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Not so good in 1H FY09 

���� 1H FY09 profit tumbled 95% to HK$692m. FY09 interim results 
were due yesterday. Top-line soared by 27% to HK$15.1bn but net profit 
sank 95% to HK$692m because of narrower margin for property 
development (33% in 1H FY09 vs 66% in 1H FY08), loss in long term 
investment (HK$78m) and revaluation loss in investment properties 
(HK$4.3bn). Excluding revaluation impact of investment properties, 
underlying profit dropped 27% to HK$4.5 bn.  

 
���� Huge land bank in HK and China. Although SHKP did not acquire 
the new land in 1H FY09, its land bank in HK and China amounted to 42.6m 
sq ft and 55.3m sq ft, respectively. Furthermore, 24m sq ft agricultural land is 
under negotiation for usage conversion. Contracted sales were HK$7.5bn in 
1H FY09, of which HK$6.2bn came from projects in HK and HK$1.3 bn from 
MIXC Residence in Hangzhou. SHKP has sold about 300 units in The 
Cullinan recently with proceeds of HK$6bn that will be booked in 2H FY09. 
Currently, SHKP achieved 90% sales target of FY09 and will launch more 
projects, such as The Latitude in Kln, Tuen Mun Town Lot 465 and Yoho 
Town Phase 2, in coming months.  

 

���� Healthy financial status. SHKP held HK$6.5bn cash on hand, 
HK$3.0bn long term investment and HK$510m short term investment by 
end-08. On the other hand, short-term and long-term bank borrowing 
amounted to HK$2.1bn and HK$44.5bn in the same period. Although net 
gearing ratio was increased by 4.4 ppt from one year ago to 18.7%, it was in 
the reasonable level and we are confidence to its financial position. 

 
���� Revised earnings and target price downwards. Because of the 
price pressure, change in completion schedule and change in revaluation of 
investment properties assumption, we trim our earnings forecast downward 
70.7%/35.7%/20.6% to HK$7.8bn, HK$16.7bn and HK$24.3bn in FY09-11, 
respectively. Furthermore, we project underlying earnings to be HK$11.6bn, 
HK$11.8bn and HK$19.3bn in the corresponding period. Our target price is 
HK$96.6, which is 20% discount to our FY09 GAV. Maintain BUY. 

 

Earning Summary Price Performance 

Year-end 30 Jun FY07A FY08A FY09E FY10E FY11E

Turnover (HK$ m) 30,994 24,471 33,861 39,259 52,538

Growth (%) 21 (21) 38 16 34

Net Profit (HK$ m) 21,226 27,602 7,748 16,742 24,298

Growth (%) 7 30 (72) 116 45

Core Profit (HK$ m) 11,495 12,186 11,566 11,762 19,318

EPS (HK$) 8.52 10.87 3.02 6.53 9.48

Growth (%) 4 28 (72) 116 45

PER (x) 6.9 5.4 19.6 9.1 6.2

DPS (HK$) 2.30 2.50 2.50 2.50 3.00

Yield (%) 3.9 4.2 4.2 4.2 5.1
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1H FY09 net sank 95% 
Underlying profit dropped 
27% 

 

 

 

 

 

 

 

 

No change in interim 
dividend  

 Sun Hung Kai Properties (SHKP) announced FY09 interim results yesterday. Revenue 
soared by 27% to HK$15,120m but net profit sank 95% to HK$692m. The rise in 
revenue mainly is contributed by properties sales and properties rental. Majority of 
Peak One in Shatin and inventories made revenue from properties sales surging 59% 
to HK$5,638m. In addition, positive rental reversion and completion of new investment 
properties made rental revenue increasing 24% to HK$4,017m in the same period. 
However, narrower margin for property development, loss in long term investment 
(HK$78m) and revaluation loss in investment properties (HK$4.3bn) squeezed profit 
margin. EBIT margin for property sales shrank to 33.0% in 1H FY09 from 66.1% one 
year ago. Furthermore, EBIT margin for telecom business narrowed to 4.8% in 1H 
FY09 from 9.3% one year ago. Overall gross profit margin and overall EBIT margin 
were narrowed by 10.9 ppt to 44.1% and 12.6 ppt to 34.9% in 1H FY09 respectively. 
Excluding revaluation impact of investment properties, underlying profit dropped 27% to 
HK$4.5 bn. 

 

Although EPS was HK$0.27 in 1H FY09, the company declared an interim dividend of 
HK$0.8 per share, the same as for the corresponding period in last year. 

 

Figure 1: FY09 Interim Results 

1H FY09 1H FY08
6M ended 31/12 (HK$m) (HK$m) Change
Revenue 15,120 11,919 27%
Property sales 5,638 3,554 59%

Rental income 4,017 3,232 24%

Hotel operation 618 509 21%

Telecommunications 1,955 2,056 -5%

Other business 2,892 2,568 13%

Gross profit 6,669 6,562 2%
Operating profit 5,284 5,664 -7%
Finance cost (256) (358) -28%
Associates & JV 139 4,285 -97%
Exceptional (4,413) 6,372 -169%
Pre-tax profit 754 15,963 -95%
Taxation 44 (2,117) -102%
Minorities (106) (220) -52%
Net profit 692 13,626 -95%
Underlying profit 4,535 6,200 -27%
EPS (HK$) 0.27 5.42 -95%

Gross margin 44.1% 55.1% -10.9 ppt
EBIT margin 34.9% 47.5% -12.6 ppt
Pre-tax margin 5.0% 133.9% -128.9 ppt
Net margin 4.6% 114.3% -109.7 ppt
Underlying margin 30.0% 52.0% -22.0 ppt  

Source: Company 
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Huge land bank 
98m sq ft land bank in 
China & HK 

 

 Although SHKP did not acquire any new land in 1H FY09, its land bank in HK and China 
amounted to 42.6m sq ft and 55.3m sq ft, respectively. Furthermore, 24m sq ft 
agricultural land is under negotiation for usage conversion that is a source of cheap raw 
land. SHKP is successful in value-added to its properties development projects. In the 
past, the company can take advantage of improvement of transportation link and 
product design so that its projects in New Territories could be sold in higher prices and 
higher margin.  

 

Completed 90% FY 09 
sales target 

 

 Contracted sales were HK$7.5bn in 1H FY09, of which HK$6.2bn came from projects in 
HK and HK$1.3 bn from MIXC Residence in Hangzhou. Peak One in Shatin and La 
Grove in Yuen Long were launched in 4Q08. Response was satisfactory. About 95% of 
units in Peak One and 80% in La Grove were sold. Income from Peak One was booked 
in 1H FY09 while that from La Grove will be booked in 2H FY09. Furthermore, SHKP 
has sold about 300 units in The Cullinan in March with proceeds of HK$6bn that will be 
booked in 2H FY09. Currently, SHKP achieved 90% of sales target in FY09 amounting 
HK$16bn and will launch more projects, such as The Latitude in Kowloon, Tuen Mun 
Town Lot 465 and Yoho Town Phase 2, in coming months. Pre-sales of MIXC 
Residence in Hangzhou started last August. About 600 residential units were sold and 
are expected to be completed in mid-2010. 

 

Figure 2: Land Bank Break Down 

 Attributable GFA (m sq ft) 

 Hong Kong  Mainland China 

Properties under development 17.0   52.3  

Completed investment properties 25.6   3.0  

 42.6   55.3 
 

Source: Company 

 

Rental income upped 
24% 

 

 

 

 

Shopping malls are the 
major rental source 

 

 SHKP aims to have 50/50 income mix from properties sales and rental income. Gross 
rental income (including share from JV investment properties) was HK$4,800m in 1H 
FY09, up 24% yoy. For the existing investment properties, there was about 13-17% 
positive rental reversion. In addition, new projects including International Commerce 
Centre (ICC) Phase 1, HarbourView Place and Millennium City 6 started to contribute 
rental income in 1H FY09. Overall speaking, occupancy rate of rental properties 
remains at 94%.  

 

Shopping centre contributed about 53% gross rental income to SHKP in t1H FY09. 
Occupancy of major malls such as New Town Plaza, APM and IFC mall was high. 
Promotions, renovations and tenant mix refinements organized by SHKP would 
enhance its malls’ attractiveness.  

 

Vacancy of IFC office remains as low as 3%. About 90% space of ICC in Western 
Kowloon has been leased or pre-leased. Some major tenants have already moved in 
Phase 1 of ICC. Looking forwards, about 5m sq ft of new investment properties will be 
completed in next few years and added into SHKP rental portfolio. 
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Figure 3: Gross Rental Income in 1H FY09 

 

Source: Company 
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Sustainable Investment in China 
Committed 20% of 
assets in China 

 

 SHKP had committed 20% of its assets in China. During the period, The Woodland 
Phase 3 in Zhongshan with 660,000 sq ft was completed and was over 70% sold. The 
luxury residential project in Wei Fong is under development and is expected to be a 
new landmark of luxury residences in Shanghai. 

 

Construction of the Shanghai IFC is under pipeline. The HSBC Tower was topped out at 
end-08 and will be completed soon. It will be HSBC headquarters in China and will 
occupy 22 floors with a total GFA of 624,000 sq ft. The management of SHKP has the 
hint that HSBC Tower may be sold to HSBC and has the announcement later. Besides 
Shanghai IFC, SHKP is building a 2.5m sq ft shopping mall, offices and residences 
complex in Shanghai’s Huai Hai Zhong Road. This project will be completed in phases 
from mid-2010 to 2011. 

 

Figure 4: Shanghai IFC 

 

Source: FSSL 
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Financial Analysis 
Trim down earnings 

Around HK$11 bn 
underlying earnings in 
FY09-10 

 

 Because of the price pressure, change in completion schedule and change in 
revaluation of investment properties assumption, we trim our earnings forecast 
downward 70.7%/35.7%/20.6% to HK$7.8bn, HK$16.7bn and HK$ 24.3bn in FY09-11, 
respectively. Furthermore, we project underlying earnings to be HK$11.6bn, HK$11.8bn 
and HK$19.3bn in the corresponding period, respectively. 

 

Figure 5: Earnings Revision 

Fiscal Net Profit (HK$Mln) (%) EPS (HK$) (%) 

Year Old New Change Old New Change 

2009E 26,403  7,748  -70.7% 10.300  3.021  -70.7% 

2010E 26,021  16,742  -35.7% 10.150  6.529  -35.7% 

2011E 30,609  24,298  -20.6% 11.940  9.475  -20.6% 
 

Source: FSSL 

 

Healthy balance Sheet 

Net gearing of 18.7% 

 

 

 SHKP held HK$6.5bn cash on hand, HK$3.0bn long term investment and HK$510m 
short term investment by end-08. On the other hand, short-term and long-term bank 
borrowing amounted to HK$2.1bn and HK$44.5bn in the same period. In the coming 
year, about 5% of gross debt will be due and we do not see any refinancing issues as 
there are ample committed banking facilities, cash flow from properties sales and stable 
rental income. Although net gearing ratio was increased by 4.4 ppt from one year ago to 
18.7%, it was in the healthy level and we are confidence to its financial position. 
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Valuation 

NAV is revised to 
HK$124.8 

 

 

 

 

 

 

HK$96.6 target price 

 Since investment and properties markets are volatile after financial tsunami, we use a 
higher cap rate to do our investment properties valuation. Furthermore, we lower our 
price assumption for properties under development and change the completion 
schedule. Finally, our NAV is revised downwards to HK$124.8 per share.  

 

In the coming year, global economic environment is still unstable. Economic outlook or 
properties price may have the down side risk. That would translate to the same risk to 
our NAV estimation. 

 

Our target price is HK$96.6, which is 20% discount to our FY09 GAV. Maintain BUY. 

 

Figure 6: FY 09 NAV estimation  

(HK$ m) NAV per share % of NAV Remark

Properties for sales 113,022 44.07 35% DCF with 12.1% WACC

-HK 91,623 35.73 29%

-China 21,399 8.34 7%

Investment properties under development54,816 21.38 17%

-HK 31,476 12.27 10%

-China 23,340 9.10 7%

Completed investment properties 165,106 64.39 52%

-HK 157,482 61.41 49% 4-8% cap rate

-China 7,624 2.97 2% 6-10% cap rate

Hotel 15,272 5.96 5% HK$2.5-6m average room value

Agricultural land 4,800 1.87 1% 24m sq ft@HK$200 per sq ft

Smartone 1,282 0.50 0% Market Value

Transport Int'l 2,598 1.01 1% Market Value

Sunevision 963 0.38 0% Market Value

USI 139 0.05 0% Market Value

Securities Investment 3,550 1.38 1%

Gross Amount 361,547 140.99 113%

Less: Net debt (41,455) (16.17) -13% End-FY09

NAV 320,092 124.82 100%  

Source: FSSL 
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Financial Summary  

Income statement Key statistics and ratios

Year end Jun 30 (HK$ m) 2007 2008 2009E 2010E 2011E Year end Jun 30 2007 2008 2009E 2010E 20119E

Turnover 30,994 24,471 33,861 39,259 52,538 Growth (%)

-Property development 14,242 7,040 14,140 17,837 28,193 Turnover 21 (21) 38 16 34

-Rental income 6,078 6,927 8,057 8,541 9,870 Operating profit (7) (8) 21 7 62

-Hotel 799 1,010 1,264 1,480 2,052 Net profit 7 30 (72) 116 45

-Telecom 4,039 4,073 3,900 4,200 4,424 EPS 4 28 (72) 116 45

-Other 5,836 5,421 6,500 7,200 8,000

COSG (17,387) (11,371) (17,881) (22,099) (25,611) Margins (%)

Gross profit 13,607 13,100 15,980 17,160 26,927 Gross profit 44 54 47 44 51

Other income 552 403 50 300 400 Operating profit 37 44 38 36 43

SGA (2,561) (2,775) (3,014) (3,494) (4,676) Net Profit 68 113 23 43 46

Operating profit 11,598 10,728 13,017 13,966 22,652

Interest expenses (635) (705) (872) (1,016) (925) Others (%)

Associated 2,616 3,013 1,926 1,512 1,802 Effective tax rate 17 14 17 17 17

Exceptional items 12,288 19,711 (4,600) 6,000 6,000 Payout ratio 27 23 83 38 32

Pre-tax profit 25,867 32,747 9,471 20,462 29,529 ROE 11 13 4 7 10

Tax (4,453) (4,596) (1,610) (3,479) (5,020) ROA 8 9 3 5 7

Minority interest (188) (549) (113) (241) (211)

Net profit 21,226 27,602 7,748 16,742 24,298 Valuation

Underlying earnings 11,495 12,186 11,566 11,762 19,318 P/Sales (x) 4.8 6.1 4.5 3.9 2.9

PE (x) 6.9 5.4 19.6 9.1 6.2

EPS (HK$) 8.52 10.87 3.02 6.53 9.48 P/B (x) 0.8 0.7 0.7 0.7 0.6

Underlying EPS (HK$) 4.61 4.80 4.51 4.59 7.53 P/Cash flow (x) 45.3 N.A. 49.1 10.0 8.5

DPS (HK$) 2.30 2.50 2.50 2.50 3.00 Dividend yield (%) 3.9 4.2 4.2 4.2 5.1

Balance sheet Cash flow statement

Year end Jun 30 (HK$ m) 2007 2008 2009E 2010E 20119E Year end Jun 30 (HK$ m) 2007 2008 2009E 2010E 20119E

Cash & deposits 7,364 6,796 5,945 5,167 5,906 Operating Profit 11,598 10,728 13,017 13,966 22,652

Trade debtors 12,525 11,552 13,500 14,500 16,000 Depreciation 1,061 1,126 979 1,260 1,440

Inventories 48,796 65,417 73,000 74,000 80,000 Change in wc (8,298) (11,058) (8,134) (1,300) (6,400)

Other current assets 841 717 550 880 880 Taxation (1,164) (1,028) (3,684) (1,279) (2,620)

Intangible assets 634 4,971 4,800 4,500 4,000 Others 59 117 917 2,555 2,711

Other LT assets 7,417 5,259 3,550 4,800 5,800 CF from Operation 3,256 (115) 3,095 15,202 17,783

Associated 23,098 31,193 32,000 34,000 36,000

Fixed assets 156,619 175,610 176,200 185,000 193,800 Capex (6,399) (12,580) (5,662) (4,260) (3,240)

Total assets 257,294 301,515 309,545 322,847 342,386 Associated investments 6,959 54 (807) (2,000) (2,000)

Others (433) 2,149 1,733 (1,330) (1,000)

ST debt 773 2,051 2,400 3,000 3,500 CF from Investing 127 (10,377) (4,736) (7,590) (6,240)

Trade creditors 14,136 13,103 14,500 15,200 16,300

Other current liabilities 3,950 4,440 2,850 3,250 3,650 Equity raised 39 10,891 0 0 0

LT borrowings 32,559 38,252 45,000 42,000 37,000 Change of  Debts 2,994 6,638 7,097 (2,400) (4,500)

Deferred taxation 16,684 18,903 18,200 20,000 22,000 Dividend paid (5,755) (6,564) (6,367) (6,411) (6,924)

Other LT liabilities 697 709 670 670 670 Others (1,113) (1,091) (27) 420 600

Total liabilities 68,799 77,458 83,620 84,120 83,120 CF from Financing (3,835) 9,874 703 (8,391) (10,824)

S'holders' funds 185,476 219,250 221,145 233,527 253,466 Change in Cash (452) (618) (939) (778) 719

Minorities 3,019 4,807 4,780 5,200 5,800 FX Change 21 27 20 20 20

Total 257,294 301,515 309,545 322,847 342,386 Cash at the beginning 7,406 6,975 6,384 5,465 4,707

Cash at the end 6,975 6,384 5,465 4,707 5,446

Net gearing 14 15 19 17 14 Adj: OD or others 389 412 480 460 460

BVPS (HK$) 74.43 85.50 86.24 91.07 98.84 Cash at BS 7,364 6,796 5,945 5,167 5,906  

Source: Company information, FSSL 
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