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New Investment Properties Gradually Start Operation

Hong Kong | Property | Company report

Investment Summary

- Three new investment properties in Hong Kong will be completed in FY2018,
with one of them having been sold to third party, subject to terms and conditions
- Rapid retail sales growth in China, benefitting the investment properties in China

Business Overview

Rapid growth in 1H2017 result: In 1H2017, Swire Properties’s revenue rose 46%
to HK$11,525Mn. Operating profit rose 131% to HK$15,537Mn and net profit rose
177% to HK$14,763Mn. The rapid growth in net profit is mainly caused by the
331% surge in the valuation gain on investment properties, which is caused by the
increase in rental income and the reduction in cap rate. Underlying profit increased
30% to HK$4,628Mn and is mainly caused by the sharp increase in profit
contributed by the property trading segment, whose profit rose rapidly because of
the handover of the pre-sold units at ALASSIO project in Hong Kong. In 1H2017,
Swire Properties had an Earnings per Share of HK$0.91 and an Underlying Earnings
per Share of HK$0.61. The company declared a dividend of HK$0.25 per share,
representing a HK$0.02 increase in comparison with that of 1H2016.

Property trading segment is the primary contributor of the growth: Swire
Properties handed over its properties to their buyers in Hong Kong. The entire 197
pre-sold units in ALASSIO were handed over to the buyers and 9 out of 28 units in
WHITESANDS were handed over to buyers too. The property trading segment still
has some floor area remaining from previous development projects, which is
expected to be enough for sales for the next one or two years. However, once the
property trading portfolio dries up, Swire Properties will not be able to sustain the
current level of revenue generated by the property trading segment. Therefore,
unless the three land held for development in USA start to be developed, the
revenue contributed by the property trading segment will be gradually declining.

Property Trading Portfolio Location GFA (Sq. Ft.) Completion Date
5 Star Street Hong Kong 408 2010
WHITESANDS Hong Kong 49,212 2015
Pinnacle One, Chengdu* China 593,139 2014
ASIA, Miami** USA 5,359 2008
Reach, Miami USA 63,158 2016
Rise, Miami USA 290,616 2016
Held for Development

Fort Lauderdale, Florida USA 825,000 --
South Brickell Key, Miami, Florida USA 550,000 --
Brickell City Centre, Maimi, Florida USA 523,000 --

Source: Company Reports, Swire Properties

* Awaiting court proceedings for cancellation @fes due to consideration was not received on time

**: 122 out of 123 units were sold. One penthousi remains unsold
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KEY FINANCIALS
HKD mn FY15 FY16 FY17E FY18E
NetSales 16,447 16,792 18,699 16,333
Net Profit 14,196 15,209 16,948 16,110
EPS, HKD 2.4100 2.5700 2.8970 2.7539
PER, x 12.45 10.22 9.42 9.91
BVPS, HKD 36.9653 38.1318 40.2988 42.3227
P/BV, x 0.65 0.58 0.68 0.65
ROE, % 4.6 6.5 5.3 5.0

Source: Company reports, Phillip Securities Est.
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Three new investment properties will be ready in FY2018: Swire
Properties currently has three investment properties projects under
development in Hong Kong, namely 8-10 Wong Chuk Hang Road, Tung Chung
Town Lot 11 and New Kowloon Inland Lot 6312, all of which are going to be
completed in FY2018. These properties are either offices or retail and hotel
complex. In particular, Swire Properties has conditionally agreed to sell New
Kowloon Inland Lot 6312, subject to the successful application of occupation
permit and certificate of compliance on or before 31/12/2018.

Completion
Property Interest GFA (Sq.Ft.) Type Date
8-10 Wong Chuk Hang Road | 50% 382,500 Office FY2018
Tung Chung Town Lot 11 | 20% 475,000 Retail/Hotel FY2018
New Kowloon Inland Lot 6312 | --* 555,000 Office FY2018

Source: Company Reports, Swire Properties
*. Swire Properties conditionally agreed to sedl 1100% interest in the company which owns
this uncompleted investment property development

These investment properties will provide a stable recurring profit and
provide some support to the profit when the property trading portfolio dries
up. Moreover, the Tung Chung Town Lot 11 is right next to the company's
another investment property, Citygate Outlets, which the company has an
attributable interest of 20%. The Tung Chung Town Lot 11 project comprises
retail area and hotel area and is expected to be benefit from the crowd
brought by Citygate Outlets as well as the future Hong Kong-Zuhai-Macau
Bridge, which is expected to be completed in December 2017.

China investment properties will provide growth: Taikoo Hui in Shanghai
was open in May 2017 and Swire Properties has 50% interest in the project.
Calculating using a 100% interest basis, Taikoo Hui in Shanghai has a GFA of
2,930,595 square foot and the company has already achieved good results in
the property, i.e. 91% leased, 40% shops opened in the shopping mall, and
75% leased for offices. Taikoo Hui in Shanghai also consists of an under
development portion, with a GFA of 538,799 square foot. That portion is
expected to be completed by the end of FY2017. Retail sales of the retail
portion of the other investment properties in China were strong throughout
the reporting period, e.g.: Taikoo Hui in Guangzhou - 30%, INDIGO - 69%,
and Sino-Ocean Taikoo Li Chengdu - 47%.

Investment Thesis, Valuation & Risk

Our valuation model suggests a target price of HK$27.30: Swire
Properties will have several investment properties starting operation in
FY2018. Moreover, Swire Properties released the value of its investment
property by selling the New Kowloon Inland Lot 6312 property. Therefore, a
target price of HK$27.30, corresponding to a P/E and P/B of 9.42x and 0.68x,
has been assigned, with a "Neutral® rating maintained. (Closing price at 24
Aug 2017)

Downside Risks \ (1): Retail sales in China slow down
(2): Downturn in property industry in USA
(3): Rent of new investment properties worse than
expected
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Financials

FYE FY2014 | FY2015 | FY2016 | FY2017F| FY2018F

Valuation Ratios

Price Earnings (P/E) 12.15 12.45 10.22 9.42 9.91
Price to Book (P/B) 0.69 0.65 0.58 0.68 0.65
Per Share Data (HKD)

EPS 1.6300 2.4100 2.5700 2.8970 2.7539
Book Value Per Share 35.5027 36.9653 38.1318 40.2988 42.3227
Dividend Per Share 0.6600 0.7100 0.7100 0.7300 0.7300
Growth & Margins (%)

Growth

Revenue 19.G 6.9 2.1 11.3 (12.7)
Operating Income 8.9 3.4 (5.2) 9.6 (5.4)
Net Profit (23.2) 46.0 7.1 115 (2.9
Margins

Gross Profit Margin 66.4 64.9 61.4 59.3 63.0
Operating Profit Margin 87.9 87.1 85.4 87.0 86.8
Net Profit Margin 63.2 86.3 90.6 90.6 98.6
Key Ratios

ROE (%) 4.6 6.5 6.7 5.3 5.0
ROA (%) 3.7 5.2 5.3 3.8 3.5
Income Statement (HKD

Mn)

Revenue 15,387 16,447 16,792 18,699 16,333
- Cost of Goods Sold (5,176) (5,781) (6,486) (7,616) (5,825)
Gross Income 10,211 10,666 10,306 11,083 10,507
- Operating Expenses (1,231) (1,381) (1,507) (1,440) (1,382)
Operating Income 8,980 9,285 8,799 9,643 9,125
- Net Non-Operating Gain 2,389 6,968 8,821 9,748 9,469
Pretax Income 11,369 16,253 17,620 19,392 18,594
- Income Tax Expenses (1,646) (2,057) (2,411) (2,444) (2,483)
Net Profit 9,723 14,196 15,209 16,948 16,110

Source: Company, Phillip Securities (HK) Research Estimates
(Financial figures as at 24 Aug 2017)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of
different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2017 Phillip Securities (Hong Kong) Limited
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