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We are reiterating our investment thesis, rating and price target on Sun 
Hung Kai & Co Limited and believe the stock is trading at very attractive 
“deep value” levels.  As part of our ongoing effort to provide high quality, 
consistent and objective research coverage, we are issuing a 30-page 
“Updated Initiation Report” on the stock.  This report reassesses our 
overall thesis, and refreshes our original 38-page Initial Report from July 
2017, and makes it easier for new investors [and even existing] to 
understand the company and its prospects.  We have also been 
publishing regular Earnings Update Reports on them since July 2017. 
Evaluate Research remains the only company following Sun Hung Kai & 
Co., and while most research providers will not take the time and effort 
to reissue a very detailed Initiation Report, we believe it is important to 
have timely and updated research on all the companies we cover. 
 
The company reports 5 operating segments namely Consumer Finance, 
Principal Investments, Financial Services, Mortgage Loans and Group 
Management and Support. Of these, Consumer Finance and Principal 
Investments are the largest segments accounting for about 42% and 
37% of the company’s assets and 66% and 20% of its profit before tax, 
respectively in FY2018 [further details in the report below].  
 
The company’s performance for the first half ended June 2019 amidst a 
tough external market environment was commendable. The revenue 
increased marginally to HK$2,072mn in the first half of FY2019 as 
compared to HK$2,059mn in the same period last year despite protests 
in Hong Kong.  EPS rose by 5% to HK51.50 cents in 1H2019 vs. HK49.20 
cents during the corresponding period last year on account of share 
buybacks. Further, the company expects the 2019 full year profits to 
significantly increase due to gain on financial instruments during the 
year.  
  
Conclusion: HK$7.90 PT = 120% Upside 
We use a sum of the parts [SOTP] methodology to value SHK. We value 
the UAF [United Asia Finance] business at 1.1x 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$5.18 bn for SHK’s 63% stake in the business. We value the 
non UAF business at about 1.0x book value. Plus, the company also has 
a strong balance sheet with substantial amount of net cash and cash 
equivalents amounting to net cash of HK$1.7 per share. Together, the 
value of cash and the non-UAF business comes to about HK$11.46 bn. As 
a result, we arrive at a value of HK$16.64 bn for SHK which equals 
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HK$7.90 per share, an upside of about 120% over the current stock price of 
HK$3.6. Based on FY2018 reported numbers, our price target implies a Price 
to Tangible Book of 1.05x and P/E of 12.7x on our FY2019 earnings estimate 
of HK62 cents. 
 
0.47x P/B; 5.62x P/E 
SHK is currently trading at only 0.48x 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 FY2018 actual reported EPS is 7.7x vs. its 
5-year historical average ratio of 12.7x. Based on our FY2019 EPS forecast of 
HK62 cents, the P/E comes to 5.78x 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 FY2019 EPS estimate of HK62 
cents gives a stock price of HK$7.90, which is about 120% higher than the 
current stock price. 
 
7.0% 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 2018, SHK paid a total dividend of HK26 cents, implying a yield of 
7.0% and a comfortable payout ratio of about 56%. 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 
FY2019 earnings estimate of HK62 cents and payout ratio assumption of 38%, 
the expected dividend comes to HK26 cents implying a FY2018 dividend yield 
of 7.0% on the current stock price.   
 
On 27 June 2019, UAF completed the repurchase of ordinary shares from ORIX 
Asia Capital Limited, a minority shareholder which held 7.27% of the entire 
issued ordinary shares of UAF at a cash consideration of JPY10 billion. As a 
result, the Group’s beneficial equity interest in UAF increased from 58% to 
63%. UAF management believes that the share repurchase will improve the 
management and operational efficiency of UAF in implementing business 
decisions, developing strategies and enhancing the competitiveness of UAF. 
The repurchase is expected to be earnings accretive for the Group.  Thus, the 
repurchase has been accretive. 
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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 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 Instalment 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 instalment loans in which the borrower repays both principal and interest 
in monthly instalments. 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. 
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Company Description 
Sun Hung Kai & Co. Limited is an investment firm headquartered in Hong 
Kong. Since its foundation in 1969, the Group has owned and operated 
market-leading businesses in financial services. Leveraging on its heritage, 
experience and network, the company aims to generate long-term capital 
growth for its shareholders through a diverse yet complementary portfolio of 
businesses and investments in multi-asset classes. It is the major shareholder 
of leading consumer finance firm United Asia Finance, and a substantial 
shareholder of Everbright Sun Hung Kai. The Group currently has about 
HK$41 billion in total assets.  

 
The company reports 5 operating segments namely Consumer Finance, 
Principal Investments, Financial Services, Mortgage Loans and Group 
Management and Support. Of these, Consumer Finance and Principal 
Investments are the largest segments accounting for about 42% and 37% of 
the company’s assets and 66% and 20% of its profit before tax, respectively 
in FY2018. 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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Consumer Finance: Revenues Rise, Profits Decline in 2018 
The Consumer Finance segment reported a 9.6% YoY increase in revenue for 
FY2018.  Pre-tax contribution for the segment amounted to HK$1207.9 mn, 
representing a 16.4% YoY decline.  The decline came primarily due to an 
increase in bad and doubtful debts resulting from difficult credit conditions in 
China as the consolidation in the P2P market led to an abrupt drop in liquidity 
and lending resulting in many small and micro borrowers facing difficulties in 
acquiring and paying back loans.  In such conditions, the company maintained 
a prudent stance in approving loans and during our conversation with 
management, they mentioned that despite facing a high demand for loans, the 
company maintained stringent credit standards and had a loan approval rate 
of just 20% during the period.  To further enhance its lending standards and 
reduce charge-offs, the company launched a new automated credit scoring 
system in the second half of 2018 which combines UAF’s internal loan data 
with available big data and external credit information, enabling real-time, 
enhanced credit decisions for the company.  
 
In China, UAF continued with its O2O [Online to Offline] strategy in order to 
build a more scalable and robust business and continued its partnership with 
POS machine network operator All In Pay, following its earlier success with 
China Union Pay.  The company has originated a loan amount to the tune of 
HK$ 500 mn from the China Union Pay platform.  The company mentioned 
that it now processes the majority of its loans online which helped it to further 
consolidate its branch network in China and improve its cost-to-income ratio.  
The company closed down 41 China branches in FY2018 and had 95 total 
branches [HK: 49, China: 46] in operation at the end of the period.  We expect 
the company to further consolidate its operations and close down a few more 
branches in China over the coming period. 
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Mortgage Loans Business Reaches Satisfactory Scale 
The company’s Mortgage Loans business continued its solid growth and 
crossed the HK$3.85 bn mark in total loans at the end of FY2018, growing by 
81.6% from the FY2017 year-end value of HK$2.1 bn, while the pre-tax profit 
contribution from the segment increased to HK$114.1 mn from HK$35 mn last 
year.  Based on the latest Land Registry data, Sun Hung Kai Credit was the top 
ranked non-bank mortgage provider in terms of the number of new loans 
originated for first mortgages for the second year in a row.  The business has 
now reached a satisfactory scale with a solid market position and 
management mentioned to us that the loan book growth should moderate in 
the coming years and increasing profitability, improving capital efficiency and 
margins will be their main area of focus.  
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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 37% of its total assets and 20% of its pre-tax 
contribution in FY2018. 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 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. 
 
The Principal Investments segment was the main profit contributor during 
the period, generating an annual return of 5.7% amounting to HK$360.6 mn 
in pre-tax profits [67% YoY decline vs. HK$1,082.3 mn in FY2017].  The 
decline in profits came mainly due to mark-to-market losses in the company’s 
public investments portfolio as the US-China trade war and expectations of 
interest rate hikes led to volatile global market conditions.  The most 
significant contributions came from the company’s Private Equity, Private 
Credit and Real Estate portfolios which generated annual returns of 10.1%, 
13.5% and and 9.8%, respectively during the period, while the Public Equity 
and Public Credit investments generated an annual return of 5.7% and -0.8%, 
respectively. The value of the segment’s assets decreased to HK$15.2 bn, from 
HK$15.9 bn at the end of FY2018. The company continues to focus on the 
healthcare, technology and financial sectors in which it can leverage its 
knowledge and industry connections. 
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LSS Leasing 
LSS Leasing which has now completed three full years in operation has 
reached a steady level of profit in FY2018.  From being a traditional car leasing 
business, LSS Leasing has now evolved into a service and financial solutions 
oriented business that embraces new transportation models.  During the year, 
LSS Leasing formed a joint venture, Qiang Sheng smart-e, with Shanghai 
Qiangsheng Taxi providing car to management service to ride-sharing 
companies. Management plans to develop more such partnerships in the 
future, mainly in areas of ride-hailing and goods delivery platforms where 
market growth remains relatively favorable. 
 
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. 
Furthermore, an increase in the interest rate of the company’s borrowings due 
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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.  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 unfavourable 
the expected loan growth may not materialize.   
 
Unfavourable 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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Industry Specific Data 
The Hong Kong economy expanded further in 2018 but its year-on-year 
growth rate moderated successively from 4.6% in the first quarter to 1.3%. 
This dragged the full-year growth rate down to 3.0%, compared with 3.8% in 
2017. 
 

 
 
Credit Growth and Asset Quality Trends in the Industry  
The number of licensed money lenders rose from 779 in 2009 to 2,260 till 
August 2019 in Hong Kong. The number of lending platforms has dropped to 
less than 400 in 2019 from a peak of more than 3,500 in 2015 in China as can 
be seen in the chart below.  The acquisition rate of consumer finance services 
in China is relatively low as nearly 40 percent of adults had never had access 
to these services in 2017, according to the National Institution for Finance and 
Development (NIFD), a Chinese finance think tank. China's current consumer 
finance system mainly consists of commercial banks, licensed consumer 
finance firms and Internet consumer finance companies, according to the 
NIFD’s report. 

 



11 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Credit growth moderated in 2018 and total loans grew by 4.4% in 2018, 
compared with a growth of 16.1% in 2017 (Table 2).   The slowdown in loan 
growth was mainly due to a reduction in credit demand given the increasingly 
uncertain global economic and trade environment. Mainland-related lending 
grew by 1.4% to HK$4,249 billion at the end of 2018 slower than that in 2017.  
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The asset quality remained healthy in 2018 as retail banks’ classified loan 
ratio edged down from 0.56% at the end of 2017 to 0.50% at the end of 2018, 
well below the long-run historical average of 2.1% since 2000. For the banking 
industry as a whole, the classified loan ratio decreased from 0.68% to 0.55%.  
As for Mainland-related lending, retail banks’ classified loan ratio of such 
lending edged down to 0.63% in 2018 from 0.75%.  For the banking industry 
as a whole, the ratio decreased to 0.54% from 0.67% a year ago. 
 
Property Mortgage Lending Trends in the Industry 
Residential property prices reached a historical peak in July 2018, but showed 
signs of moderation in the second half of the year. The eight rounds of 
countercyclical macro-prudential measures, introduced by the HKMA since 
October 2009, have strengthened the resilience of the Hong Kong banking 
sector to cope with a possible downturn in the local property market. The 
average loan-to-value (LTV) ratio of new residential mortgage loans fell to 
46% in December 2018 from 64% in September 2009, before the 
countercyclical measures were first introduced. The average debt servicing 
ratio (DSR) also decreased to 34% in December 2018 from 41% in August 
2010, when a cap on DSR was first introduced (Chart below). 
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1H FY2019 Results 
 
Solid Results; Book Value +6% 
Sun Hung Kai reported a solid set of numbers for the first half ended June 2019 
amidst a tough external market environment. The revenue increased 
marginally to HK$2,072mn in the first half of FY2019 as compared to 
HK$2,059mn in the same period last year.  EPS rose by 5% to HK51.50 cents 
in 1H2019 vs. HK49.20 cents during the corresponding period last year on 
account of share buybacks. Importantly, book value per share increased +6% 
to HK$9.80, resulting in the stock trading at an extremely discounted “deep 
value” 0.3x price/book multiple.  The total pre-tax profit contribution 
increased by 1% with Consumer Finance being the biggest contributor to pre-
tax profit for the period increasing its contribution by 7% over the previous 
period. The Mortgage Loans business contributed to an increase in net profit 
by 40% compared to the first half of 2018 as it enjoyed operating leverage 
from an expanded scale of operations. The stellar rise in profit contribution 
from Mortgage Loans was offset by a 15% decline in profit from the Principal 
Investment segment to the tune of HK$580mn in the first half of FY2019 vs. 
HK$680mn in the first half of FY2018 as the US-China trade war led to volatile 
global market conditions which impacted the company’s public market 
investment portfolio. Although the Principal Investments portfolio reported a 
decline on a YoY basis, it has done well to report a positive pre-tax 
contribution from a pre-tax loss of -HK$319.4mn in the second half of FY2018 
[QoQ basis].   
 
Further Increase in Stake in UAF Business 
On 27 June 2019, UAF completed the repurchase of ordinary shares from ORIX 
Asia Capital Limited, a minority shareholder which held 7.27% of the entire 
issued ordinary shares of UAF at a cash consideration of JPY10 billion. As a 
result, the Group’s beneficial equity interest in UAF increased from 58% to 
63%. UAF management believes that the share repurchase will improve the 
management and operational efficiency of UAF in implementing business 
decisions, developing strategies and enhancing the competitiveness of UAF. 
The repurchase is expected to be earnings accretive for the Group. 
 
Consumer Finance: Profits Rise, Marginal Decline in Revenues 
The Consumer Finance segment reported a 7% YoY increase in pre-tax 
contribution for first half of FY2019 to HK$652 mn. The revenue for the first 
half of FY2019 came in at HK$1695mn representing a 2% YoY decline. The 
decline came primarily as a result of increased contribution from the Hong 
Kong loan book to 78% as compared to 70% in the same period last year. The 
lower average loan yield in Hong Kong generated lower revenues relative to 
the same period last year. The increased proportion of loans from Hong Kong 
also lead to an improvement in the overall charge off ratio from 8.3% in the 
first half of FY2018 to 7.2% in FY2019. The impairment and bad debts 
expenses also decreased to 6% of gross loan amount in first half of FY2019 
from 6.2% in the same period last year. The charge off ratio and the cost to 
income ratio reduced by 110 and 100 basis points respectively which 
indicates rise in operational efficiency combined with impairment and bad 
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debts expenses on the decline. The company looks well on track to show 
further improvement in these parameters going forward as it remains focused 
on profitable business growth.  
 
The United Asia Finance [UAF] Consumer Finance business in China continued 
to remain subdued as a result of challenging market conditions impacted by a 
regulatory crackdown on peer-to-peer [P2P] lending in the country.  While 
this crackdown has created short-term pressures, we believe that the 
resulting industry consolidation will be a long-term positive for the company.  
In May 2019, the Finance Supervisory Office of Shenzhen officially granted an 
online license to SHK’s subsidiary in Shenzhen, which enabled the company to 
extend online loan business to all cities without geographical limitation 
through a third-party internet platform.  The management continues to 
maintain its focus on long-term strategic goals by working to further enhance 
its lending standards, moving its business from offline to online to build a 
more robust and scalable Consumer Finance business and creating a 
diversified portfolio of assets in both financial services as well as multiple 
other asset classes.  
 
Hong Kong Consumer Finance Business 
The Hong Kong business continued to demonstrate its strength, leveraging its 
leading market position and the healthy job market during the period. UAF 
achieved satisfactory growth and profitability. Its gross loan book increased 
7% during the period to a new record high of HK$8.3 billion. The advertising 
campaign launched in the second half of 2018 in celebration of UAF’s 25th 
anniversary, coupled with a variety of branding campaigns and promotional 
offers both offline and online, yielded satisfactory results and business 
growth. 
 
Mainland China Consumer Finance Business 
The operating and economic environment in Mainland China remained 
challenging in the first half of 2019 due to the ongoing US-China trade war. 
Due to this the gross loan balance declined and UAF preferred to be 
conservative in its lending practices. The company maintained a prudent 
stance in approving loans and during our conversation with management, 
they mentioned that despite facing a high demand for loans, the company 
maintained stringent credit standards and had a loan approval rate of just 
20% in Mainland China during the period. The loan approval rate for Hong 
Kong continues to remain high to the tune of 80%. 
 
The company has already launched its new automated credit scoring system 
in the second half of 2018 to further enhance its lending standards and reduce 
charge-offs. It combines UAF’s internal loan data with available big data and 
external credit information, enabling real-time, enhanced credit decisions for 
the company.  
 
In China, UAF continued with its O2O [Offline to Online] strategy in order to 
build a more scalable and robust business. The company mentioned that it 
continues to process majority of its loans online which helped it to further 
consolidate its branch network in China and improve its cost-to-income ratio. 
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The company closed down 15 China branches in the first half of FY2019 and 
had 80 total branches [HK: 49, China: 31] in operation at the end of the period.  
While we expect the company to continue consolidating its operations and 
close down a few more branches in China if the need arises over the coming 
period, it does appear SHK is now close to its desired branch structure in 
China. 
 
Mortgage Loans Business Growth Continues to Impress 
The company’s Mortgage Loans business continued its solid growth at the end 
of first half of FY2019, growing by 39% to HK$150mn from the first half of 
FY2018 year-end value of HK$108mn. The pre-tax profit contribution from 
the segment also increased by 40% to HK$68.5mn from HK$48.8mn last year. 
Based on the latest Land Registry data, Sun Hung Kai Credit was the top 
ranked non-bank mortgage provider in terms of the number of new loans 
originated for first mortgages for the second year in a row. The business has 
now reached a satisfactory scale with a solid market position and 
management mentioned to us that the loan book growth should moderate in 
the coming years and increasing profitability, improving capital efficiency and 
margins will be their main area of focus. 
 
Principal Investments Recovers 
For the first half of 2019, the six-month gross return on the average assets for 
the segment was 6%, compared to 6.1% for the first half of 2018. Taking into 
account operating expenses and funding cost allocation, the segment 
contributed HK$580.4 million to pre-tax profit, a decrease of 15% from 
HK$680.4 million achieved in the first half of 2018. The decline in profits came 
mainly due to mark-to-market losses in the company’s public investments 
portfolio as the US-China trade war led to volatile global market conditions. 
Markets rebounded in the first half of 2019 on the back of positive signs on 
US-China trade talks and the accommodative monetary policy stance in major 
economies. The Fed’s pivot to pause its cycle of interest rate hikes in early 
2019 coupled with signs of stimulus measures and some stabilization in 
economic data in China and other developed markets supported global 
equities. However, the broader optimism on the trade issue reversed in May, 
when the re-escalation of trade tensions between the US and China, a 
slowdown in global growth and a deceleration in earnings expectations for 
2019 dampened investor confidence. This caused a volatile May especially for 
Hong Kong and Japanese markets, giving back the majority first quarter gains 
in a matter of weeks. 
 
The most significant contributions came from the company’s Public Credit, 
Private Equity, Public Equity and Private Credit portfolios which generated six 
month returns of 12.6%, 7.8%, 6.6% and 5.6%, respectively during the period, 
while the real estate investments generated a six month return of -0.7%. The 
value of the segment’s assets increased to HK$14.35bn, from HK$13.47bn at 
the end of FY2018. The company continues to focus on the healthcare, 
technology and financial sectors in which it can leverage its knowledge and 
industry connections. 
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LSS Leasing 
LSS Financial Leasing [Shanghai] Limited [LSS Leasing] is a B2B and B2C auto 
leasing business in Mainland China. The industry environment continued to 
be unfavourable during the period, with an overall decline in auto sales and 
production and a rising interest rate environment in China as government 
continue to deleverage which presented challenges to LSS Leasing. Against 
this backdrop, LSS Leasing has started to tap into the ride-hailing and goods 
delivery companies as a provider of comprehensive financial and 
management services. As such, partnerships were formed with leading 
platforms such as Lalamove. Its Qiangsheng Smart-e joint venture is a 
partnership formed with Shanghai Qiangsheng Taxi in October 2018 to 
provide services to ride-sharing companies. LSS Leasing has started to work 
with several first-class online-hailing platforms such as Didi, Xiangdao and 
Caocao. From being a traditional car leasing business, LSS Leasing has now 
evolved into a service and financial solutions oriented business that embraces 
new transportation models. Management plans to develop more such 
partnerships in the future, mainly in areas of ride-hailing and goods delivery 
platforms where market growth remains relatively favorable. 
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5 Year Price Chart 
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Income Statement (HK$ million) 1H2018 2H2018 1H2019 2H2019E 1H2020E 2H2020E 1H2021E 2H2021E 

Revenue 2,059 2,117.0 2,071.6 2,260.3 2,249.8 2,333.7 2,416.2 2,504.6 

y/y   0.63% 6.8% 8.6% 3.2% 7.4% 7.3% 

q/q   -2.14% 9.11% -0.47% 3.73% 3.54% 3.66% 

Direct costs and brokerage costs -67 -73.2 -62.5 -45.8 -57.3 -57.3 -61.5 -61.5 

Bad and doubtful debts/ Net impairment losses on financial instruments -442.4 -459.3 -459.9 -494.8 -371.2 -360.3 -374.5 -357.0 

as a % of sales -21.5% -21.7% -22.2% -21.9% -16.5% -15.4% -15.5% -14.3% 

Other gains 207.2 201.7 21.2 197.0 112.5 114.4 108.7 127.3 

as a % of sales 10.1% 9.5% 1.0% 8.7% 5.0% 4.9% 4.5% 5.1% 

Selling, General & Admin Expense -719.4 -607.0 -666.5 -763.0 -672.7 -794.5 -724.9 -803.0 

as a % of sales 34.9% 28.7% 32.2% 33.8% 29.9% 34.0% 30.0% 32.1% 

Other Operating expenses -0.8 -0.8 -0.6 -0.4 -0.4 -0.2 -0.5 0.0 

as a % of sales 0.04% 0.04% 0.03% 0.02% 0.02% 0.01% 0.02% 0.00% 

Operating Income 1,036.5 1,178.4         903.3       1,153.2       1,260.6       1,235.9       1,363.6       1,410.3  

y/y   -12.9% -2.1% 39.6% 7.2% 8.2% 14.1% 

Operating margin (%) 50.3% 55.7% 43.6% 51.0% 56.0% 53.0% 56.4% 56.3% 

Interest Expense -294.5 -372.3 -374.9 -373.2 -382.5 -382.5 -391.3 -391.3 

Interest income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Equity in (losses)income of affiliates 34.5 0.1 50.3 4.9 28.7 28.7 29.8 29.8 

Other recurring (expenses)/income 608.7 -360.1 822.3 -172.3 357.5 357.5 393.3 393.3 

Amortization of intangibles 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 

Other non recurring (expenses) income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Pretax Income (reported) 1,385.2 446.1 1,401.0 612.6 1,264.3 1,239.6 1,395.4 1,442.1 

y/y   1.1% 37.3% -9.8% 102.4% 10.4% 16.3% 

Pretax Income (adjusted) 1385.2 446.1 1401.0 612.6 1264.3 1239.6 1395.4 1442.1 

y/y   1.1% -56.3% 106.4% -2.0% 12.6% 3.3% 

  - Income Tax Expense -112.6 -108.1 -140.6 -121.2 -177.0 -173.5 -195.4 -201.9 

effective tax rate (%) 8.1% 24.2% 10.0% 19.8% 14.0% 14.0% 14.0% 14.0% 

  - Minority Interests -214.6 -212.2 -231.5 -271.9 -300.5 -300.5 -326.3 -326.3 

Income Before XO Items 1058.0 125.8 1028.9 219.5 786.9 765.6 873.7 913.9 

y/y   -2.8% 74.5% -23.5% 248.7% 11.0% 19.4% 

  - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net Income (reported) 1058.0 125.8 1028.9 219.5 786.9 765.6 873.7 913.9 

y/y   -2.8% 74.5% -23.5% 248.7% 11.0% 19.4% 

Exceptional (L)G 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Net Income (adjusted) 1,058.0 125.8 1,028.9 219.5 786.9 765.6 873.7 913.9 

y/y   -2.8% 74.5% -23.5% 248.7% 11.0% 19.4% 

Basic EPS (reported) 0.49 0.06 0.515 0.11 0.39 0.38 0.44 0.46 

Basic EPS (adjusted) 0.49 0.06 0.515 0.11 0.39 0.38 0.44 0.46 

         

Basic Weighted Avg Shares 2,150.90 2,150.90 1,999.5 1,999.5 1,999.5 1,999.5 1,999.5 1,999.5 

         

Diluted EPS (reported) 0.491 0.06 0.514 0.11 0.39 0.38 0.44 0.46 

y/y   4.5% 87.5% -23.5% 248.7% 11.0% 19.4% 

Diluted EPS (adjusted) 0.491 0.06 0.514 0.11 0.39 0.38 0.44 0.46 

y/y   4.5% 87.5% -23.5% 248.7% 11.0% 19.4% 

Diluted Weighted Avg Shares 2,152.90 2,152.90 2,003.7 2,003.7 2,003.7 2,003.7 2,003.7 2,003.7 
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Income Statement (HK$ million) CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 
CAGR (2018-

23) 

Revenue 
         
4,575.5  

         
5,251.2  

         
4,174.1  

           
3,511.3  

            
3,795.6  

           
4,175.7  

           
4,331.9  

           
4,583.5  

           
4,920.8  

           
5,210.1  

           
5,483.7  6% 

y/y 22.9% 14.8% -20.5% -15.9% 8.1% 10.0% 3.7% 5.8% 7.4% 5.9% 5.3%  
Direct costs and brokerage costs -340.0 -343.5 -114.0 -88.0 -108.2 -140.0 -108.3 -114.6 -123.0 -130.3 -137.1  
Bad and doubtful debts/ Net impairment losses on financial 
instruments -589.9 -798.3 -1570.9 -895.7 -386.7 -901.7 -954.7 -731.5 -731.6 -706.5 -743.0  
as a % of sales -12.9% -15.2% -37.6% -25.5% -10.2% -21.6% -22.0% -16.0% -14.9% -13.6% -13.6%  
Other gains 103.8 208.8 71.6 178.9 142.5 209.8 218.2 226.9 236.0 245.4 255.3  
as a % of sales 2.3% 4.0% 1.7% 5.1% 3.8% 5.0% 5.0% 5.0% 4.8% 4.7% 4.7%  
Selling, General & Admin Expense -1,595.7 -1,864.4 -1,460.2 -1,278.6 -1,353.7 -1,326.4 -1,429.5 -1,467.2 -1,527.9 -1,585.4 -1,635.2  
as a % of sales 34.9% 35.5% 35.0% 36.4% 35.7% 31.8% 33.0% 32.0% 31.0% 30.4% 29.8%  
Other Operating expenses -55.1 -16.4 -702.5 -142.8 -177.7 -1.6 -1.0 -0.7 -0.4 -0.3 -0.2  
as a % of sales 1.2% 0.3% 16.8% 4.1% 4.7% 0.0% 0.02% 0.0% 0.0% 0.0% 0.0%  

Operating Income 
         

2,098.6  
         

2,437.4  
            

398.1  
           

1,285.1  
            

1,911.8  
           

2,015.8  
           

2,056.5  
           

2,496.5  
           

2,773.9  
           

3,033.1  
           

3,223.4  10% 
y/y 22.5% 16.1% -83.7% 222.8% 48.8% 5.4% 2.0% 21.4% 11.1% 9.3% 6.3%  
Operating margin (%) 45.9% 46.4% 9.5% 36.6% 50.4% 48.3% 47.5% 54.5% 56.4% 58.2% 58.8%  
Interest Expense -400.5 -455.1 -478.8 -488.3 -544.3 -666.8 -748.1 -764.9 -782.6 -801.2 -820.6  
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 18.6 42.8 40.8 -54.8 30.9 34.6 55.2 57.4 59.7 62.1 64.5  
Other recurring (expenses)/income 3.5 132.3 1,013.1 759.6 1,102.5 248.6 650.0 715.0 786.5 865.2 951.7  
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 0.0 107.6 199.1 0.0 0.0 0.0 0.0 0.0  
Pretax Income (reported) 1,720.2 2,157.4 973.2 1,501.6 2,608.5 1,831.3 2,013.6 2,503.9 2,837.5 3,159.1 3,418.9 13% 
y/y 1.2% 25.4% -54.9% 54.3% 73.7% -29.8% 10.0% 24.4% 13.3% 11.3% 8.2%  
Pretax Income (adjusted) 1720.2 2157.4 973.2 1501.6 2500.9 1632.2 2013.6 2503.9 2837.5 3159.1 3418.9 16% 
y/y 1.2% 25.4% -54.9% 54.3% 66.5% -34.7% 23.4% 24.4% 13.3% 11.3% 8.2%  
  - Income Tax Expense -260.3 -359.2 -83.7 -131.9 -294.6 -220.7 -261.8 -350.6 -397.2 -442.3 -478.6  
effective tax rate (%) 15.1% 16.6% 8.6% 8.8% 11.3% 12.1% 13.0% 14.0% 14.0% 14.0% 14.0%  
  - Minority Interests -408.3 -469.8 -221.8 -260.1 -489.6 -426.8 -503.4 -600.9 -652.6 -726.6 -786.3 13% 
Income Before XO Items 1051.6 1328.4 667.7 1109.6 1824.3 1183.8 1248.4 1552.4 1787.6 1990.3 2153.9 13% 
y/y 1.5% 26.3% -49.7% 66.2% 64.4% -35.1% 5.5% 24.4% 15.1% 11.3% 8.2%  
  - Extraordinary Loss Net of Tax 0.0 0.0 3228.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Net Income (reported) 1051.6 1328.4 3896.5 1109.6 1824.3 1183.8 1248.4 1552.4 1787.6 1990.3 2153.9 13% 
y/y 1.5% 26.3% 193.3% -71.5% 64.4% -35.1% 5.5% 24.4% 15.1% 11.3% 8.2%  
Exceptional (L)G 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00  
Net Income (adjusted) 1,051.6 1,328.4 667.7 1,109.6 1,716.7 984.7 1,248.4 1,552.4 1,787.6 1,990.3 2,153.9 17% 
y/y 1.5% 26.3% -49.7% 66.2% 54.7% -42.6% 26.8% 24.4% 15.1% 11.3% 8.2%  
Basic EPS (reported) 0.49 0.62 1.74 0.50 0.84 0.56 0.62 0.78 0.89 1.00 1.08  
Basic EPS (adjusted) 0.49 0.62 0.30 0.50 0.79 0.47 0.62 0.78 0.89 1.00 1.08  

             
Basic Weighted Avg Shares 2,127.7 2,152.5 2,241.4 2,207.8 2,172.5 2,107.8 1,999.5 1,999.5 1,999.5 1,999.5 1,999.5  

             
Diluted EPS (reported) 0.49 0.62 1.74 0.50 0.84 0.56 0.62 0.77 0.89 0.99 1.07 14% 
y/y 1.1% 24.9% 181.7% -71.1% 67.0% -33.2% 11.0% 24.4% 15.1% 11.3% 8.2%  
Diluted EPS (adjusted) 0.49 0.62 0.30 0.50 0.79 0.47 0.62 0.77 0.89 0.99 1.07 18% 
y/y 1.1% 24.9% -51.7% 68.7% 57.2% -40.9% 33.5% 24.4% 15.1% 11.3% 8.2%  
Diluted Weighted Avg Shares 2,127.7 2,152.5 2,241.4 2,207.8 2,173.5 2,109.8 2,003.7 2,003.7 2,003.7 2,003.7 2,003.7  
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Reference Items CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 

EBITDA 2195.2 2539.8 484.1 1346.7 1968.9 2071.4 2118.8 2565.4 2850.0 3116.7 3314.9 

Dividends per Share 0.22 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 

Dividend payout ratio 44.5% 42.1% 87.3% 51.7% 32.9% 55.7% 41.7% 33.6% 29.1% 26.2% 24.2% 

Dep & Amor. 96.6 102.4 86.0 61.6 57.1 55.6 62.3 68.9 76.1 83.6 91.6 

as a % of sales 2.1% 2.0% 2.1% 1.8% 1.5% 1.3% 1.4% 1.5% 1.5% 1.6% 1.7% 

as a % of gross fixed assets 18.3% 14.9% 11.6% 9.1% 8.0% 7.3% 7.3% 7.3% 7.3% 7.3% 7.3% 

            

Balance Sheet (HK$ million) CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 

Assets            

  + Cash & Near Cash Items 3,738.5 5,044.6 7,149.0 6,452.2 2,911.4 4,995.9 3,992.6 3,458.0 3,461.0 3,888.6 4,665.1 

  + Short-Term Investments 663.5 924.4 2,245.9 2,979.1 6,188.4 4,378.6 5,035.4 5,639.6 6,181.0 6,655.7 7,064.7 

  + Accounts & Notes Receivable 6,539.3 7,682.7 2,008.1 3,679.8 3,549.3 3,323.9 4,125.3 4,364.9 4,686.1 4,961.6 5,222.1 

  +Loans and advances 6,603.0 8,083.3 6,080.7 5,752.2 7,718.1 9,048.2 10,067.0 10,960.9 11,671.5 12,357.5 13,014.8 

  + Other Current Assets 6.4 11.8 128.3 66.4 149.0 102.1 104.1 106.2 108.3 110.5 112.7 

Total Current Assets 17,550.7 21,746.8 17,612.0 18,929.7 20,516.2 21,848.7 23,324.5 24,529.6 26,107.9 27,974.0 30,079.4 

  + Long-Term Investments 1,710.9 2,000.3 6,116.1 6,359.3 8,457.5 9,783.5 10,174.8 10,581.8 11,005.1 11,445.3 11,903.1 

    + Gross Fixed Assets 578.6 796.4 689.0 669.7 761.1 772.6 859.2 950.9 1,049.3 1,153.5 1,263.2 

    - Accumulated Depreciation -293.5 -348.9 -210.3 -247.8 -304.9 -360.5 -422.8 -491.7 -567.8 -651.5 -743.0 

  + Net Fixed Assets 285.1 447.5 478.7 421.9 456.2 412.1 436.4 459.2 481.5 502.1 520.2 

L-T accounts receivable 1,131.8 1,468.2 1604.2 359.9 505.8 56.0 58.8 61.7 64.8 68.1 71.5 

  + Other Long-Term Assets 315.2 422.7 548.3 701.5 654.0 733.9 763.3 793.8 825.5 858.6 892.9 

  + Goodwill & other Intangible Assets 3,369.9 3,366.9 3,268.5 3,267.4 3,266.6 3,274.2 3,274.2 3,274.2 3,274.2 3,274.2 3,274.2 

Loans and advances 3,440.5 3,308.4 2,741.3 2,521.2 3,565.9 4,575.7 4,314.4 4,697.5 5,002.1 5,296.1 5,577.8 

Total Long-Term Assets 10,253.4 11,014.0 14,757.1 13,631.2 16,906.0 18,835.4 19,022.0 19,868.3 20,653.2 21,444.3 22,239.6 

Total Assets 27,804.1 32,760.8 32,369.1 32,560.9 37,422.2 40,684.1 42,346.5 44,397.9 46,761.2 49,418.3 52,319.1 

             

Liabilities & Shareholders' Equity     10,122.2 12,999.1 16,199.6 16,559.1 16,936.6 17,333.0   

  + Accounts Payable 1,866.5 2,819.8 281.3 239.1 329.1 236.9 284.4 300.9 323.0 342.0 360.0 

  + Short-Term Borrowings 2,801.6 3,905.2 2,088.7 4,357.1 4,346.9 7,190.5 7,550.0 7,927.5 8,323.9 8,740.1 9,177.1 

  + Other Short-Term Liabilities 274.0 322.2 409.9 348.2 513.8 1,225.4 1,249.9 1,274.9 1,300.4 1,326.4 1,352.9 

Total Current Liabilities 4,942.1 7,047.2 2,779.9 4,944.4 5,189.8 8,652.8 9,084.3 9,503.3 9,947.3 10,408.5 10,890.0 

  + Long-Term Borrowings 5,780.9 6,833.2 7,805.7 5,765.1 8,652.2 9,009.1 9,009.1 9,009.1 9,009.1 9,009.1 9,009.1 

  + Other Long-Term Liabilities 261.8 213.1 192.7 195.6 181.7 177.1 177.1 177.1 177.1 177.1 177.1 

Total Liabilities 10,984.8 14,093.5 10,778.3 10,905.1 14,023.7 17,839.0 18,270.5 18,689.5 19,133.5 19,594.7 20,076.2 

  + 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 424.7 8,752.3 8,752.3 8,752.3 8,752.3 8,752.3 8,752.3 8,752.3 8,752.3 8,752.3 8,752.3 

  + Retained Earnings & Other Equity 12,977.4 6,174.7 9,255.3 9,324.7 10,674.4 10,286.9 11,014.4 12,045.8 13,312.5 14,781.8 16,414.7 

Total Shareholders' Equity 13,402.1 14,927.0 18,007.6 18,077.0 19,426.7 19,039.2 19,766.7 20,798.1 22,064.8 23,534.1 25,167.0 

  + Minority Interest 3,417.2 3,740.3 3,583.2 3,578.8 3,971.8 3,805.9 4,309.3 4,910.2 5,562.9 6,289.5 7,075.8 

Total Liabilities & Equity 27,804.1 32,760.8 32,369.1 32,560.9 37,422.2 40,684.1 42,346.5 44,397.9 46,761.2 49,418.3 52,319.1 
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Cash Flow (HK$ million) CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 

  + Net Income 1,720.2 2,157.4 4,118.3 1,369.7 1,824.3 1,183.8 1,248.4 1,552.4 1,787.6 1,990.3 2,153.9 

  + Depreciation & Amortization 96.6 102.4 86.0 61.6 57.1 55.6 62.3 68.9 76.1 83.6 91.6 

  + Other Non-Cash Adjustments -1,195.2 -1,204.4 -7,696.2 577.2 489.6 -537.6 503.4 600.9 652.6 726.6 786.3 

  + Changes in Working Capital -1,763.9 -1,627.6 5,109.9 -1,385.2 -2,853.0 -998.4 -1,491.9 -1,480.0 -1,293.9 -1,215.9 -1,160.6 

Cash From Operating Activities -1,142.3 -572.2 1,618.0 623.3 -482.0 -296.6 322.2 742.3 1,222.4 1,584.6 1,871.2 

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

  + Capital Expenditures -118.6 -206.0 -77.8 -28.8 -91.4 -11.5 -86.6 -91.7 -98.4 -104.2 -109.7 

  + Increase in Investments -222.0 -395.0 -2,297.1 -253.3 -5,260.0 403.9 -1,077.5 -1,041.8 -996.4 -947.9 -901.1 

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

  + Other Investing Activities -426.0 -153.1 4,039.7 -139.1 193.1 -7.6 0.0 0.0 0.0 0.0 0.0 

Cash From Investing Activities -750.9 -688.2 1,854.6 -330.8 -5,158.3 384.8 -1,164.1 -1,133.4 -1,094.8 -1,052.1 -1,010.8 

  + Dividends Paid -624.7 -589.7 -811.3 -642.0 -567.3 -548.5 -521.0 -521.0 -521.0 -521.0 -521.0 

  + Change in Short-Term Borrowings -1,936.0 -777.7 -3,224.4 -2,486.0 -10.2 2,843.6 359.5 377.5 396.4 416.2 437.0 

  + Increase in Long-Term Borrowing 3,021.4 3,419.5 2,570.9 2,826.7 2,887.1 356.9 0.0 0.0 0.0 0.0 0.0 

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

  + Increase in Capital Stocks 0.0 1,002.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Decrease in Capital Stocks -206.6 -169.7 -134.7 -169.9 -196.2 -651.1 0.0 0.0 0.0 0.0 0.0 

  + Other Financing Activities 201.7 -47.4 0.0 0.0 -13.9 -4.6 0.0 0.0 0.0 0.0 0.0 

Cash from Financing Activities 259.9 2,358.3 -1,770.1 -606.3 2,099.5 1,996.3 -161.4 -143.5 -124.6 -104.8 -84.0 

Effect of Exchange Rate Changes 48.7 -29.6 -106.1 -139.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net Changes in Cash -1,584.6 1,068.3 1,596.4 -453.1 -3,540.8 2,084.5 -1,003.3 -534.6 3.0 427.7 776.5 

Opening cash     6,452.2 2,911.4 4,995.9 3,992.6 3,458.0 3,461.0 3,888.6 

Closing cash     2,911.4 4,995.9 3,992.6 3,458.0 3,461.0 3,888.6 4,665.1 
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Ratio Analysis CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 

Growth Ratios %            

Revenue 22.9% 14.8% -20.5% -15.9% 8.1% 10.0% 3.7% 5.8% 7.4% 5.9% 5.3% 

EBITDA 21.0% 15.7% -80.9% 178.2% 46.2% 5.2% 2.3% 21.1% 11.1% 9.4% 6.4% 

Operating Income 22.5% 16.1% -83.7% 222.8% 48.8% 5.4% 2.0% 21.4% 11.1% 9.3% 6.3% 

Net income reported 1.5% 26.3% 193.3% -71.5% 64.4% -35.1% 5.5% 24.4% 15.1% 11.3% 8.2% 

Net income adjusted 1.5% 26.3% -49.7% 66.2% 54.7% -42.6% 26.8% 24.4% 15.1% 11.3% 8.2% 

Diluted EPS reported 1.1% 24.9% 181.7% -71.1% 67.0% -33.2% 11.0% 24.4% 15.1% 11.3% 8.2% 

Diluted EPS adjusted 1% 25% -52% 69% 57% -41% 33% 24% 15% 11% 8% 

 

Per Share Data (HK$) CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 

Basic EPS (adjusted) 0.49 0.62 0.30 0.50 0.79 0.47 0.62 0.78 0.89 1.00 1.08 

Diluted EPS (adjusted) 0.49 0.62 0.30 0.50 0.79 0.47 0.62 0.77 0.89 0.99 1.07 

Dividend per share (DPS) 0.22 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 

Book Value per share (BVPS) 4.72 5.37 6.58 6.71 7.44 7.47 8.23 8.75 9.38 10.11 10.93 

            

Margins (%)            

Operating Margin 45.9% 46.4% 9.5% 36.6% 50.4% 48.3% 47.5% 54.5% 56.4% 58.2% 58.8% 

EBITDA Margin 48.0% 48.4% 11.6% 38.4% 51.9% 49.6% 48.9% 56.0% 57.9% 59.8% 60.5% 

Pre-Tax Margin (adjusted) 37.6% 41.1% 23.3% 42.8% 65.9% 39.1% 46.5% 54.6% 57.7% 60.6% 62.3% 

Net Income Margin (adjusted) 23.0% 25.3% 16.0% 31.6% 45.2% 23.6% 28.8% 33.9% 36.3% 38.2% 39.3% 

            

Return Ratios            

Dupont ROE (%) 7.8% 8.9% 3.7% 6.1% 8.8% 5.2% 6.3% 7.5% 8.1% 8.5% 8.6% 

Margin (%) 23.0% 25.3% 16.0% 31.6% 45.2% 23.6% 28.8% 33.9% 36.3% 38.2% 39.3% 

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

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

Return on Assets 3.8% 4.1% 2.1% 3.4% 4.6% 2.4% 2.9% 3.5% 3.8% 4.0% 4.1% 

Return on Capital Employed 9.2% 9.5% 1.3% 4.7% 5.9% 6.3% 6.2% 7.2% 7.5% 7.8% 7.8% 

Return on Invested Capital 4.8% 5.2% 2.4% 3.9% 5.3% 2.8% 3.4% 4.1% 4.5% 4.8% 5.0% 

Net Cash calculation (mn HK$)            

Cash + short term investments + long term 
investments 6,373.8 9,290.8 16,244.2 18,999.9 15,747.5 19,814.8 19,807.1 20,220.9 21,121.8 22,398.6 16,568.3 

Less: long term debt + ST debt -8,582.5 -10,738.4 -9,894.4 -10,122.2 -12,999.1 -16,199.6 -16,559.1 -16,936.6 -17,333.0 -17,749.2 -18,186.2 

Net Cash -2,208.7 -1,447.6 6,349.8 8,877.7 2,748.4 3,615.2 3,247.9 3,284.2 3,788.8 4,649.4 -1,617.9 

Net cash per share -1.0 -0.7 2.8 4.0 1.3 1.7 1.6 1.6 1.9 2.3 -0.8 
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Valuation ratio's CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 

P/B 0.92 1.10 0.78 0.54 0.48 0.48 0.44 0.41 0.38 0.36 0.33 

P/E 8.74 9.59 17.12 7.16 4.56 7.71 5.78 4.65 4.04 3.62 3.35 

P/S 2.01 2.43 2.74 2.05 1.90 1.73 1.67 1.57 1.47 1.38 1.32 

EV/sales 4.85 3.38 4.28 5.08 4.70 4.27 4.12 3.89 3.63 3.43 3.25 

EV/EBITDA 10.10 6.99 36.86 13.25 9.06 8.62 8.42 6.96 6.26 5.73 5.38 

EV/EBIT 10.57 7.29 44.83 13.89 9.33 8.85 8.68 7.15 6.43 5.88 5.54 

Dividend Yield (%) 6.11% 7.22% 7.22% 7.22% 7.22% 7.22% 7.22% 7.22% 7.22% 7.22% 7.22% 

Leverage Ratios CY 2013 CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 CY 2019E CY 2020E CY 2021E CY 2022E CY 2023E 

Debt / equity 64% 72% 55% 56% 67% 85% 84% 81% 79% 75% 72% 

Net cash (debt) / equity -16% -10% 35% 49% 14% 19% 16% 16% 17% 20% -6% 

Net cash (debt) / mkt cap -17% -13% 88% 123% 38% 50% 45% 46% 53% 64% -22% 

Net cash (debt) / capital -10% -6% 23% 31% 8% 10% 9% 9% 10% 11% -4% 

Interest coverage [EBIT] 5.2 5.4 0.8 2.6 3.5 3.0 2.7 3.3 3.5 3.8 3.9 

            

Earnings Quality Ratios            

Net operating assets/liab [NOA]         21,000          23,437            22,090            22,347            27,298            29,670            31,607            33,547         35,319         37,028         38,699  

Average NOA         19,495          22,218            22,764            22,219            24,822            28,484            30,639            32,577         34,433         36,174         37,864  

B/S accrual ratio 0.15 0.11 -0.06 0.01 0.20 0.08 0.06 0.06 0.05 0.05 0.04 

CF accurual ratio 0.15 0.12 -0.12 0.04 0.30 0.03 0.07 0.06 0.05 0.04 0.03 

            

Enterprise Value Calculation CY 2014 CY 2015 CY 2016 Current        

Market Cap. 12,743 11,431 10,597             7,213         

+ Minority Interest 3,740 3,583 3,579 3,806        

+Total Debt (ST & LT Debt) 10,738 9,894 10,122 16,200        

- Cash & Equivalents 5,045 7,149 6,452 4,996        

Enterprise Value 22,177 17,760 17,846 22,223        
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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. 

 

Copyright 2015 Evaluate Research Limited. All rights reserved. 
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