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Solid EPS Growth +23%; BV +12%, Investment Management +65% 
Sun Hung Kai & Co. reported a solid set of numbers for the FY2020 
amidst a tough external market environment with net profit much ahead 
of our expectations. The EPS rose by a staggering 23% to HK128.30 cents 
in FY2020 vs. HK104.40 cents during the corresponding period last year 
on account of share buybacks and a sharp increase in net profit. The 
sharp increase in net profit was a result of a 65% gain in the pre-tax 
contribution from the Investment Management business. The Consumer 
Finance and Mortgage Loans businesses also delivered on the expected 
lines of maintaining stable profitability in the year 2020. Importantly, 
book value per share increased +12% to HK$11.40, resulting in the stock 
trading at an extremely discounted “deep value” 0.37x price/book 
multiple. The revenue declined modestly by only 3.8% to HK$4,057 mn 
in FY2020 as compared to HK$4,217 mn in the same period last year, 
despite the impact being very severe in the overall financial services 
industry in Hong Kong and China. (More details below) 
 
Launch of Three Partnerships for the Funds Management Platform 
2020 marked a milestone of the company’s five-year transformation 
from a securities house to an alternative investment platform after it 
completed the disposal of its stake in Everbright Sun Hung Kai Securities.  
 
Built on the success of the Investment Management business, the 
company has established an Alternatives Funds Management 
platform, with a focus on expanding capabilities to manage external 
capital. This will generate additional revenue streams and further 
diversify the products base and strategies to benefit the company in 
the long run.  
 
The Funds Management platform now established has committed and 
launched three partnerships to date. The first with East Point Asset 
Management and the launch of their first fund, an APAC Equity 
Long/Short Fund. This involved a transition of an internally managed 
strategy and team. The second was a partnership with E15VC to launch 
a global venture capital technology fund and third is a partnership with 
ActusRay Partners to launch a discretionary probabilistic investing fund 
focused on Europe. (More details below) 
 
The company now has a strong pipeline of partnerships and fund 
launches planned for 2021 covering various strategies including Real 
Estate Lending, Fund of Hedge Funds, Crypto, Equity Long/Short and 
Index Arbitrage. 
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Fundamentals Remain Strong Amidst Uncertainty, Dividend Pay-out at 
20.3% 
For FY2020, overall finance costs increased by a modest 3.8% to HK$807 mn 
on account of an increase in borrowings. The total net impairment losses from 
loans and advances to customers increased because of the pandemic by 2.7% 
to HK$1,053 mn. The impairment losses have however reduced drastically in 
the second half of FY2020 as compared to the first half where they rose by 
27%, suggesting that the worst may be over for loan losses. With finance and 
operating costs expected to remain stable in the first half of FY2021, any 
further recovery in the consumer finance business would aid profitability 
going forward. The company was successful in maintaining healthy levels of 
liquidity in its operations in addition to reporting a significant rise in 
profitability.  
 
The results for FY2020 reflect a solid performance primarily as a result of a 
resilient Consumer Finance business in Hong Kong and Mainland China where 
other companies are witnessing losses along with a liquidity crunch.  The 
results demonstrate that the company’s core financing business continues to 
provide stable returns and strong cash flows. The Investment Management 
business is now beginning to generate new income streams and opportunities 
for increased returns. We expect the Consumer Finance business to contribute 
to the steady growth in revenues and profitability for the company and a 
greater focus on the Investment Management business would continue to 
generate significant profitability going forward.  
 
Amidst the ongoing uncertainty the company has declared an annual dividend 
of HK14 cents, together with the interim dividend of HK12 cents, with the total 
dividend per share amounting to HK26 cents for 2020, representing a pay-out 
ratio of 20.3% (excluding share buybacks), resulting in a high 7.1% current 
dividend yield. During the year, the company repurchased 16.5 mn shares for 
a total consideration of HK$53.0 mn with an expectation to continue 
repurchasing shares in the near future as a part of its long-term strategy. 
 
SHK’s balance sheet remains strong, with shareholders’ equity comprising 
58.6% of all liabilities.  Net gearing is modest at only 41.4%, and the current 
ratio is 2.5x.  The total cash has also increased by 27% to HK$7.25 bn since 
December 2019.  Low levels of gearing has resulted in a healthy interest 
coverage ratio of 5.0x in FY2020. The company sees no need to borrow further 
in the near term in the ongoing volatile market conditions, as the liquidity 
position continues to remain comfortable. The company’s BS and the 
Investment Management business are consistent with the company’s stated 
“cautious” and prudent outlook to financial markets and the overall economy. 
We believe this posture is appropriate, especially in light of the ongoing 
coronavirus pandemic and EM equity and currency volatility. 
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HK$7.90 PT = 120% Upside  
The stock is currently trading at just 0.34x tangible P/B and at 2.6x P/E on 
our FY2021 earnings estimate.  We use a sum of the parts [SOTP] 
methodology to value SHK.  We value the UAF [United Asia Finance] 
business at 0.85x tangible loan book value taking into account the high net 
interest margin resulting in higher ROE and strong 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 including Investment Management and 
Mortgage Loans at about 1.0x book value.  Plus, the company also has a 
strong balance sheet with substantial amount of net cash and cash 
equivalents. 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 HK$7.90 per share, an upside of about 120% over the current 
stock price of HK$3.65. Based on FY2020 reported numbers, our price 
target implies a Price to Tangible Book of 0.8x and P/E of 6x on our FY2021 
earnings estimate of HK140 cents. We have revised our FY2021E estimates 
to HK140 cents from the earlier HK134 cents due to robust growth of 23% 
in the earnings per share in FY2020,  
 
3 Pillars of Core Businesses: Financing, Investing and Funds 
Management  
Sun Hung Kai & Co. started its operations over 50 years ago by offering 
brokerage and related services in Hong Kong. The Group then strategically 
entered the Consumer Finance business in Hong Kong and Mainland China, 
and eventually expanded into Investment Management, making it a 
stronger and more diversified player in Financial Services. The Group has 
strategized to focus attention on two business segments namely Financing 
and Investing. The strategy for a two segment business model aims to focus 
on its core lending business in Hong Kong and China to provide stable 
returns and strong cash flows. Investing, on the other hand, has begun to 
garner additional revenue streams and opportunities for increased returns 
across a broad range of sectors, strategies and geographies. We expect the 
Investment Management business to be a major driver of the company’s 
future growth and the financing business to be a steady cashflow generator 
in the long run. 
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During our recent conversations with the management, the company 
mentioned that it is gearing up for the launch of its fund management 
platform. The company announced a partnership and seed commitment of 
US$150 mn with East Point Asset Management and a partnership and 
commitment of US$15 mn with global technology venture capital firm E15VC. 
East Point Asset Management is a newly established alternative asset 
management firm, led by CEO and CIO Simon Walsh. E15VC has demonstrated 
a strong track-record from its first fund of investing in entrepreneurs who 
focus on addressing significant problems in tech, healthcare and in deep tech. 
The Hong Kong-based firm has successfully invested in many innovative 
companies including Vicarious Surgical, Home Bay, Frankie and Auris Health.  
 
SHK & Co. announced its commitment to the ActusRayPartners European 
Alpha Fund which launched on 18th March 2021. The fundraising target over 
the first few months is US$100 million. This fund focuses on listed equities in 
the European time-zone markets. It covers all sectors and companies of all 
market capitalisations across the region. Based on over thirty-five years of 
investment experience, ActusRayPartners employs a differentiated 
investment process called Discretionary Probabilistic Investing. The process 
has a quantitative base but with a discretionary edge to handle situations that 
may be problematic for a pure systematic process. Their work is underpinned 
by proprietary quantitative systems and analytical tools. The objective is to 
generate meaningful levels of alpha and strong risk-adjusted returns.   
 
SHK & Co. is expanding its external partnerships, including seeding and 
providing acceleration capital as it grows the fund management  platform. 
 
0.37x P/B; 2.8x P/E 
SHK is currently trading at only 0.37x 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 FY2020 actual reported EPS is 2.8x vs. its 
5-year historical average ratio of 5.6x. Based on our FY2021 EPS forecast of 
HK140 cents, the P/E comes to 2.6x 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 investment management 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 5.6x to our FY2021 EPS 
estimate of HK140 cents gives a stock price of HK$7.90, which is about 120% 
higher than the current stock price. 
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Investment Management Business Reports Record Growth 
During the year, the return on the average assets for the segment was 16.9% 
as compared to 11.9% in 2019. Given volatile markets and the 
outperformance of global Emerging Markets, this is a stellar performance 
result.  SHK remains very diversified in its asset allocation, which helps to 
reduce investment return risk. The investment portfolios continue to have 
healthy exposure to Chinese equities in its long-only and hedged portfolios, so 
they continue to benefit from the recent sharp rise in mainland Chinese 
markets, the strongest equity market globally in 2020. Taking into account 
operating expense and funding cost allocation, the segment contributed 
HK$2,126 mn to pre-tax profit, a staggering increase of 65% from the 
HK$1,291 mn contributed in FY2019. Due to its strong financial position, the 
company was not only able to ride out the volatility but benefit hugely from 
the strong surge in the investment returns that were generated globally 
across most of the emerging and developed markets. The company continues 
to focus on the healthcare, technology and financial sectors in which it can 
leverage its knowledge and industry connections. 
 

 
 
Mortgage Loans Business Growth Continues to Impress 
The Group’s Mortgage Loans business is operated by Sun Hung Kai Credit 
Limited (SHK Credit). It contributed a pre-tax profit of HK$113 mn during the 
period, a decrease of 7% from HK$121 mn year-on-year. Revenue increased 
by 3%, driven by YoY increase in the average loan yield on the existing 
portfolio. The net loan balance was HK$3,014 mn as on 31st December 2020 
as compared to HK$3,627 mn at the end of 31st December 2019. During the 
period, SHK Credit has extended fewer lower-margin loans.  Management is 
cognizant of the potential volatility in residential property prices in Hong 
Kong and continues to adopt a cautious underwriting approach.  The overall 
loan-to-value ratio of the portfolio was below 65% at the end of the year. 
 
SHK Credit is entering the next phase of growth by developing more fee 
income through its origination and asset servicing platform. The company will 
continue to build the business for further profit and portfolio growth, 
including diversification to higher margin mortgage loan products and 
continue to invest in infrastructure, financing strategies and people 
development. 
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Consumer Finance: Marginal Decline in Revenues 
The Consumer Finance segment reported a pre-tax profit contribution for 
FY2020 to HK$1,239 mn. The revenue for FY2020 came in at HK$3,331 mn 
representing a decrease of 5% YoY. The decrease came primarily as a result 
of subdued business conditions in Hong Kong and China. The United Asia 
Finance [UAF] Consumer Finance business in China witnessed marginal 
decline as a result of challenging market conditions impacted by the 
coronavirus pandemic. While the global pandemic created short-term 
pressures on lending in the first half of 2020, with near full re-opening of the 
economy in the second half, business activities for UAF have almost fully 
rebounded from its depressed first half year to pre-pandemic levels and bad 
debt delinquency has improved significantly in the second half of 2020.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 
During the period, UAF Hong Kong continued to develop its fintech offerings 
to better meet the needs of its customers. In July 2020, UAF Hong Kong 
launched a revamped mobile app, “Yes UA”, with more advanced features, 
including Hong Kong identity (HKID) card authentication. UAF Hong Kong is 
the first local lender to enable online authentication of the new “smart” HKID 
card. Another feature, the “One-Click-to Loan” service, allows customers to 
complete their loan application and approval processes anytime, anywhere.  
The customer can drawdown the loan in real time upon approval via the 
“Faster Payment System” interbank clearing solution launched by Hong Kong 
Monetary Authority. UAF Hong Kong plans to continue to leverage its rich 
market expertise to provide innovative products and high-quality services to 
better serve the needs of customers. We believe UAF Hong Kong’s strong 
customer base is key to generating solid growth in its business going forward. 
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We believe the company would be able to sustain or moderately grow its 
consumer finance business in Hong Kong after the concerns due to the 
coronavirus pandemic subside in the region. In the long run we believe the 
consumer finance business in Hong Kong would provide a steady growth in 
revenue and profitability going forward for Sun Hung Kai & Co. 
 
Sharp Rebound in the Mainland China Consumer Finance Business 
The economic and operating environment of Mainland China during the first 
half of 2020 was extremely difficult as the Chinese Government implemented 
domestic lockdowns to control the COVID-19 pandemic.  With near full re-
opening of the economy in the second half, business activities for UAF have 
almost fully rebounded from its depressed first half year to pre-pandemic 
levels and bad debt delinquency has improved significantly in the second half 
of 2020. The company has strengthened their cooperation with various third-
party online platforms including China UnionPay and All In Pay to expand 
their customer base and to ensure steady flow of business referrals. 
 
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 a majority of its loans online which helped it to further 
consolidate its branch network in China and improve its cost-to-income ratio. 
The credit scoring model has also been enhanced to include sophisticated 
anti-fraud loan application functions. The company’s loan approval system 
consisting of risk-based pricing, anti-fraud measures, data warehousing and 
decision engine was completed in 2020. This together with the new version of 
mobile app 3.0 which was launched in January 2021, enables customers to 
complete loan applications and approvals at full automation using the mobile 
app. With the company’s internet license, the business can be rolled out all 
over Mainland China without boundaries and customer usage of this new 
mobile app is encouraging. While we expect the company to continue 
consolidating its operations, it does appear SHK is now close to its desired 
branch structure in China. We believe growth will continue to rebound 
sharply for the consumer finance business in China in the first half of 2021 
given the lower base last year due to the pandemic. In the long run, we believe 
the focus of the consumer finance business in China would be primarily on 
profitable growth going forward.  
 
Speciality Finance Business Remains Impacted 
The Group’s Specialty Finance business provides tailored funding solutions to 
corporates, investment funds and high net worth individuals. Almost all loans 
are either secured by assets or guarantees by corporates or high net worth 
individuals.  The net loan balance was HK$1,638 mn on 31st December 2020, 
representing a YoY decline of 8.4% (31 December 2019: HK$1,788.0 mn). 
After taking into account net impairment losses of HK$301 mn (31 December 
2019:  HK$160 mn), the segment’s pre-tax loss was HK$132 mn (31 December 
2019:  HK$67 mn profit). The results were attributable to a reduction of 
interest income (the loan book size reduced as loans matured and were not 
replaced) and an increase in provisions for expected credit loss. 
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Income Statement (HK$ million) 1H2018 2H2018 1H2019 2H2019 1H2020 2H2020 1H2021E 2H2021E 

Revenue 2,059 2,011.3 2,071.6 2,053.5 2,042.9 1,920.1 2,134.8 2,012.8 

y/y   0.63% 2.1% -1.4% -6.5% 4.5% 4.8% 

q/q   3.00% -0.87% -0.52% -6.01% 11.18% -5.72% 

Direct costs and brokerage costs -67 -73.2 -62.5 -85.6 -65.3 -89.8 -51.8 -51.8 

Bad and doubtful debts/ Net impairment losses on financial instruments -442.4 -459.3 -459.9 -564.5 -484.8 -567.8 -405.6 -397.8 

as a % of sales -21.5% -22.8% -22.2% -27.5% -23.7% -29.6% -19.0% -19.8% 

Other gains 207.2 201.7 21.2 85.0 6.7 163.1 90.7 85.9 

as a % of sales 10.1% 10.0% 1.0% 4.1% 0.3% 8.5% 4.3% 4.3% 

Selling, General & Admin Expense -719.4 -607.0 -666.5 -632.9 -560.3 -833.9 -789.9 -669.3 

as a % of sales 34.9% 30.2% 32.2% 30.8% 27.4% 43.4% 37.0% 33.3% 

Other Operating expenses -0.8 -0.8 -0.6 -178.4 -96.1 -70.5 -42.7 -148.9 

as a % of sales 0.04% 0.04% 0.03% 8.69% 4.70% 3.67% 2.00% 7.40% 

Operating Income 1,036.5 1,072.7 903.3 677.1 843.1 521.2 935.5 830.8 

y/y   -12.9% -36.9% -6.7% -23.0% 11.0% 59.4% 

Operating margin (%) 50.3% 53.3% 43.6% 33.0% 41.3% 27.1% 43.8% 41.3% 

Interest Expense -294.5 -372.3 -374.9 -402.8 -438.3 -369.0 -402.2 -402.2 

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 0.2 43.2 -1.0 22.1 22.1 

Other recurring (expenses)/income 608.7 -360.1 822.3 1,067.9 507.2 2,094.2 1,235.7 1,235.7 

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) 1,385.2 340.4 1,401.0 1,342.4 955.2 2,245.4 1,791.1 1,686.4 

y/y   1.1% 294.4% -31.8% 67.3% 87.5% -24.9% 

Pretax Income (adjusted) 1385.2 340.4 1401.0 1342.4 955.2 2245.4 1791.1 1686.4 

y/y   1.1% -4.2% -28.8% 135.1% -20.2% -5.8% 

  - Income Tax Expense -112.6 -108.1 -140.6 -88.2 -87.8 -183.9 -161.2 -151.8 

effective tax rate (%) 8.1% 31.8% 10.0% 6.6% 9.2% 8.2% 9.0% 9.0% 

  - Minority Interests -214.6 -212.2 -231.5 -197.9 -167.5 -213.7 -190.6 -190.6 

Income Before XO Items 1058.0 20.1 1028.9 1056.3 699.9 1847.8 1439.3 1344.0 

y/y   -2.8% 5155.2% -32.0% 74.9% 105.6% -27.3% 

  - 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 20.1 1028.9 1056.3 699.9 1847.8 1439.3 1344.0 

y/y   -2.8% 5155.2% -32.0% 74.9% 105.6% -27.3% 

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 20.1 1,028.9 1,056.3 699.9 1,847.8 1,439.3 1,344.0 

y/y   -2.8% 5155.2% -32.0% 74.9% 105.6% -27.3% 

Basic EPS (reported) 0.50 0.01 0.515 0.53 0.35 0.93 0.72 0.68 

Basic EPS (adjusted) 0.50 0.01 0.515 0.53 0.35 0.93 0.72 0.68 

Basic Weighted Avg Shares 2,109.80 2,109.80 1,997.2 1,997.2 1,985.3 1,985.3 1,985.3 1,985.3 

Diluted EPS (reported) 0.501 0.01 0.514 0.53 0.35 0.93 0.72 0.68 

y/y   2.6% 5442.6% -31.6% 75.9% 105.6% -27.3% 

Diluted EPS (adjusted) 0.501 0.01 0.514 0.53 0.35 0.93 0.72 0.68 

y/y   2.6% 5442.6% -31.6% 75.9% 105.6% -27.3% 

Diluted Weighted Avg Shares 2,109.80 2,109.80 2,000.4 2,000.4 1,989.8 1,989.8 1,989.8 1,989.8 
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Income Statement (HK$ million) CY 2016 CY 2017 CY 2018 CY 2019 CY 2020 CY 2021E CY 2022E CY 2023E CAGR (2020-23) 

Revenue 3,511.3 3,795.6 4,070.0 4,125.1 3,963.0 4,147.6 4,430.4 4,720.0 6.00% 

y/y -15.9% 8.1% 7.2% 1.4% -3.9% 4.7% 6.8% 6.5%  
Direct costs and brokerage costs -88.0 -108.2 -140.0 -148.1 -155.1 -103.7 -110.8 -118.0  
Bad and doubtful debts/ Net impairment losses on financial instruments -895.7 -386.7 -901.7 -1024.4 -1052.6 -803.5 -718.7 -763.7  
as a % of sales -25.5% -10.2% -22.2% -24.8% -26.6% -19.4% -16.2% -16.2%  
Other gains 178.9 142.5 315.5 106.2 169.8 176.6 183.7 183.7  
as a % of sales 5.1% 3.8% 7.8% 2.6% 4.3% 4.3% 4.1% 3.9%  
Selling, General & Admin Expense -1,278.6 -1,353.7 -1,326.4 -1,299.4 -1,394.2 -1,459.2 -1,527.5 -1,594.7  
as a % of sales 36.4% 35.7% 32.6% 31.5% 35.2% 35.2% 34.5% 33.8%  
Other Operating expenses -142.8 -177.7 -1.6 -179.0 -166.6 -191.6 -153.3 -153.3  
as a % of sales 4.1% 4.7% 0.0% 4.34% 4.2% 4.6% 3.5% 3.2%  
Operating Income 1,285.1 1,911.8 2,015.8 1,580.4 1,364.3 1,766.3 2,103.9 2,273.9 19% 

y/y 222.8% 48.8% 5.4% -21.6% -13.7% 29.5% 19.1% 8.1%  
Operating margin (%) 36.6% 50.4% 49.5% 38.3% 34.4% 42.6% 47.5% 48.2%  
Interest Expense -488.3 -544.3 -666.8 -777.7 -807.3 -804.4 -824.2 -845.0  
Interest income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Equity in (losses)income of affiliates -54.8 30.9 34.6 50.5 42.2 44.2 45.5 78.1  
Other recurring (expenses)/income 759.6 1,102.5 248.6 1,890.2 2,601.4 2,471.3 2,471.3 2,669.0  
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 0.0 107.6 199.1 0.0 0.0 0.0 0.0 0.0  
Pretax Income (reported) 1,501.6 2,608.5 1,831.3 2,743.4 3,200.6 3,477.5 3,796.5 4,175.9 9% 

y/y 54.3% 73.7% -29.8% 49.8% 16.7% 8.7% 9.2% 10.0%  
Pretax Income (adjusted) 1501.6 2500.9 1632.2 2743.4 3200.6 3477.5 3796.5 4175.9 9% 

y/y 54.3% 66.5% -34.7% 68.1% 16.7% 8.7% 9.2% 10.0%  
  - Income Tax Expense -131.9 -294.6 -220.7 -228.8 -271.7 -313.0 -303.7 -334.1  
effective tax rate (%) 8.8% 11.3% 12.1% 8.3% 8.5% 9.0% 8.0% 8.0%  
  - Minority Interests -260.1 -489.6 -426.8 -429.4 -381.2 -381.2 -381.2 -381.2  
Income Before XO Items 1109.6 1824.3 1183.8 2085.2 2547.7 2783.3 3111.6 3460.7 11% 

y/y 66.2% 64.4% -35.1% 76.1% 22.2% 9.2% 11.8% 11.2%  
  - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Net Income (reported) 1109.6 1824.3 1183.8 2085.2 2547.7 2783.3 3111.6 3460.7 11% 

y/y -71.5% 64.4% -35.1% 76.1% 22.2% 9.2% 11.8% 11.2%  
Exceptional (L)G 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00  
Net Income (adjusted) 1,109.6 1,716.7 984.7 2,085.2 2,547.7 2,783.3 3,111.6 3,460.7 11% 

y/y 66.2% 54.7% -42.6% 111.8% 22.2% 9.2% 11.8% 11.2%  
Basic EPS (reported) 0.50 0.84 0.56 1.04 1.28 1.40 1.57 1.74  
Basic EPS (adjusted) 0.50 0.79 0.47 1.04 1.28 1.40 1.57 1.74  

          
Basic Weighted Avg Shares 2,207.8 2,172.5 2,109.8 1,997.2 1,985.3 1,985.3 1,985.3 1,985.3  

          
Diluted EPS (reported) 0.50 0.84 0.56 1.04 1.28 1.40 1.56 1.74 11% 

y/y -71.1% 67.0% -33.2% 85.8% 22.8% 9.2% 11.8% 11.2%  
Diluted EPS (adjusted) 0.50 0.79 0.47 1.04 1.28 1.40 1.56 1.74 11% 

y/y 68.7% 57.2% -40.9% 123.3% 22.8% 9.2% 11.8% 11.2%  
Diluted Weighted Avg Shares 2,207.8 2,173.5 2,109.8 2,000.4 1,989.8 1,989.8 1,989.8 1,989.8  
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Reference Items CY 2016 CY 2017 CY 2018 CY 2019 CY 2020 CY 2021E CY 2022E CY 2023E 

EBITDA 1346.7 1968.9 2071.4 1712.7 1514.3 1852.0 2198.4 2377.9 

Dividends per Share 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 

Dividend payout ratio 51.7% 32.9% 55.7% 24.9% 20.3% 18.6% 16.6% 14.9% 

Dep & Amor. 61.6 57.1 55.6 132.3 150.0 85.7 94.5 104.0 

as a % of sales 1.8% 1.5% 1.4% 3.2% 3.8% 2.1% 2.1% 2.2% 

as a % of gross fixed assets 9.1% 8.0% 7.3% 16.1% 16.3% 8.0% 8.0% 8.0% 

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

Assets         
  + Cash & Near Cash Items 6,452.2 2,911.4 4,995.9 5,726.2 7,257.9 7,186.4 8,364.2 9,905.0 

  + Short-Term Investments 2,979.1 6,188.4 4,378.6 4,285.6 4,461.5 4,729.2 5,202.1 5,618.3 

  + Accounts & Notes Receivable 3,679.8 3,549.3 3,323.9 2,775.1 1,890.8 2,272.7 2,427.6 2,586.3 

  +Loans and advances 5,752.2 7,718.1 9,048.2 9,999.2 9,295.6 10,787.7 11,527.7 12,296.3 

  + Other Current Assets 66.4 149.0 102.1 72.3 15.4 16.0 16.3 16.7 

Total Current Assets 18,929.7 20,516.2 21,848.7 22,858.4 22,921.2 24,991.9 27,538.0 30,422.6 

  + Long-Term Investments 6,359.3 8,457.5 9,783.5 11,032.1 11,479.6 11,938.8 12,416.3 12,913.0 

    + Gross Fixed Assets 669.7 761.1 772.6 870.0 967.4 1,071.1 1,181.9 1,299.9 

    - Accumulated Depreciation -247.8 -304.9 -360.5 -492.8 -642.8 -728.5 -823.0 -927.0 

  + Net Fixed Assets 421.9 456.2 412.1 377.2 436.5 342.6 358.8 372.8 

L-T accounts receivable 359.9 505.8 56.0 70.0 571.8 600.4 630.4 661.9 

  + Other Long-Term Assets 701.5 654.0 733.9 905.5 1,103.9 1,148.1 1,194.0 1,241.7 

  + Goodwill & other Intangible Assets 3,267.4 3,266.6 3,274.2 3,277.2 3,288.4 3,288.4 3,288.4 3,288.4 

Loans and advances 2,521.2 3,565.9 4,575.7 4,041.2 4,281.8 4,623.3 4,940.4 5,269.8 

Total Long-Term Assets 13,631.2 16,906.0 18,835.4 19,703.2 21,162.0 21,941.5 22,828.4 23,747.7 

Total Assets 32,560.9 37,422.2 40,684.1 42,561.6 44,083.2 46,933.5 50,366.3 54,170.3 

         
Liabilities & Shareholders' Equity 10,122.2 12,999.1 16,199.6 17,142.0 16,614.1 17,018.9 17,444.0 17,890.3 

  + Accounts Payable 239.1 329.1 236.9 338.4 494.1 278.4 297.4 316.8 

  + Short-Term Borrowings 4,357.1 4,346.9 7,190.5 6,615.6 8,096.6 8,501.4 8,926.5 9,372.8 

  + Other Short-Term Liabilities 348.2 513.8 1,225.4 1,333.5 656.8 669.9 683.3 697.0 

Total Current Liabilities 4,944.4 5,189.8 8,652.8 8,287.5 9,247.5 9,449.8 9,907.2 10,386.6 

  + Long-Term Borrowings 5,765.1 8,652.2 9,009.1 10,526.4 8,517.5 8,517.5 8,517.5 8,517.5 

  + Other Long-Term Liabilities 195.6 181.7 177.1 171.1 365.9 330.9 330.9 330.9 

Total Liabilities 10,905.1 14,023.7 17,839.0 18,985.0 18,130.9 18,298.2 18,755.6 19,235.0 

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

  + Share Capital & APIC 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 9,324.7 10,674.4 10,286.9 11,629.4 13,872.9 16,138.8 18,733.1 21,676.4 

Total Shareholders' Equity 18,077.0 19,426.7 19,039.2 20,381.7 22,625.2 24,891.1 27,485.4 30,428.7 

  + Minority Interest 3,578.8 3,971.8 3,805.9 3,194.9 3,327.1 3,744.2 4,125.4 4,506.6 

Total Liabilities & Equity 32,560.9 37,422.2 40,684.1 42,561.6 44,083.2 46,933.5 50,366.3 54,170.3 
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Cash Flow (HK$ million) CY 2016 CY 2017 CY 2018 CY 2019 CY 2020 CY 2021E CY 2022E CY 2023E 

  + Net Income 1,369.7 1,824.3 1,183.8 2,085.2 2,547.7 2,783.3 3,111.6 3,460.7 

  + Depreciation & Amortization 61.6 57.1 55.6 132.3 150.0 85.7 94.5 104.0 

  + Other Non-Cash Adjustments 577.2 489.6 -537.6 -833.6 381.2 381.2 381.2 381.2 

  + Changes in Working Capital -1,385.2 -2,853.0 -998.4 357.7 381.4 -2,447.2 -1,210.0 -1,255.5 

Cash From Operating Activities 623.3 -482.0 -296.6 1,741.6 3,460.3 802.9 2,377.3 2,690.4 

  + Disposal of Fixed Assets 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Capital Expenditures -28.8 -91.4 -11.5 -97.4 -97.4 -103.7 -110.8 -118.0 

  + Increase in Investments -253.3 -5,260.0 403.9 -1,327.2 -821.8 -771.0 -996.4 -960.6 

  + Decrease in Investments 90.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Other Investing Activities -139.1 193.1 -7.6 -3.0 -11.2 0.0 0.0 0.0 

Cash From Investing Activities -330.8 -5,158.3 384.8 -1,427.6 -930.4 -874.7 -1,107.2 -1,078.6 

  + Dividends Paid -642.0 -567.3 -548.5 -520.1 -517.3 -517.3 -517.3 -517.3 

  + Change in Short-Term Borrowings -2,486.0 -10.2 2,843.6 -574.9 1,481.0 404.8 425.1 446.3 

  + Increase in Long-Term Borrowing 2,826.7 2,887.1 356.9 1,517.3 -2,008.9 0.0 0.0 0.0 

  + Decrease in Long-term Borrowing -135.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Increase in Capital Stocks 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Decrease in Capital Stocks -169.9 -196.2 -651.1 0.0 0.0 0.0 0.0 0.0 

  + Other Financing Activities 0.0 -13.9 -4.6 -6.0 194.8 -35.0 0.0 0.0 

Cash from Financing Activities -606.3 2,099.5 1,996.3 416.3 -850.4 -147.5 -92.3 -71.0 

Effect of Exchange Rate Changes -139.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net Changes in Cash -453.1 -3,540.8 2,084.5 730.3 1,679.5 -219.3 1,177.9 1,540.8 

Opening cash  6,452.2 2,911.4 4,995.9 5,726.2 7,405.7 7,186.4 8,364.2 

Closing cash  2,911.4 4,995.9 5,726.2 7,405.7 7,186.4 8,364.2 9,905.0 
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Ratio Analysis CY 2016 CY 2017 CY 2018 CY 2019 CY 2020 CY 2021E CY 2022E CY 2023E 

Growth Ratios %         

Revenue -15.9% 8.1% 7.2% 1.4% -3.9% 4.7% 6.8% 6.5% 

EBITDA 178.2% 46.2% 5.2% -17.3% -11.6% 22.3% 18.7% 8.2% 

Operating Income 222.8% 48.8% 5.4% -21.6% -13.7% 29.5% 19.1% 8.1% 

Net income reported -71.5% 64.4% -35.1% 76.1% 22.2% 9.2% 11.8% 11.2% 

Net income adjusted 66.2% 54.7% -42.6% 111.8% 22.2% 9.2% 11.8% 11.2% 

Diluted EPS reported -71.1% 67.0% -33.2% 85.8% 22.8% 9.2% 11.8% 11.2% 

Diluted EPS adjusted 69% 57% -41% 123% 23% 9% 12% 11% 

Dividend per share 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

         

         

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

Basic EPS (adjusted) 0.50 0.79 0.47 1.04 1.28 1.40 1.57 1.74 

Diluted EPS (adjusted) 0.50 0.79 0.47 1.04 1.28 1.40 1.56 1.74 

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

Book Value per share (BVPS) 8.19 8.94 9.02 10.19 11.37 12.51 13.81 15.29 

         

Margins (%)         

Operating Margin 36.6% 50.4% 49.5% 38.3% 34.4% 42.6% 47.5% 48.2% 

EBITDA Margin 38.4% 51.9% 50.9% 41.5% 38.2% 44.7% 49.6% 50.4% 

Pre-Tax Margin (adjusted) 42.8% 65.9% 40.1% 66.5% 80.8% 83.8% 85.7% 88.5% 

Net Income Margin (adjusted) 31.6% 45.2% 24.2% 50.5% 64.3% 67.1% 70.2% 73.3% 

         

Return Ratios         

Dupont ROE (%) 6.1% 8.8% 5.2% 10.2% 11.3% 11.2% 11.3% 11.4% 

Margin (%) 31.6% 45.2% 24.2% 50.5% 64.3% 67.1% 70.2% 73.3% 

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

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

Return on Assets 3.4% 4.6% 2.4% 4.9% 5.8% 5.9% 6.2% 6.4% 

Return on Capital Employed 4.7% 5.9% 6.3% 4.6% 3.9% 4.7% 5.2% 5.2% 

Return on Invested Capital 3.9% 5.3% 2.8% 5.6% 6.5% 6.6% 6.9% 7.2% 

Net Cash calculation (mn HK$)         

Cash + short term investments + long term investments 18,999.9 15,747.5 19,065.0 21,219.8 23,466.7 24,327.2 26,398.9 22,818.0 

Less: long term debt + ST debt -10,122.2 -12,999.1 -16,199.6 -17,142.0 -16,614.1 -17,018.9 -17,444.0 -17,890.3 

Net Cash 8,877.7 2,748.4 2,865.4 4,077.8 6,852.6 7,308.3 8,954.9 4,927.7 

Net cash per share 4.0 1.3 1.4 2.0 3.4 3.7 4.5 2.5 
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Valuation ratio's CY 2016 CY 2017 CY 2018 CY 2019 CY 2020 CY 2021E CY 2022E CY 2023E 

P/B 0.54 0.49 0.49 0.43 0.37 0.34 0.30 0.27 

P/E 7.24 4.61 7.80 3.49 2.84 2.60 2.33 2.09 

P/S 2.07 1.92 1.79 1.77 1.84 1.76 1.64 1.54 

EV/sales 5.08 4.70 4.38 4.33 4.50 4.30 4.03 3.78 

EV/EBITDA 13.25 9.06 8.62 10.42 11.79 9.64 8.12 7.51 

EV/EBIT 13.89 9.33 8.85 11.29 13.08 10.10 8.48 7.85 

Dividend Yield (%) 7.14% 7.14% 7.14% 7.14% 7.14% 7.14% 7.14% 7.14% 

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

Debt / equity 56% 67% 85% 84% 73% 68% 63% 59% 

Net cash (debt) / equity 49% 14% 15% 20% 30% 29% 33% 16% 

Net cash (debt) / mkt cap 122% 38% 39% 56% 94% 100% 123% 68% 

Net cash (debt) / capital 31% 8% 8% 11% 17% 17% 20% 10% 

Interest coverage [EBIT] 2.6 3.5 3.0 2.0 1.7 2.2 2.6 2.7 

         

Earnings Quality Ratios         

Net operating assets/liab [NOA] 22,347 27,298 29,670 30,707 30,847 33,739 35,488 37,302 

Average NOA 22,219 24,822 28,484 30,189 30,777 32,293 34,614 36,395 

B/S accrual ratio 0.01 0.20 0.08 0.03 0.00 0.09 0.05 0.05 

CF accurual ratio 0.04 0.30 0.03 0.06 0.00 0.09 0.05 0.05 

         

Enterprise Value Calculation Current        

Market Cap. 7,281        

+ Minority Interest 3,327        

+Total Debt (ST & LT Debt) 16,614        

- Cash & Equivalents 7,258        

Enterprise Value 19,965        
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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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