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Winner in the Storm 

 08 interim results upped 69%. COLI released 08 interim results on 19 
Aug. Turnover soared by 125% to HK$ 10.7bn while net profit climbed 69% 
to HK$ 2.3bn. Stripping out revaluation gain of HK$ 180m, underlying 
earnings soared 95% to HK$ 2.3bn. In addition, COLI declared an interim 
dividend of HK 6 cents, up 20% yoy. In the first 7 months of 2008, contracted 
sales amount jumped 61% to HK$ 17.7bn and contracted sales area 
increased 40% to 1.64m sqm.  
 

 Land bank amounted to 25.3m sqm. COLI acquired 10 plots of land 
with 2.8m sqm GFA in the first 7 months of 2008. Currently, total land bank is 
25.3m sqm, which is sufficient for its 4-5 years development. It is expected 
that completion area will be 3.5m sqm in 2008 and 5.0m sqm in 2009. About 
64% of profit booked in 2008 has been locked up. 
 

 Rental income will account for 20% of total income by 2010. 
COLI plans to increase its investment properties portfolio to 1.5m sqm by 
2010 in order to have the stable income. Several investment properties in 
Beijing, Shanghai and Tianjin are going to complete in coming years. Rental 
income is expected to account for 20% of total income by 2010. 
 

 Net gearing ratio is expected to drop to 40% by year-end. In 
mid-08, COLI had HK$ 7.5 bn cash on hand and debts amounted to HK$ 
24.9 bn. Net gearing ratio was 57.6%. Following to the warrants exercised 
and sales proceeds from property sales, net gearing ratio fell to around 50% 
in August 2008. We forecast that it will further trim to 33% by end-08. 
 

 Top-pick in the sector and EPS grows at CAGR of 30%. We 
estimated that bottom line will be HK$ 5.7bn, HK$ 8.2bn and HK$ 9.8bn in 
2008-10E. EPS is expected to grow at a CAGR of 30% in the coming three 
years. Although market is volatile, COLI does not trim down its FY08 target. 
Sales target and completion target are 2.7ms sqm and 3.5m sqm in 08 
respectively. Target price is HK$18.95, representing 18x 09E PE. BUY 
 
HK$1=RMB0.88

Earning Summary Price Performance 
Year-end 31 Dec  FY06A FY07A FY08E FY09E FY10E 
Turnover (HK$ m) 10,910 16,633 31,748 53,820 70,563 

Growth (%) 57 52 91 70 31 
Net Profit (HK$ m) 2,371 4,180 5,688 8,233 9,788 

Growth (%) 54 76 36 45 19 
EPS (HK$) 0.355 0.569 0.729 1.053 1.252 

Growth (%) 48 60 28 44 19 
PER (x) 32.0 20.0 15.6 10.8 9.1 
DPS (HK$) 0.100 0.120 0.140 0.220 0.290 
Yield (%) 0.9 1.1 1.2 1.9 2.5  

 

Source: Company information, FSSL Source: Bloomberg 
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08 Interim Profit Jumped 69% 
Net profit was HK$2bn in 
1H08 

 

 

 

 
Margin widened 
 

 COLI released its 08 interim results on 19 August 2008. Turnover soared by 125% to 
HK$ 10.7bn while net profit climbed 69% to HK$ 2.3bn. Stripping out revaluation gain of 
HK$ 180m, underlying earnings soared 95% to HK$ 2.3bn. In addition, COLI declared 
an interim dividend of HK 6 cents, up 20% yoy. In the first 7 months of 2008, contracted 
sales amount jumped 61% to HK$ 17.7bn and contracted sales area increased 40% to 
1.64m sqm. As a result, average selling price (ASP) was HK$10,807/sqm in the 
corresponding period, up 14.5% yoy. 

 

Furthermore, profit margin was expanded because of the surging properties prices in 
China. Gross profit margin of China property business gained 3.5 percentage points to 
47.9% in 1H08 while that of HK properties business was 45% in the same period. 
 

Figure 1: 08 Interim Results 

(HK$ m) 1H08 1H07 Change 
Turnover 10,720 4,760 125% 
Gross profit 5,066 1,972 157% 
Operating profit 4,447 1,766 152% 
Finance cost (263) (267) -2% 
Revaluation gain 0 240 N.A. 
Associated 60 179 -66% 
Pre-tax profit 4,245 1,918 121% 
Taxation (1,920) (568) 238% 
Minorities (20) 15 N.A. 
Net profit 2,305 1,365 69% 
Underlying profit 2,305 1,545 49%  
Source: Company information 
 

China is the major 
income source 

 

 

 

 Revenue from China properties sales business was HK$ 9.4bn in 1H08 and 
represented 87.5% of total revenue. 13 new projects in China with a total GFA of 
853,000 sqm were completed in 1H08, of which 82.2% was sold and booked. On the 
other hand, 2 projects in HK (namely: In House and Hey Home) with a total GFA of 
11,300 sqm were completed in 1H08. 81.4% of these two properties were sold. Overall, 
82.2% of these 15 properties were sold and booked in 1H08. 
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Figure 2: Completion in 1H08 

No Project City Total GFA 
Completed (sqm) 

Total GFA 
Sold (sqm)

% 
Booked

1 In House HK 7,400  6,900  93%
2 Hey Home HK 3,900  2,300  59%
3 Fairland II Zhongshan 22,800  21,100  93%
4 Park Royale I Guangzhou 74,400  72,800  98%
5 South Garden Guangzhou 38,700  37,400  97%
6 Gold Coast II Foshan 197,000  182,000  92%
7 Bay Line I Shanghai 38,100  36,200  95%
8 Jade Laguna Villa I Shanghai 10,900  9,900  91%
9 Lakeside Palace II Suzhou 126,500  109,700  87%
10 Galaxy Centro II Suzhou 26,600  22,500  85%
11 Walden Pond Villa II Beijing 34,900  23,100  66%
12 The Metropolis II Beijing 25,900  24,300  94%
13 Int’l Community 5A Chengdu 99,000  45,700  46%
14 Dragon Peninsula Chengdu 106,000  80,100  76%
15 One North Riviera Chongqing 52,200  36,900  71%
   864,300  710,900  82% 
Source: Company information  

 

Land bank was 25.3m sqm 
Bought 10 plots of land 

 
 

 COLI acquired 10 plots of land with 2.8m sqm GFA in the first 7 months of 2008. 
Currently, total land bank is 25.3m sqm, which is sufficient for its 4-5 years development 
and provides a 20% annual growth in the development size of. GFA for completion was 
2.6m sqm in 2007. It is expected that completion area will be 3.5m sqm in 2008 and 
5.0m sqm in 2009.  

 

Pre-sold properties but not booked amounted to HK$ 14.3bn in mid-08 or is equivalent 
to 1.5m sqm. In other words, about 64% of profit booked in 2008 has been locked up. 
 

Figure 3: Land Acquisitions in Jan-Jul 2008 

City Project Interest GFA (sqm) Land Cost 
(HK$m) 

Average cost 
(HK$/sqm) 

Suzhou 2007-G-53 land parcel 100% 344,000  1,786  5,192  
Hangzhou Binjiang No. 76 land parcel 50% 336,000  900  2,679  
 Binjiang No. 75 land parcel 50% 721,000  1,743  2,417  
Shanghai Kangqiao Telecom Park A District No 1, Nanhui 100% 191,000  1,040  5,445  
Tianjin Jintan (2007) No. 36 land parcel 100% 56,000  39  696  
 Xiangluo Bay CBD C02 land parcel 100% 346,000  43  124  
Jinan Shengfu B-1, Lixia District 100% 173,000  451  2,607  
Zhuhai Hengqin Island project 100% 138,000  98  710  
Jinan 3-2 Slot, Lixia District 60% 166,000  212  1,277  
Jinan 3-3 Slot, Lixia District 60% 324,000  394  1,216  
   2,795,000  6,706    

Source: Company Information  
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Rental income will account for 20% by 2010 

New investment 
properties boost income 

 

 

 

Estimated rental to be 
HK$203m in 08 

 

 COLI plans to build up an investment properties portfolio of 1.5m sqm by 2010 in order 
to have the stable income. Several investment properties in Beijing, Shanghai and 
Tianjin are going to complete in coming years. For example, China Overseas Plaza in 
Beijing will be completed by year-end and an extra office space of 100,000 sqm and 
retail space of 44,000 sqm will fill in the investment properties portfolio.  

 

Rental income climbed 63.3% to HK$ 97.8m in 1H08 because China Overseas 
Property Tower in Beijing Financial Street has started to contributed an annual rental of 
RMB 50m since 2008. We expect that rental income to grow at 64.3% to HK$ 203m in 
2008 and then at 28.6% to HK$ 300m in 2010. Rental income is expected to account for 
20% of total income by 2010. 

 
Net gearing ratio may reach 33% by year-end 

Longer mortgage 
application deterred 
financial position 
 

 

Expect to improve soon 

 

 

 

China Real Estate Fund 

 

 In mid-08, COLI had HK$ 7.5 bn cash on hand and debts amounted to HK$ 24.9 bn. 
Net gearing ratio was 57.6%. Rise in the gearing level is explained by the stricter and 
longer approval process of mortgage loans to homeowners that slowed down cash 
realization rate to 60%, compared to 80% in the past.  

 

Majority of bonus warrants issued in August 2007 was exercised and a capital of 
HK$5.37bn was raised by 15 August 2008. Following to the warrants exercised and 
sales proceeds from property sales, net gearing ratio fell to around 50% in August 
2008. We forecast that it will further trim to 33% by end-08. 

 

Furthermore, COLI considers using more funding channels to finance its property 
projects in China. The company is launching its China Real Estate Fund. Size is about 
HK$ 800m and target investors include funds in Middle East. This China Real Estate 
Fund focuses on the residential projects in second tier cities in China.  

 
 
Figure 4: Gearing Ratio Figure 5: Current Ratio 
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Top Pick in the Sector 
EPS is forecasted to grow at a 30% CAGR 

Target price is HK$18.95 

 

 

 COLI is our top pick among Chinese properties stocks. We estimate that bottom line will 
be HK$ 5.7bn, HK$ 8.2bn and HK$ 9.8bn in 2008-10E. EPS is expected to grow at a 
CAGR of 30% in the coming three years. Although market is volatile, COLI does not 
revise downward its FY08 target. Sales target and completion target are 2.7m sqm and 
3.5m sqm in 08 respectively. Target price is HK$18.95, representing 18x 09E PE. 
Upside potential is 66.5%. Maintain a BUY recommendation. 
 

Figure 6: Earnings Revision 

Fiscal Net Profit (HK$Mln) (%) EPS (HK$) (%) 
Year Old New Change Old New Change

2008E 5,471 5,688 4.0% 0.693 0.729 5.2% 
2009E 8,169 8,233 0.8% 1.015 1.053 3.7% 
2010E 9,773 9,788 0.2% 1.218 1.252 2.8%  
Source: FSSL 
 

Figure 7: Objectives for 2008 

 2008 Targets Achieved in 1H % of Achievement

Project completion & occupation 
Completion: 3.5m sqm 

Occupation: 80% of completion Occupation: 0.86m sqm 31.9% 
Property sales 2.7m sqm 1,47m sqm 54.4% 
New land acquisition 4.5m sqm 2.07m sqm 46.0% 
Total capex HK$ 33bn HK$ 17.23bn 52.1% 
-Land premium payment for 2007 HK$ 8 bn HK$ 7.39bn 92.4% 
-New land acquisition in 2008 HK$ 10bn HK$ 3.73bn 37.3% 
-Projects under construction HK$ 15bn HK$ 6.11bn 40.7%  
Source: Company Information 
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Summary of Financials 

 
Source: Company information, FSSL 
 
 

Year end Dec 31 (HK$m) 2006 2007 2008E 2009E 2010E Year end Dec 31 2006 2007 2008E 2009E 2010E
Turnover 10,910 16,633 31,748 53,820 70,563 Growth (%)
COSG (7,637) (8,894) (18,138) (33,589) (45,677) Turnover 57 52 91 70 31
Gross profit 3,273 7,738 13,610 20,231 24,887 Operating profit 61 154 71 47 22
Other revenue 244 412 200 220 240 Net profit 54 76 36 45 19
SGA (285) (463) (762) (1,184) (1,482) EPS 48 60 28 44 19
Operating profit 2,754 7,001 11,969 17,652 21,528 Margins (%)
Interest expenses (361) (501) (880) (963) (1,051) Gross profit 30 47 43 38 35
Associated 427 358 9 10 15 Operating profit 25 42 38 33 31
Exceptional items 358 100 0 0 0 Net Profit 22 25 18 15 14
Pre-tax profit 3,177 6,959 11,098 16,700 20,492 Others (%)
Tax (865) (2,742) (5,226) (8,382) (10,655) Effective tax rate 27 39 25 25 25
After-tax profit 2,312 4,217 5,872 8,318 9,838 Payout ratio 28 21 19 21 23
Minority interest 59 (38) (183) (85) (50) ROE 15 16 17 20 20
Net profit 2,371 4,180 5,688 8,233 9,788 ROA 7 6 8 9 10
Underlying earnings 2,013 4,079 5,688 8,233 9,788 Valuation
Dividends (667) (881) (1,092) (1,720) (2,268) P/Sales (x) 7.0 5.0 2.8 1.7 1.3
Retained earnings 1,703 3,298 4,596 6,512 7,520 PE (x) 32.0 20.0 15.6 10.8 9.1

P/B (x) 5.2 3.4 2.7 2.2 1.8
EPS (HK$) 0.355 0.569 0.729 1.053 1.252 P/Cash flow (x) N.A. N.A. N.A. 407.6 45.5
DPS (HK$) 0.100 0.120 0.140 0.220 0.290 Dividend yield (%) 0.9 1.1 1.2 1.9 2.5

Balance sheet Cash flow statement
Year end Dec 31 (HK$m) 2006 2007 2008E 2009E 2010E Year end Dec 31 (HK$m) 2006 2007 2008E 2009E 2010E
Cash & deposits 3,760 8,478 8,237 8,170 9,496 Operating Profit 2,754 7,001 11,969 17,652 21,528
Trade debtors 2,108 4,961 5,000 5,500 6,400 Depreciation 149 131 165 206 215
Inventories 22,522 39,901 50,000 60,000 70,000 Change in wc (4,174) (12,156) (10,391) (9,700) (10,100)
Other current assets 1,300 1,486 1,260 1,360 1,460 Taxation (771) (1,121) (4,210) (8,162) (10,415)
Intangible assets 65 109 109 109 109 Others (229) (255) 298 222 729
Other LT assets 2,628 5,410 6,200 6,400 6,700 CF from Operation (2,272) (6,400) (2,169) 218 1,957
Associated 329 329 200 250 300
Fixed assets 3,143 3,847 4,800 5,000 5,400 Capex (1,118) (833) (1,119) (406) (615)
Total assets 35,854 64,521 75,806 86,789 99,865 Associated investments 331 (1,884) (646) (242) (338)

Others 83 464 44 0 0
ST debt 673 2,885 2,800 3,200 4,000 CF from Investing (704) (2,253) (1,721) (648) (953)
Trade creditors 5,368 7,454 7,200 8,000 8,800
Other current liabilities 5,361 13,294 14,800 16,000 17,700 Equity raised 2,346 6,156 2,050 0 0
LT borrowings 8,370 13,615 16,328 17,320 18,320 Change of Debts 1,305 7,077 2,628 1,392 1,800
Deferred taxation 411 474 480 500 540 Dividend paid (539) (863) (1,014) (1,251) (1,799)
Other LT liabilities 781 1,009 1,134 1,036 1,036 Others 220 339 196 (38) 40
Total liabilities 20,964 38,731 42,742 46,056 50,396 CF from Financing 3,332 12,710 3,860 103 41

S'holders' funds 15,449 26,282 33,484 41,093 49,789 Change in Cash 356 4,056 (30) (327) 1,046
Minorities (560) (492) (420) (360) (320) FX Change 106 241 180 220 220
Total 35,854 64,521 75,806 86,789 99,865 Cash at the beginning 3,126 3,589 7,887 8,037 7,930

Cash at the end 3,589 7,887 8,037 7,930 9,196
Net gearing 34 31 33 30 26 Adj: OD or others 171 592 200 240 300
BVPS (HK$) 2.21 3.39 4.29 5.27 6.38 Cash at BS 3,760 8,478 8,237 8,170 9,496
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