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Investment Summary Accumulate
SUNeVision is one of the leading carrier-neutratadeenter operators in Hong Kon g,CM_PHKI? >-54

owned 74.04% by Sun Hung Kai Properties (16.HK)he Group announced its |nter|m(C|°5'ng price at 26 February 2019)
results on February 22, and its revenue reached7B&$nillion during the period, up TARGET HKD 5.82 (+5.05%)

18.5% YoY, while we should see the net interestihgadebt-to-equity ratio to rise

significantly. We derive a target price of HK$5.82Due to the recent rally on stockSCMPANY DATA

price, we downgraded the rating to “Accumulate” hwia potential upside of 3’A‘C’R?<HEATRCEASP('(\:'_|'\|'<)D|\A:N)_ 122é2§5
approximately 5.05%. (Closing price at 26 Feb 2019) 52 - WK HILO (HKD): 6.39 / 4.16

Corporate Update
SHARE HOLDING PATTERN » %

L . . n Hung Kai Properties 74.04
The Group announced its interim results on Febriy and its revenue reachecP!" "Ung Kai Propert

HK$760 million during the period, up 18.5% YoY. Wever, the gross profit margin
decreased from 59.3% to 57.2%, due mainly to theease in depreciation expenses and
the upfront expenses of new customers entering MBS and MEGA Two. In PRICE PERFORMANCE » %

addition, operating costs as % of revenue alsoeas®d, with selling expenses _ M 3M 1y
accounting for 1.86%, up 0.05% YoY; administratepenses as % of revenue wasoNevision W A 359
4.5%, increased by 0.2% YoY. The increase waslynased to promote new capacity ' ' '

in data centers. The interest expenses from baak é&nd other financial costs WereRETURN VS. Hsl

HK$26.07 million, and the capitalization amount w#s$18.82 million, representing, a™
financed expenses of HK$7.24 million. Besides,iticecase in fair value of investment i
properties during the period was HK$90 million. e€Tleore profit attributable to Y

. — [ M
shareholders of the company was HK$321 million,o¥ Ynhcrease of 7.5%. TONRLTANENN -,m"* o A .

PR i\ ey
Compared with our forecast, the Group's revenueirin the first half of the financial m\' " ”‘ﬂmﬁ hi
year was higher than our expectation, reflectireg the new capacity of the data centegce: aastocks, Phillip Securities (Hk) Research
was sold faster than we expected. However, thp trgross profit margin rate is also
faster than our forecast, but the group said tmatrévenue generated by new customeRsy FINANCIALS

o r—

will show up in the second half of 2019FY, so we aptimistic about the gross profitHKD mn FY17 FY18 FY19E FY20E

margin in 2019FY. In terms of operating costslimglexpenses and administrativeRevenue 1,142 1,365 1,511 1,669

expenses as % of revenue were slightly higher tharearlier forecasts. Net Profit 632 776 730 704
EPS, HKD 0.156 0.192 0.181 0.174

Figure: 20182H vs 2019FY PER, x 35.56 28.85 30.66 31.83

20182H 2019FY forecast BVPS, HKD 0.911 0.968 1.058 1.145

P/BV, x 6.08 572 524 484

Revenue growth (YoY) 18.5% 8.5% ROE, % 174 204 178 158

GPM 57.2% 57.5% Source: Company reports, Phillip Securities Est.

Selling expenses as % of revenue 1.86% 1.60%

Administrative expenses as % of revenye4.5% 4.4% Research Analyst

Source: Company report, Phillip Securities (HK) &esh Terry Li (2277 6527)

terryli@phillip.com.hk
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Judicial review

As we mentioned earlier, the Group launched aniegtjoin for judicial review
against Hong Kong Science and Technology Parks dZatipn (HKSTPC) in
relation to TKOIE. The Group also mentioned thigrd in its interim results.
It believes that HKSTPC has not complied with itdigges and not enforced those
lease restrictions properly, leading to rampantlettibg or third party’s
occupation inside TKOIE. Hence, the Group launclea@pplication for judicial
review to the High Court to seek for clarificationHowever, the Group did not
provide further updates for the case. We beliénd the results of the review
will have a significant impact on the competitivendlscape of data centers in
Hong Kong.

Source of funding

The Group announced on December 12 that it hadessfidly acquired the
Tseung Kwan O Data Center site for HK$5.46 billemd stated that the Tseung
Kwan O project will be funded from internal and exxtal resources. In this
interim results, the group updated that it hasinbthtwo loans from Sun Hung
Kai Properties Group and banks, respectively, armogirto HK$3.8 billion and
HK$2.18 billion, totaling HK$5.98 billion, which isn line with our earlier
forecast of at least HK$5 billion.

We expect the net interest-bearing debt-to-equtipo rto rise significantly from
the current 57.3% to 161.9%. We maintain our es@mof a significant
reduction in the dividend payout ratio in the feuthus maintaining a 50%
forecast dividend payout ratio.

Earnings forecast

In view of the new capacity of the data center peinld faster than our forecast,
we have lift the revenue growth forecast of 20120 to 10.7%/10.4%.
Meanwhile, we slightly lowered the gross profit giar of 2019FY by 0.1%,
reflecting that the gross profit margin fell slightfaster than expected. In
addition, we lift the selling expenses of 2019/202Q0 1.8%/1.7%, which was an
increase of 0.2%/0.2% from the previous forecédmst; administrative expenses of
2019/2020FY both increased by 0.1% to 4.5%. Rmalle slightly lower our
forecast on interest expenses, because the améuntecest capitalization is
larger than our expectation.

Valuation

Assuming 36x P/E in 2019F, we derive a target poicelK$5.82, up 2.6% than
previous TP, due to the new capacity of the datdeceeing sold faster than our
forecast, implying 33.5x P/E in 2020F. As the ktpecice has rallied recently,
we downgrade to the rating to “Accumulate”, wit@%% potential upside,
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Figure: Forward PE (2017-2018)
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Source: Bloomberg, Phillip Securities (HK) Research

Risk

Slower than expected demand on data center

Significant increase in land supply for datateeswwithin a short period

The entry of cloud service giant players to dafater industry in Hong Kong
Loss on judicial review

el NS
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Financials

FYE JUN FY15 FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), ad] 39.33 40.79 3556 28.835 30.66 31.83
P/B (X) 6.39 6.28 6.08 5.72 5.24 484
Dividend Yield (%) 22% 2.3% 2.5% 2.7% 1.5% 1.6%
Per share data (HKD)

EPS, (Basic) 0.141 0.136 0.156 0.192 0.181 0.174
EPS, (Basic) (Excluding gain on fair value) 0.125 281 0.140 0.157 0.162 0.174
EPS, (Diluted) 0.141 0.136 0.156 0.192 0.181 0.174
DPS (HKD) 0.123 0.126 0.137 0.151 0.081 0.087
BVPS 0.866 0.882 0911 0968 1.058 1.145
Growth & Margins (%)

Grwoth

Revenue 8.5% 8.8% 14.3% 19.5% 10.7% 10.4%
EBIT -1.0%  -21% 14.0% 224% -1.3% -1.4%
Net Income (Excluding gain on fair value) 57% 2.0% 99. 11.8% 3.2% 10.0%
Margins

Gross margin 65.6% 63.9% 61.7% 585% 57.4% 57.0%
EBIT margin 72.0% 64.8% 64.7% 66.2% 59.0% 52./%
Net Profit Margin (Excluding gain on fair value) 5% 51.6% 49.7% 46.4% 43.3% 42.2%
Key Ratios

ROA 13.7% 12.4% 12.3% 12.2% 7.0% 5.0%
ROE 16.5% 15.5% 17.4% 20.4% 17.8% 15.8%
Income statement (HKD mn)

Revenue 918 999 1,142 1,365 11,5 1,669
Gross Profit 602 633 704 799 867 951
EBIT 661 643 738 904 892 879
Increase in fair value of investment properties 74 39 75 165 90

Interest expense - - - (7) (33) (81)
Net profit 569 549 632 776 730 704
Minority Interest - - 2 - - -
Net profit for owners 569 549 306 776 730 704

Source: Company, Phillip Securities (HK) Research
(Financial figures as at 26 February 2019)
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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 omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

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 aandanalysis,
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, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevedilable, 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 exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct 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 appropdate 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 hawg investment banking relationship with the listerporation 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 neaeé 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 Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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