue of 
licensed money lenders generated by mortgage loans increased from 
about HK$1.48 bn in 2011 to HK$1.76 bn in 2015 at a CAGR of about 
4.5%, as per estimates by Ipsos Group. 
 
Starting in 2011, the Hong Kong government introduced a series of 
measures to discourage speculative property purchases resulting in 
rising home prices in the city and to mitigate the risk of mortgage loan 
default within the banking industry. These measures include the setting 
of maximum LTV ratios and debt service ratios [DSR] for banks. These 
measures along with the lowering of interest rates offered by licensed 
money lenders should ensure that they will have an important role in 
providing alternate financing options to their customers and should 
help to boost the demand for mortgage loan for money lenders in the 
coming years.  
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China Consumer Finance Market- Overview 
Consumer finance in China includes loans for all different categories of 
consumer spending. The main customers of consumer finance 
companies are individuals or small and medium enterprises who have 
less stable income or have little to no credit history and are therefore 
unable to receive loans from traditional financial institutions, such as 
banks, because of their relatively high risk. Existing data shows that the 
state-controlled credit bureau – Credit Registry Centre [CRC] covers 
only about 30% of the adult population in China. The potential 
consumer finance market in China consists of about 800 mn people and 
out of those more than 500 mn have no credit information on them in 
traditional banking organizations. Thus, there is a huge vacuum left by 
the traditional banking system which can be filled by the consumer 
finance companies like Sun Hung Kai.  
 
Because of the export oriented nature of the Chinese economy, 
consumer spending in China has historically been a smaller percentage 
of its GDP. However, over the last few years, the Chinese government 
has been trying to stimulate consumer spending. With China’s economy 
entering a new normal, investments and exports will no longer remain 
the main driving force of economic growth in the country. As 
consumption plummeted in Western countries in the wake of the 
financial crisis, the Chinese government realized the importance of 
encouraging domestic spending as a way to compensate for the 
diminished demand for its exports, and it has attempted to change the 
country’s savings culture. In order to tap the consumption potential of 
Chinese residents, rapid development of consumer finance sector will 
be of great importance.  
 
Consumer credit in China has seen significant growth over the last few 
years. As of May 2017, consumer credit in China [including property 
loans] has grown to more than RMB27 trillion, almost 3 times the level 
in 2010. China’s consumer spending has also been growing at a rapid 
pace in recent years. As the economy has developed, so has people’s 
disposable income and their willingness to spend. At the end of 2016, 
China's total consumption exceeded RMB33.2 trillion, as per the 
research firm, Kapronasia. In the US, consumption accounts for more 
than 70% of GDP, while in China, it is at just above 50%. Similarly, 
China’s household debt to GDP ratio is at around 40%, as compared to 
the US at about 80% and the Euro Zone at about 65%.  As of the end of 
2015, domestic consumer credit accounted for only 20% of the credit 
scale in China’s banking industry. With housing mortgage loans 
excluded, the proportion of consumer credit in the true sense was less 
than 5%, far below 30% of the average level of foreign mature 
market. Thus, there is still a lot of room for expansion for consumer 
lending in the country and we believe that the development prospects 
for the consumer finance industry in China are enormous with the 
industry becoming one of the new drivers of economic growth in the 
country. 
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With a new generation of consumer, demand of Chinese residents for banks is no 
longer limited mainly to house and automotive purchase and other large 
financings. Installment of appliances, digital products, tourisms and even 
clothing and food is becoming more and more popular. At the end of 2014, pure 
commodity consumer credit reached 25% of total PRC residents’ consumer 
credit, as per James Zhang of Justice Marketing & Consulting. According to a 
recent BCG [Boston Consulting Group] study, while economic growth has 
slowed, consumption is still growing at an astounding rate. China’s consumer 
market is projected to expand by about 50%, to $6.5 trillion, by 2020, even if the 
annual real GDP growth fails to reach the official targets. The Chinese consumer 
market is in the middle of a transformation which offers tremendous 
opportunities. This transformation is driven by three main forces the rise of 
upper-middle-class and affluent households as the drivers of consumption 
growth; a new generation of freer-spending, sophisticated consumers; and the 
increasingly powerful role of e-commerce, the BCG study notes. 
 

 
 

Peer Valuation Ticker Mkt Cap [USD mn] P/E P/B ROE (%) Dvd yld (%) 

Sun Hung Kai & Co 86_HK 1404.7 9.98 0.75 6.15 5.16 

Aeon Credit Service 900_HK 316.9 7.81 0.9 11.33 6.43 

China Financial Services 605_HK 369.5 8.27 1.13 11.14 3.32 

China Huirong Financial 1290_HK 166.7 28.25 0.71 2.55 - 

Flying Financial Service 8030_HK 208.4 12.47 2.43 17.12 1.06 

Oi Wah Pawnshop Credit 1319_HK 119.1 9.79 1.39 14.58 3.33 

Hong Kong Finance Group 1273_HK 49.2 8.34 0.77 9.65 2.9 

First Credit Finance Group  8215_HK 255.5 36.2 1.82 4.8 0.36 

Adjusted Average 
  

15.14 1.24 9.67 3.22 
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Income Statement (HK$ million) CY 2011 CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E CAGR (2016-21) 

Revenue          3,593.2           3,723.4           4,575.5           5,251.2           4,174.1             3,511.3              3,539.7             3,974.1             4,599.5             5,239.1             5,761.7  10% 

y/y 1.1% 3.6% 22.9% 14.8% -20.5% -15.9% 0.8% 12.3% 15.7% 13.9% 10.0% 
 Direct costs and brokerage costs -474.5 -260.4 -340.0 -343.5 -114.0 -88.0 -88.5 -99.4 -115.0 -131.0 -144.0 
 Bad and doubtful debts -184.5 -503.7 -589.9 -798.3 -1570.9 -895.7 -663.3 -651.3 -691.3 -735.8 -779.9 
 as a % of sales -5.1% -13.5% -12.9% -15.2% -37.6% -25.5% -18.7% -16.4% -15.0% -14.0% -13.5% 
 Other gains 224.3 184.5 103.8 208.8 71.6 178.9 98.5 97.6 101.5 105.6 109.8 
 as a % of sales 6.2% 5.0% 2.3% 4.0% 1.7% 5.1% 2.8% 2.5% 2.2% 2.0% 1.9% 
 Selling, General & Admin Expense -1,218.4 -1,415.6 -1,595.7 -1,864.4 -1,460.2 -1,278.6 -1,256.6 -1,382.6 -1,568.2 -1,750.5 -1,886.6 
 as a % of sales 33.9% 38.0% 34.9% 35.5% 35.0% 36.4% 35.5% 34.8% 34.1% 33.4% 32.7% 
 Other Operating expenses -9.5 -14.5 -55.1 -16.4 -702.5 -142.8 0.0 0.0 0.0 0.0 0.0 
 as a % of sales 0.3% 0.4% 1.2% 0.3% 16.8% 4.1% 0.0% 0.0% 0.0% 0.0% 0.0% 
 Operating Income          1,930.6           1,713.7           2,098.6           2,437.4              398.1             1,285.1              1,629.9             1,938.5             2,326.6             2,727.4             3,060.9  19% 

y/y 1728.2% -11.2% 22.5% 16.1% -83.7% 222.8% 26.8% 18.9% 20.0% 17.2% 12.2% 
 Operating margin (%) 53.7% 46.0% 45.9% 46.4% 9.5% 36.6% 46.0% 48.8% 50.6% 52.1% 53.1% 
 Interest Expense -160.3 -200.8 -400.5 -455.1 -478.8 -488.3 -512.0 -547.6 -603.0 -639.8 -682.1 
 Interest income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Equity in (losses)income of affiliates 23.3 12.2 18.6 42.8 40.8 -54.8 39.4 67.7 71.0 74.6 78.3 
 Other recurring (expenses)/income -178.3 175.2 3.5 132.3 1,013.1 759.6 987.5 1,086.2 1,194.9 1,314.3 1,445.8 
 Amortization of intangibles 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Goodwill impairment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Other non recurring (expenses) income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Pretax Income (reported) 1,615.3 1,700.3 1,720.2 2,157.4 973.2 1,501.6 2,144.8 2,544.7 2,989.5 3,476.6 3,902.9 21% 

y/y 2587.7% 5.3% 1.2% 25.4% -54.9% 54.3% 42.8% 18.6% 17.5% 16.3% 12.3% 
 Pretax Income (adjusted) 1615.3 1700.3 1720.2 2157.4 973.2 1501.6 2144.8 2544.7 2989.5 3476.6 3902.9 21% 

y/y 1731.4% 5.3% 1.2% 25.4% -54.9% 54.3% 42.8% 18.6% 17.5% 16.3% 12.3% 
   - Income Tax Expense -278.8 -276.0 -260.3 -359.2 -83.7 -131.9 -300.3 -356.3 -418.5 -486.7 -546.4 
 Effective tax rate (%) 17.3% 16.2% 15.1% 16.6% 8.6% 8.8% 14.0% 14.0% 14.0% 14.0% 14.0% 
   - Minority Interests -304.1 -387.9 -408.3 -469.8 -221.8 -260.1 -321.7 -381.7 -448.4 -521.5 -585.4 18% 

Income Before XO Items 1032.4 1036.4 1051.6 1328.4 667.7 1109.6 1522.8 1806.8 2122.5 2468.4 2771.1 20% 

y/y 1559.8% 0.4% 1.5% 26.3% -49.7% 66.2% 37.2% 18.6% 17.5% 16.3% 12.3% 
   - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 3228.8 0.0 0.0 0.0 0.0 0.0 1.0 
 Net Income (reported) 1032.4 1036.4 1051.6 1328.4 3896.5 1109.6 1522.8 1806.8 2122.5 2468.4 2772.1 20% 

y/y 1559.8% 0.4% 1.5% 26.3% 193.3% -71.5% 37.2% 18.6% 17.5% 16.3% 12.3% 
 Exceptional (L)G 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.00 
 Net Income (adjusted) 1,032.4 1,036.4 1,051.6 1,328.4 667.7 1,109.6 1,522.8 1,806.8 2,122.5 2,468.4 2,770.1 20% 

y/y 1161.0% 0.4% 1.5% 26.3% -49.7% 66.2% 37.2% 18.6% 17.5% 16.3% 12.2% 
 Basic EPS (reported) 0.49 0.49 0.49 0.62 1.74 0.50 0.70 0.83 0.99 1.16 1.32 
 Basic EPS (adjusted) 0.49 0.49 0.49 0.62 0.30 0.50 0.70 0.83 0.99 1.16 1.32 
 

             Basic Weighted Avg Shares 2,113.7 2,120.1 2,127.7 2,152.5 2,241.4 2,207.8 2,185.7 2,163.9 2,142.2 2,120.8 2,099.6 
 

             Diluted EPS (reported) 0.49 0.49 0.49 0.62 1.74 0.50 0.70 0.83 0.99 1.16 1.32 21% 

y/y -52.3% 0.1% 1.1% 24.9% 181.7% -71.1% 38.6% 19.8% 18.7% 17.5% 13.4% 
 Diluted EPS (adjusted) 0.49 0.49 0.49 0.62 0.30 0.50 0.70 0.83 0.99 1.16 1.32 21% 

y/y -63.8% 0.1% 1.1% 24.9% -51.7% 68.7% 38.6% 19.8% 18.7% 17.5% 13.4% 
 Diluted Weighted Avg Shares 2,113.7 2,120.1 2,127.7 2,152.5 2,241.4 2,207.8 2,185.7 2,163.9 2,142.2 2,120.8 2,099.6 
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Reference Items CY 2011 CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

EBITDA 2179.3 1813.8 2195.2 2539.8 484.1 1346.7 1693.8 2007.8 2404.3 2814.6 3158.6 

Dividends per Share 0.20 0.22 0.22 0.26 0.26 0.26 0.26 0.32 0.37 0.42 0.48 

Dividend payout ratio 40.9% 45.0% 44.5% 42.1% 87.3% 51.7% 37.3% 38.3% 37.3% 36.1% 36.4% 

Dep & Amor. 248.7 100.1 96.6 102.4 86.0 61.6 63.9 69.3 77.7 87.2 97.6 

as a % of sales 6.9% 2.7% 2.1% 2.0% 2.1% 1.8% 1.8% 1.7% 1.7% 1.7% 1.7% 

as a % of gross fixed assets 
 

22.6% 18.3% 14.9% 11.6% 9.1% 9.1% 9.1% 9.1% 9.1% 9.1% 

            Balance Sheet (HK$ million) CY 2011 CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

Assets 
             + Cash & Near Cash Items 2,736.0 5,035.3 3,738.5 5,044.6 7,149.0 6,452.2 7,408.8 7,521.7 6,501.3 6,067.5 6,475.9 

  + Short-Term Investments 548.5 474.6 663.5 924.4 2,245.9 2,979.1 3,336.6 3,670.3 4,037.3 4,360.3 4,709.1 

  + Accounts & Notes Receivable 6,345.7 5,525.0 6,539.3 7,682.7 2,008.1 3,679.8 2,866.9 3,218.8 3,725.3 4,243.4 4,666.7 

  +Loans and advances 4,583.5 5,236.2 6,603.0 8,083.3 6,080.7 5,752.2 6,459.4 7,736.0 9,232.9 10,502.0 11,463.1 

  + Other Current Assets 16.9 17.6 6.4 11.8 128.3 66.4 67.7 69.1 70.5 71.9 73.3 

Total Current Assets 14,230.6 16,288.7 17,550.7 21,746.8 17,612.0 18,929.7 20,139.5 22,215.9 23,567.3 25,245.0 27,388.1 

  + Long-Term Investments 1,497.0 1,400.7 1,710.9 2,000.3 6,116.1 6,359.3 6,995.2 7,694.8 8,464.2 9,310.7 10,241.7 

    + Gross Fixed Assets 406.0 479.8 578.6 796.4 689.0 669.7 705.1 764.7 856.7 961.5 1,076.7 

    - Accumulated Depreciation -185.4 -239.3 -293.5 -348.9 -210.3 -247.8 -311.7 -381.1 -458.8 -545.9 -643.6 

  + Net Fixed Assets 220.6 240.5 285.1 447.5 478.7 421.9 393.4 383.6 397.9 415.5 433.1 

L-T accounts receivable 7.8 720.0 1,131.8 1,468.2 1604.2 359.9 377.9 396.8 416.6 437.5 459.3 

  + Other Long-Term Assets 158.3 162.7 315.2 422.7 548.3 701.5 729.6 758.7 789.1 820.7 853.5 

  + Goodwill & other Intangible Assets 3,407.5 3,385.4 3,369.9 3,366.9 3,268.5 3,267.4 3,267.4 3,267.4 3,267.4 3,267.4 3,267.4 

Loans and advances 2,972.6 3,057.6 3,440.5 3,308.4 2,741.3 2,521.2 2,768.3 3,315.4 3,956.9 4,500.9 4,912.8 

Total Long-Term Assets 8,263.8 8,966.9 10,253.4 11,014.0 14,757.1 13,631.2 14,531.8 15,816.7 17,292.2 18,752.6 20,167.8 

Total Assets 22,494.4 25,255.6 27,804.1 32,760.8 32,369.1 32,560.9 34,671.3 38,032.6 40,859.5 43,997.6 47,555.9 

 
      

        Liabilities & Shareholders' Equity       
          + Accounts Payable 1,023.7 1,337.6 1,866.5 2,819.8 281.3 239.1 261.7 293.8 340.0 387.3 425.9 

  + Short-Term Borrowings 1,646.4 3,166.6 2,801.6 3,905.2 2,088.7 4,357.1 5,010.7 5,762.3 6,626.6 7,620.6 8,763.7 

  + Other Short-Term Liabilities 1,445.1 196.9 274.0 322.2 409.9 348.2 355.2 362.3 369.5 376.9 384.4 

Total Current Liabilities 4,115.2 4,701.1 4,942.1 7,047.2 2,779.9 4,944.4 5,627.5 6,418.3 7,336.1 8,384.8 9,574.0 

  + Long-Term Borrowings 3,759.3 4,368.7 5,780.9 6,833.2 7,805.7 5,765.1 5,765.1 6,765.1 6,765.1 6,765.1 6,765.1 

  + Other Long-Term Liabilities 216.9 220.5 261.8 213.1 192.7 195.6 295.6 295.6 295.6 295.6 295.6 

Total Liabilities 8,091.4 9,290.3 10,984.8 14,093.5 10,778.3 10,905.1 11,688.2 13,479.0 14,396.8 15,445.5 16,634.7 

  + Total Preferred Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Share Capital & APIC 421.9 432.4 424.7 8,752.3 8,752.3 8,752.3 8,803.4 8,877.9 9,008.6 8,998.9 9,014.3 

  + Retained Earnings & Other Equity 11,665.6 12,430.6 12,977.4 6,174.7 9,255.3 9,324.7 10,279.2 11,393.5 12,723.4 14,301.1 16,065.3 

Total Shareholders' Equity 12,087.5 12,863.0 13,402.1 14,927.0 18,007.6 18,077.0 19,082.6 20,271.4 21,732.0 23,300.0 25,079.6 

  + Minority Interest 2,315.5 3,102.3 3,417.2 3,740.3 3,583.2 3,578.8 3,900.5 4,282.2 4,730.6 5,252.1 5,837.6 

Total Liabilities & Equity 22,494.4 25,255.6 27,804.1 32,760.8 32,369.1 32,560.9 34,671.3 38,032.6 40,859.5 43,997.6 47,555.9 
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Cash Flow (HK$ million) CY 2011 CY 2012 CY 2013 CY 2014 CY 2015 CY 2016E CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

  + Net Income 1,615.3 1,700.3 1,720.2 2,157.4 4,118.3 1,369.7 1,522.8 1,806.8 2,122.5 2,468.4 2,772.1 

  + Depreciation & Amortization 248.7 100.1 96.6 102.4 86.0 61.6 63.9 69.3 77.7 87.2 97.6 

  + Other Non-Cash Adjustments -126.0 184.3 -1,195.2 -1,204.4 -7,696.2 577.2 321.7 381.7 448.4 521.5 585.4 

  + Changes in Working Capital -2,549.3 -767.0 -1,763.9 -1,627.6 5,109.9 -1,385.2 -131.3 -2,156.6 -2,612.6 -2,298.7 -1,773.4 

Cash From Operating Activities -811.3 1,217.7 -1,142.3 -572.2 1,618.0 623.3 1,777.2 101.2 36.0 778.3 1,681.7 

  + Disposal of Fixed Assets 0.0 0.0 0.5 0.5 0.7 0.2 0.0 0.0 0.0 0.0 1.0 

  + Capital Expenditures -101.1 -88.0 -118.6 -206.0 -77.8 -28.8 -35.4 -59.6 -92.0 -104.8 -115.2 

  + Increase in Investments -44.9 -35.6 -222.0 -395.0 -2,297.1 -253.3 -1,021.5 -1,062.4 -1,166.9 -1,201.0 -1,312.7 

  + Decrease in Investments 0.0 3.9 15.2 65.4 189.1 90.2 0.0 0.0 0.0 0.0 1.0 

  + Other Investing Activities -655.6 735.6 -426.0 -153.1 4,039.7 -139.1 0.0 0.0 0.0 0.0 0.0 

Cash From Investing Activities -801.6 615.9 -750.9 -688.2 1,854.6 -330.8 -1,056.9 -1,122.0 -1,258.8 -1,305.8 -1,425.9 

  + Dividends Paid -530.3 -279.7 -624.7 -589.7 -811.3 -642.0 -568.3 -692.4 -792.6 -890.7 -1,007.8 

  + Change in Short-Term Borrowings 10.5 -816.9 -1,936.0 -777.7 -3,224.4 -2,486.0 653.6 751.6 864.3 994.0 1,143.1 

  + Increase in Long-Term Borrowing 1,730.7 2,997.2 3,021.4 3,419.5 2,570.9 2,826.7 0.0 1,000.0 0.0 0.0 0.0 

  + Decrease in Long-term Borrowing -517.3 -122.3 -195.9 -479.1 -170.6 -135.1 0.0 0.0 0.0 0.0 1.0 

  + Increase in Capital Stocks 0.0 0.0 0.0 1,002.4 0.0 0.0 200.5 240.6 288.7 145.9 175.1 

  + Decrease in Capital Stocks -44.2 -66.2 -206.6 -169.7 -134.7 -169.9 -149.4 -166.1 -158.0 -155.6 -159.8 

  + Other Financing Activities 570.9 -793.8 201.7 -47.4 0.0 0.0 100.0 0.0 0.0 0.0 0.0 

Cash from Financing Activities 1,220.3 918.3 259.9 2,358.3 -1,770.1 -606.3 236.3 1,133.7 202.5 93.6 151.6 

Effect of Exchange Rate Changes 10.0 20.5 48.7 -29.6 -106.1 -139.3 0.0 0.0 0.0 0.0 1.0 

Net Changes in Cash -382.6 2,772.4 -1,584.6 1,068.3 1,596.4 -453.1 956.6 112.9 -1,020.4 -433.8 408.4 

Opening cash 
      

6,452.2 7,408.8 7,521.7 6,501.3 6,067.5 

Closing cash 
      

7,408.8 7,521.7 6,501.3 6,067.5 6,475.9 

 

Ratio Analysis CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

Growth Ratios % 
          Revenue 3.6% 22.9% 14.8% -20.5% -15.9% 0.8% 12.3% 15.7% 13.9% 10.0% 

EBITDA -16.8% 21.0% 15.7% -80.9% 178.2% 25.8% 18.5% 19.7% 17.1% 12.2% 

Operating Income -11.2% 22.5% 16.1% -83.7% 222.8% 26.8% 18.9% 20.0% 17.2% 12.2% 

Net income reported 0.4% 1.5% 26.3% 193.3% -71.5% 37.2% 18.6% 17.5% 16.3% 12.3% 

Net income adjusted 0.4% 1.5% 26.3% -49.7% 66.2% 37.2% 18.6% 17.5% 16.3% 12.2% 

Diluted EPS reported 0.1% 1.1% 24.9% 181.7% -71.1% 38.6% 19.8% 18.7% 17.5% 13.4% 

Diluted EPS adjusted 0% 1% 25% -52% 69% 39% 20% 19% 17% 13% 

Dividend per share 10.00% 0.00% 18.18% 0.00% 0.00% 0.00% 23.08% 15.63% 13.51% 14.29% 
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Per Share Data (HK$) CY 2011 CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

Basic EPS (adjusted) 0.49 0.49 0.49 0.62 0.30 0.50 0.70 0.83 0.99 1.16 1.32 

Diluted EPS (adjusted) 0.49 0.49 0.49 0.62 0.30 0.50 0.70 0.83 0.99 1.16 1.32 

Dividend per share (DPS) 0.20 0.22 0.22 0.26 0.26 0.26 0.26 0.32 0.37 0.42 0.48 

Book Value per share (BVPS) 4.11 4.47 4.72 5.37 6.58 6.71 7.24 7.86 8.62 9.45 10.39 

            Margins (%) 
           Operating Margin 53.7% 46.0% 45.9% 46.4% 9.5% 36.6% 46.0% 48.8% 50.6% 52.1% 53.1% 

EBITDA Margin 60.7% 48.7% 48.0% 48.4% 11.6% 38.4% 47.9% 50.5% 52.3% 53.7% 54.8% 

Pre-Tax Margin (adjusted) 45.0% 45.7% 37.6% 41.1% 23.3% 42.8% 60.6% 64.0% 65.0% 66.4% 67.7% 

Net Income Margin (adjusted) 28.7% 27.8% 23.0% 25.3% 16.0% 31.6% 43.0% 45.5% 46.1% 47.1% 48.1% 

            Return Ratios 
           DuPont ROE (%) 8.5% 8.1% 7.8% 8.9% 3.7% 6.1% 8.0% 8.9% 9.8% 10.6% 11.0% 

Margin (%) 28.7% 27.8% 23.0% 25.3% 16.0% 31.6% 43.0% 45.5% 46.1% 47.1% 48.1% 

Turnover (x) 0.2 0.1 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Leverage (x) 1.9 2.0 2.1 2.2 1.8 1.8 1.8 1.9 1.9 1.9 1.9 

            Return on Assets 4.6% 4.1% 3.8% 4.1% 2.1% 3.4% 4.4% 4.8% 5.2% 5.6% 5.8% 

Return on Capital Employed 10.5% 8.3% 9.2% 9.5% 1.3% 4.7% 5.6% 6.1% 6.9% 7.7% 8.1% 

Return on Invested Capital 5.9% 5.1% 4.8% 5.2% 2.4% 3.9% 5.1% 5.5% 6.0% 6.5% 6.8% 
 
Net Cash calculation (mn HK$) 

           Cash + short term investments 2,736.0 5,035.3 3,738.5 5,044.6 7,149.0 6,452.2 7,408.8 7,521.7 6,501.3 6,067.5 6,475.9 

Less: long term debt + ST debt -5,405.7 -7,535.3 -8,582.5 -10,738.4 -9,894.4 -10,122.2 -10,775.8 -12,527.4 -13,391.7 -14,385.7 -15,528.8 

Net Cash -2,669.7 -2,500.0 -4,844.0 -5,693.8 -2,745.4 -3,670.0 -3,367.0 -5,005.6 -6,890.4 -8,318.2 -9,052.9 
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Valuation ratio's CY 2011 CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

P/B 0.99 1.13 0.92 1.10 0.78 0.79 0.73 0.67 0.61 0.56 0.51 

P/E 8.35 10.29 8.74 9.59 17.12 10.51 7.58 6.32 5.33 4.54 4.00 

P/S 2.40 2.86 2.01 2.43 2.74 3.32 3.29 2.93 2.53 2.23 2.02 

EV/sales 4.53 4.69 4.85 3.38 4.28 5.08 5.04 4.49 3.88 3.41 3.10 

EV/EBITDA 7.46 9.62 10.10 6.99 36.86 13.25 10.54 8.89 7.42 6.34 5.65 

EV/EBIT 8.43 10.18 10.57 7.29 44.83 13.89 10.95 9.21 7.67 6.54 5.83 

Dividend Yield (%) 3.79% 4.17% 4.17% 4.92% 4.92% 4.92% 4.92% 6.06% 7.01% 7.95% 9.09% 
 

Leverage Ratios CY 2011 CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 CY 2017E CY 2018E CY 2019E CY 2020E CY 2021E 

Debt / equity 45% 59% 64% 72% 55% 56% 56% 62% 62% 62% 62% 

Net cash (debt) / equity -22% -19% -36% -38% -15% -20% -18% -25% -32% -36% -36% 

Net cash (debt) / mkt cap -25% -27% -38% -50% -24% -31% -29% -43% -59% -71% -78% 

Net cash (debt) / capital -15% -12% -22% -22% -10% -13% -11% -15% -20% -22% -22% 

Interest coverage [EBIT] 12.0 8.5 5.2 5.4 0.8 2.6 3.2 3.5 3.9 4.3 4.5 
 

Enterprise Value Calculation CY 2012 CY 2013 CY 2014 CY 2015 CY 2016 Current 

Market Cap. 10,664 9,192 12,743 11,431 10,597           11,657  

+ Minority Interest 3,102 3,417 3,740 3,583 3,579 3,579 

+Total Debt (ST & LT Debt) 7,535 8,583 10,738 9,894 10,122 10,122 

- Cash & Equivalents 5,035 3,739 5,045 7,149 6,452 6,452 

Enterprise Value 16,266 17,453 22,177 17,760 17,846 18,906 
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Disclaimer 
Evaluate Research provides institutional equity research on global public 

mid-cap companies. All information used in the publication of this report has 

been compiled from publicly available sources that are believed to be reliable; 

and we do not seek insider information for writing this report. Opinions, 

estimates and projections in this report constitute the current judgment of the 

analyst(s) as on the date of this report.  It is not guaranteed as to accuracy, 

nor is it a complete statement, of the financial products, securities, or markets 

referred to. Opinions are subject to change without notice. To the extent 

permitted by law, Evaluate does not accept any liability arising from the use 

of information in this report.   

 

This document is provided for information purposes only, and is not a 

solicitation or inducement to buy, sell, subscribe, or underwrite securities or 

units. Evaluate does not make individually tailored investment 

recommendations. Any valuation given in a research note is the theoretical 

result of a study of a range of possible outcomes, and not a forecast of a likely 

share price. The securities, issuances or investment strategies discussed in 

this report may not be suitable for all investors. Investments involve many 

risk and potential loss of capital. Past performance is not necessarily 

indicative of future results. Evaluate may publish further update notes on 

these securities/companies but has no scheduled commitment and may cease 

to follow these securities/companies as may be decided by the research 

management. 

 

The companies or funds covered in this research may pay us a fee in order for 

this research to be made available. Any fees are paid upfront without 

recourse. Evaluate and its analysts are free to issue any opinion on the 

security or issuance. Evaluate seeks to comply with the CFA Institute 

Standards as well as NIRI Guidelines (National Investor Relations Institute, 

USA) for all conduct, research and dissemination of research, particularly 

governing independence in issuer commissioned research. 

 

Forward-looking information or statements in this report contain information 

that is based on assumptions, forecasts and estimates of future results, and 

therefore involve known and unknown risks or uncertainties which may cause 

the actual results, performance or achievements of their subject matter to be 

materially different from the current expectations. 

 

Evaluate makes an effort to use reliable, comprehensive information, but 

makes no representation that this information is accurate or complete. 

Evaluate is under no obligation to update or keep current the information 

contained herein. The compensation of the analyst who prepares any Evaluate 

research report is determined exclusively by Evaluate’s research and senior 

management. 

 

Evaluate Research Ltd. does not conduct any investment banking, stock 

brokerage or money management business and accordingly does not itself hold 

any positions in the securities mentioned in this report. However, Evaluate’s 

directors, affiliates, and employees may have a position in any or related 

securities mentioned in this report at an appropriate time period after the 

report has already been disseminated, and in compliance with all CFA 

Institute Standards. 

 

No part of this report may be reproduced or published without the prior 

written consent from Evaluate Research Ltd. Please cite the source when 

quoting. 
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