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Shenzhen Investment (604.HK)

Broadly Completed The Exit From Lower Tier Cities

Hong Kong | Property | Company report

Investment Summary

- Significant rise in gross profit margin, primarily contributed by the recognition
of the sales of properties in Shenzhen, whose gross profit margin can be as high
as 66% (Overall GPM of Shenzhen: 50.7%)

- Taking advantage of the recovery of property market in Tier 3 and Tier 4 cities,
the company further decreased its exposure in these cities and significantly
decreased the proportion of these in cities in the land bank to 34%

Business Overview

The 1H2017 revenue declined but net profit surged: The revenue of Shenzhen
Investment in 1H2017 declined 14.6% to HK$5,454Mn. The decline is primarily
caused by the tight regulation in Shenzhen and the fact that several projects in
Shenzhen will only be recognised in 2H2017 and FY2018, thereby affecting the
revenue in 1H2017. Despite the drop in revenue, gross profit rose 1.9% to
HK$2,197Mn in 1H2017 due to the rise in gross profit margin from 33.8% in
1H2016 to 40.3% in 1H2017. The large increase in gross profit margin is caused by
the increase in the revenue contribution by Shenzhen, whose contribution was
69.4% in 1H2017 and gross profit margin was 50.7%. The profit attributable to the
shareholders in 1H2017 rose 119.3%, primarily caused by the disposal gain of the
projects in Tier 3 and Tier 4 cities, which amounted to HK$3,325Mn (Before
attribution to shareholders and minority interest). Despite the increase in earnings,
the dividend per share remained at HK$0.07 per share.

Further optimised the land bank: Shenzhen Investment continued to enhance the
quality of its land bank by disposing land in Tier 3 and Tier 4 cities. In 1H2017, the
company disposed 5 projects located in Sanshui, Taizhou, and Jiangyan through
public listing for sales, allowing the company to achieve an after tax gain of
HK$3.33Bn. Coupled with the disposal of land in Heyuan in FY2017, the disposal of
these projects signals the broad completion of the company's exit in the Tier 3 and
Tier 4 cities, with the contribution to the land bank by these cities dropping from
49% in FY2016 to 34% in 1H2017, significantly enhancing the quality of the land
bank. The company also expanded its land bank and obtained a residential land in
Tuen Mun, Hong Kong (GFA: 43,938 square metres, 50% Interest) with Road King
Infrastructure.

Land Bank Composition As At (Capacity GFA):  31/12/2016 30/6/2017
Shenzhen 31% 40%

Hong Kong -- 1%

Tier 2 Cities 20% 25%

Tier 3 Cities 49% 34%

Total 100% 100%
Attributable Capacity GFA (Sq. M.) 5.49Mn 4.11Mn

Source: Shenzhen Investment
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CMP:HKD 3.66
(Closing price as at 13 Oct 2017)

TARGET: HKD 4.05 (+10.66%)

COMPANY DATA
O/S SHARES (MN) 7,948
MARKET CAP (HKDMN) : 29,139
52 - WK HI/LO (HKD): 3.98 / 2.85
SHARE HOLDING PATTERN * %
Shum Yip Holdings Company Limited 61.48
PRICE PERFORMANCE * %

1M 3M 1Y
Shenzhen Inv 0.55 457 0.83
HSI 2.09 8.09 19.39
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Source: Phillip Securities (HK) Research
KEY FINANCIALS
HKD mn FY15 FY16 FY17E FY18E
Net Sales 18,428 21,354 13,871 17,560
Net Profit 3,088 3,471 3,510 3,419
EPS, HKD 0.4056 0.4236 0.4025 0.3920
PER, x 8.68 8.57 9.56 10.46
BVPS, HKD 4.5132 4.2895 4.4720 4.4615
P/BV, x 0.78 0.85 0.86 0.92
ROE, % 8.6 9.7 9.0 8.8

Source: Company reports, Phillip Securities Est.
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Contracted sales in first 9 months was weak in comparison with peers:
Shenzhen Investment's accumulated contracted sales in the first 9 months of
FY2017 amounted to CNY10.24Bn, representing a YoY drop of 43%. The
accumulated contracted sales area in the same period was 480,079 square
metres, representing a YoY drop of 37%. Recognised revenue in 1H2017
dropped 14.6% to HK$5,454Mn. The drop in revenue is primarily contributed
by the tightened regulations in China especially those in Shenzhen. According
to the 1H2017 report, 76% of the contracted sales in the first half of FY2017
were contributed by Shenzhen. Since Shenzhen projects usually have high
profit margins, we expect the reduction in the contracted sales could be
partially offset by the improvement in the overall profit margins.

City (CNY 'Mn) 1H2017 Contracted Sales  Contribution
Shenzhen 6,839 76.1%
Maanshan 907 10.1%
Changsha 327 3.6%
Changzhou 232 2.6%
Huizhou 203 2.3%
Shunde 146 1.6%
Guangzhou 113 1.3%
Chaohu 70 0.8%
Jiangyan 52 0.6%
Chengdu 32 0.4%
Wuhan 28 0.3%
Dongguan 20 0.2%
Heyuan 13 0.1%
Total 8,982 100%

Source: Shenzhen Investment

Over the next two years, the company has some large properties to release,
mostly in FY2019 and with some projects located in prime locations in
Shenzhen. We believe these projects will receive good demand despite the
tightened regulations in Shenzhen. Examples of these projects include:

Project City GFA (Sq. M.) Completion
Date
Shum Yip City Phase 3.2 Shenzhen 129,022 FY2017
Shum Yip Dongling Land Plot 03-01 Shenzhen 457,359 FY2018
Qianhai 19-06-06 Project Shenzhen 52,900 FY2018
Tanglang City West Shenzhen 277,557 FY2018
Taifu Square Phase 1 (North) Shenzhen 100,804 FY2018
Terra Licheng Shenzhen 116,650 FY2019
Shum Yip UpperHilss South (Excl. T2) Shenzhen 768,009 FY2019
Taifu Square Phase 1 (South) Shenzhen 206,971 FY2019
Shum Yip Zhongcheng Land Plot 05-01 | Shenzhen 338,873 FY2019

Source: Shenzhen Investment

Investment Thesis, Valuation and Risk

Our valuation model suggests a target price of HK$4.05: Despite the drop
in recognised revenue and contracted sales, we maintain our optimistic view
to Shenzhen Investment because of its valuable land resources, i.e. those in
Shenzhen, and the recent revaluation of China property stocks. We also
believe the Shenzhen projects can raise the profit margin, which the
improvement in profit margin can offset some of the negative effect on
revenue brought by the tightened regulations. Therefore, we have adjusted
Shenzhen Investment's target price to HK$4.05, corresponding to a P/E and
P/B of 9.56x and 0.86x, with an "Accumulate rating assigned. (Closing price as
at 13 Oct 2017)
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Downside Risks | (1): Tightening regulations in property market in China
(2): Contracted sales continues to slow
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Financials

FYE FY2014 | FY2015 | FY2016 | FY2017F| FY2018F

Valuation Ratios

Price Earnings (P/E) 6.0p 8.68 8.57 9.56 10.46
Price to Book (P/B) 0.7( 0.78 0.85 0.86 0.92
Per Share Data (HKD)

EPS 0.5362 0.4056 0.4236 0.4025 0.3920
Book Value Per Share 45817 4.5132 4.2895 4.4720 4.4615
Dividend Per Share 0.1600 0.1600 0.2200 0.2200 0.2200
Growth & Margins (%)

Growth

Revenue 41.4 33.3 15.9 (35.0) 26.6
Operating Income 1.9 88.8 38.4 (34.7) 35.1
Net Profit 12.7 (11.9) 12.4 1.1 (2.6)
Margins

Gross Profit Margin 29.5 34.6 38.7 40.7 42.0
Operating Profit Margin 19.2 27.3 32.6 32.8 35.0
Net Profit Margin 25.4 16.8 16.3 19.5 22.5
Key Ratios

ROE (%) 10.3 8.6 9.7 9.0 8.8
ROA (%) 3.3 3.2 3.3 3.2 3.2
Income Statement (HKD

Mn)

Revenue 13,827 18,428 21,354 13,871 17,560
- Cost of Goods Sold (9,754) (12,054) (13,083) (8,227) (10,185)
Gross Income 4,073 6,374 8,271 5,644 7,375
- Operating Expenses (1,412) (1,350) (1,319) (1,101) (1,236)
Operating Income 2,661 5,024 6,952 4,543 6,139
- Net Non-Operating Gain 3,194 1,487 1,341 3,321 1,520
Pretax Income 5,855 6,511 8,293 7,864 7,659
- Income Tax Expenses (2,349) (3,423) (4,822) (4,354) (4,240)
Net Profit 3,506 3,088 3,471 3,510 3,419

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 13 Oct 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.
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