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AEIls going to improve future profitability
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Investment Summary

PhillipCapital

- Quality occupancy and stable growth; élc\:ﬂi)umulate
- Effective cost control measures facilitating imeome; HKD9.42

- Payback debt saving financing cost and ease peefisum interest hike. (Closing price at 21 Aug 2018)
Target Price: HKD10.5 (+10%)

Business Overview COMPANY DATA

L ) o OIS SHARES (MN) : 1,914
Stable growth in first half. Fortune REIT manages 16 commercial propertiesangH MARKET CAP (HKDMN) : 18,004
Kong, with the total valuation of portfolio reachitiKD40.78bn (up by 8% from 2017 52 - WK HI/LO (HKD): 9.87 / 9.01

end). In 18H1, Fortune REIT realized revenue of FKB.1mn (+2.2% YoY) implying a
4.2% YoY growth if we exclude the effect of selliRgovident Square. Operating incom ,

totaled HKD748.6mn which is growing by 3% or 4.2%cleding the disposal. Incomee(s:::/;F:SEHHOLDING PATTERN > % 7759
attributable to distribution amounted to HKD505.2omby 3.7% YoY. Distribution per scnroder inv Mgt 12.01
unit reached HKD26.34 cents representing 3.2% Yoxwth, implying an annualized

yield of 5.8%.

PRICE PERFORMANCE » %

; . ; 1M 3M 1Y
Figure: 1H18 operating results . . Fortune REIT -0.32 -0.85 4.32
HKD/mn 18H1 17H1 Change @ Change excluding Provident HSI 36.1 95 29

(%) Square effects (%)
Revenue 978.1 956.7 +2.2% +4.2% RETURN VS. HSI
Operating expenses -206.2 -207.1 -0.5% -
Operating income 748.6 727.0 +3.0% +4.6% P}
Financial costs -131.9 -132.6 -0.6% - P L M | M Ay
Distributable income 505.2 487.3 +3.7% - 7 w«\”} —r \ o

L . . VA WA E‘W .
Distribution per unit 26.34 25.53 +3.2% - ™ ‘ WA
(HK cents) u‘ )J J“‘MWMMMMMW J‘H‘J“ \ W o

Source: Company, Phillip Securities I I I I
Source: Aastocks, Phillip Securities (HK) Research

Quality occupancy performance.Fortune REIT maintains considerable occupancy rate

outperforming the market average since listed in. @cupancy rate reached 98% irKEY FINANCIALS

FY17 and 96% in 18H1 due to AEls for Fortune Kingsd, for which the mall is under HKDmn  FY16 FYl7 FY18E FYIOE

adjustment and renovation. We expect that occupavityreturn to normal or even Revenue 1975 2030 2071 2112

higher level after the accomplishment of AEIs. Ated reversion of 13.6% was recordednet income 1258 3201 2408 2428

for renewals during 18H1 with the average rent 6fD45.9 per sqf. The tenant mix epu,HkD 066 1.68  1.34 135

continues to diversify and over 60% rental incomfram daily necessity industry. PER, x 1395 549 6.8  6.80
i 1290 1405 1458 15.02

AEls facilitate future profitability. The company proactively progresses an assgl,, . 071 066 063 061

enhancement to increase investing return. It lagm@n enhancement plan for Fortungeg o, 511 1194 921  9.02

Kingswood (which is set in 1996 with the total acé&®65k sqf) and will be finaished at

2019 end. Fortune Kingswood is the largest shoppmad) in Tin Shui Wai area and

accounted for 18.4% of total revenue. Now the campa promoting enhancementg, .« 7hou

project of West Tower with an expected cost of HRDhn. After the reorganization +852 2277 6515

and building, it is expected to attract more custmmand improve managemenguusziou@phillip.com.hk

efficiency. Profitability is also going to rise aftappropriate adjustment.

Source: Company, Phillip Securities Est.
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Disposal of Provident Square.The company sold out Provident Square at
consideration of HKD1.988bn. The disposed valug.istimes its purchase price
and 88% over its appraised value as at 30Nov 2@t&¥ Byear holding period.
The deal results in a gain of HKD921mn after coripteon 28 Feb 2018. The
proceeds will be used in asset enhancement ing@tdebt repayment, etc.

Healthy finacial condition. The company increases financial flexibility and
safety through selling out asset and prudentialagement of risk. It paid back
HKD1.1bn debt and now the debt to asset ration cedighes 22.3%. Meanwhile,
Fortune REIT has kept borrowing xost around 2.72%a the interest risk of 54%
debt having been hedged.

Valuation & Risks

Our target price is HKD10.5. We highlight 1) As most of tenants are engaged in
daily necessity business, the rental income igivels stable and less impacted by
any economic recession. 2) AEIls will be growth motoen to improve
profitability. 3) healthy financial condition andopealing yield. Thus we give
target price HKD10.5, implying 35% discount to NARisks include Interest
hike drives up debt cost; AEIs plan fail expectasgio

Figure: Property Assets

Property GRA (Sq.Ft.))  Valuation HK$ Number of
million Carpark Lots
Fortune City One 414,46 7,93¢ 658
Fortune Kingswood 665,244 7,462 622
Ma On Shan Plaza 310,08: 5,48¢ 29C
Metro Town 180,822 3,590 74
Fortune Metropolis 332,16¢ 2,551 17¢
Laguna Plaza 163,203 2,450 150
Belvedere Square 276,86. 2,37( 32¢
Waldorf Avenue 80,842 1,651 73
Caribbean Square 63,01¢ 1,08( 117
Jubilee Square 170,61t 892 97
Smartland 123,544 723 67
Tsing Yi Square 78,83¢ 65€ 27
Centre de Laguna 43,000 299 N/A
Hampton Loft 74,73¢ 28< 35
Lido Avenue 9,836 190 N/A
Rhine Avenue 14,60 12C N/A

Source: Company (as at Mar 2018), Phillip Secwitie
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Financials

FYE 2015 2016 2017 2018E 2019E
Valuation Ratios

Price to Earnings (P/E) 7.14 14.2Z7 5.62 7.01 6.95
Price to Book (P/B) 0.74 0.7¢ 0.67 0.6& 0.63
Per Share Data (HKD)

EPU 1.32 0.6€ 1.6¢ 1.34 1.35
Book Value Per Unit 12.7¢ 12.9C 14.0¢ 14.5¢ 15.04
Dividend Per Unit 0.47 0.4¢ 0.51 0.54 0.54
Growth (%)

Revenue 13.67 4.9t 2.77 2.0C 2.0¢
Pretax Income 34.6( -45.22 132.7¢ 3.0C 3.00
Income Available for

Distribution 13.2¢ 5.72 3.8C 3.0C 3.00
Margins (%)

Net Property Income Margin 72.5: 73.5¢ 73.9¢ 74.0C 74.0(
Pretax Income Margin 142.5: 74.3¢ 168.4¢ 124.3¢ 122.9¢
Income Available for

Distribution Margin 47.0C 47.3¢ 47.8: 47.0C 47.0(
Key Ratios

ROE (%) 10.3¢ 5.11 11.9¢ 9.21 9.02
ROA (%) 6.77 3.3¢ 8.0¢ 7.37 7.22
FYE 2015 2016 2017 2018E 2019H
Income Statement (HKD Mn)

Revenue 1,882.: 1,975. 2,030.: 2,070.¢ 2,112.1
-Property Exp & Mgt Fee (558.1) (565.6) (573.4) (584.0) (595.6
Net property income 1,324.( 1,409.¢ 1,456.1 1,486.¢ 1,516.5
- Basic Fee & Other Expense 1,358.¢ 59.¢ 1,963.¢ 1,088.¢ 1,080.¢
Pretax Income 2,682.¢ 1,469.¢ 3,420.: 2,575.¢ 2,597.1
-Tax Expenses (196.5) (211.7) (219.3) (167.4) (168.8
Income Before Distribution 2,486.: 1,257.¢ 3,201.( 2,408.2 2,428.4
-Distribution & Adjustment (1,601.6) (322.7) (2,230.2) (1,434.9) (1,435.6

Income Available for
Distribution 884.¢ 935.2 970.¢ 973.Z 992.7

Source: Company, Aastocks, Phillip Securities (H€search
(Financial figures as at Aug 21 2018)
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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 pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely orltloge quantitative return bands. We consider iz factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absensok price catalysts, and speculative undertones
surrounding the stock, before making our final reocwendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable eandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdiental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’'s own independent verification and exercisgudfjment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that anogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm’s Disclosure: Phillip Securities does not hawy investment banking relationship with the tisterporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product's risks, please visit the Riskdsures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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