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1-3QFY15 sales disappointing; cut TP to HK$4.74 

Disappointing sales performance; cut TP to HK$4.74. We revise down our 
earnings forecasts for CSC due to worse-than-expected sales and cut our TP 
from HK$5.51 to HK$4.74. However, we maintain our BUY rating for this 
commercial property player, given its established leadership position in a niche 
market and solid end-user demand.  

3QFY15 sales plunged 70%. CSC announced disappointing third quarter 
sales, with contracted sales plunging 69.7% YoY to HK$2.1bn. The company’s 
cumulative sales in 1-3QFY15 reached HK$8.9bn, falling 29.4% YoY. GFA sold 
dropped 37.9% YoY to 956k sqm though ASP rose 13.8% YoY, mainly due to a 
different product mix. Historically, the third quarter has been a good season for 
CSC’s property sales. In 3QFY14, the company recorded 48.3% of its annual 
sales. However, the scenario seems different this year. 

Stock market seems more attractive. We believe the reasons include: 1) 
China’s slowing economy, which is weakening SMEs’ buying power; 2) 
domestic investment interest shifting to the stock market from other areas like 
commercial properties. CSC’s major products for sale are trade centers and 
most of its buyers are SMEs or investors, who are very sensitive to investment 
alternatives. The domestic stock market has been very hot in recent months 
and is expected to provide attractive returns in 2015. 

Annual sales target challenging. Management has committed to more 
aggressive sales and promotions in the coming months. Moreover, the first 
batch of the new Chongqing project will be launched for sale in the final quarter 
of FY15. However, the annual target of HK$18bn looks challenging, in our view. 
There is only one quarter left, but the company has reached only half its annual 
target. In 1-3QFY14, the company recorded over 89% of its total annual sales. 
We believe it is very likely that the company will miss its FY15 sales target. A 
full-year figure of about HK$15bn, which represents single-digit growth, seems 
more achievable.  

Earnings forecast adjustments. We revise down our EPS forecasts for 
FY15/FY16 by 11.7%/13.1% respectively and cut our TP from HK$5.51 to 
HK$4.74, which represents a larger NAV discount of 40% (previously 30%). 
Worse-than-expected sales suggest less investment demand in the short run, 
but that does not necessarily mean shrinking end-user demand (logistics and 
trading space for the retail industry) in the long run. We maintain our positive 
view on the niche market of logistics and trading properties, in which CSC has 
an established leadership position. We maintain our BUY rating.  
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Relative perfomance

HSI China South City

3/13A 3/14A 3/15E 3/16E 3/17E

Revenue (HK$ mn) 7,488 13,468 14,840 20,450 25,044 Rating/Prev. Rating BUY/(BUY)
EBITDA (HK$ mn) 3,378 5,242 5,648 8,308 10,451 TP/Prev. TP (HK$) 4.74 /5.51
Net profit, pre-exceptional (HK$ mn) 1,893 2,880 3,113 4,735 6,295 Price (Jan. 13, 2015, HK$) 2.89                         
EPS (HK$) 0.31 0.46 0.39 0.59 0.79 % Upside/Downside 64%
 - % change from prev. EPS - - -11.7 -13.1 -12.7 Market Cap (HK$/US$mn) 23,156 /2,987
 - % vs. Consensus EPS - - -12.7 2.3 1.9 Free float (%) 31
EPS growth (%) 109.0 46.2 -15.4 52.1 32.9 Daily vol - 6M avg (mn) 29
ROE (%) 13.1 16.1 14.5 18.9 21.1 Daily val - 6M avg (US$mn) 14
Net debt (cash)/equity (%) 31.6 24.4 37.7 39.1 32.1
P/E (X) 9.2 6.3 7.4 4.9 3.7
P/B (X) 1.1 0.9 1.0 0.9 0.7
EV/EBITDA (X) 6.9 4.9 6.1 4.4 3.5
Dividend yield (%) 3.4 4.8 5.5 7.9 9.7
Source: Company  data, HTI

Major shareholder/%           Cheng & Leung /40%

BUY TP: HK$ 4.74 
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Income Statement* Balance Sheet
(HK$ mn except otherwise indicated) FY13 FY14 FY15E FY16E FY17E (HK$ mn except otherwise indicated) FY13 FY14 FY15E FY16E FY17E

Revenue (net of business tax) 7,488     13,468    14,840    20,450    25,044    Assets

YoY growth 104.0% 79.9% 10.2% 37.8% 22.5% Cash and cash equivalents 6,265       12,777     13,710     15,298     17,630     

Pledged deposits 513          -          224          246          271          

COGS (3,311)    (6,921)    (7,669)    (10,308)   (12,509)   Bill and trade receivables 1,580       3,535       2,968       4,090       2,504       

Gross profit 4,177     6,547     7,171     10,141    12,535    Inventories 9,381       13,455     16,350     16,224     19,212     

YoY growth 86.8% 56.8% 9.5% 41.4% 23.6% Other receivables -          -          148          204          250          

Gross profit margin 55.8% 48.6% 48.3% 49.6% 50.1% Other current assets 689          275          330          396          475          

Total current assets 18,428     30,042     33,730     36,459     40,342     

Selling & marking expenses (289)       (581)       (637)       (873)       (1,029)    

General and administration expenses (537)       (863)       (886)       (960)       (1,056)    Net PP&E (including AUC) 20,027     24,693     26,233     28,117     29,841     

Other operating income/loss 27          139        -         -         -         

EBITDA 3,378     5,242     5,648     8,308     10,451    Net intangibles

YoY growth 51.3% 55.2% 7.8% 47.1% 25.8%

EBITDA margin 45.1% 38.9% 38.1% 40.6% 41.7% Equity investments -          -          -          -          -          

Investments in securities or other 30           52           52           52           52           

Depreciation -         -         -         -         -         Total investments 30           52           52           52           52           

Amortization -         -         -         -         -         

EBIT 3,378     5,242     5,648     8,308     10,451    LT deferred tax assets 586          1,033       1,136       1,250       1,375       

YoY growth 51.3% 55.2% 7.8% 47.1% 25.8% LT trade and bills receivables

EBIT margin 45.1% 38.9% 38.1% 40.6% 41.7% Other long term assets 3,274.6    4,141.0    4,260.5    4,391.9    4,475.7    

Total assets 42,345     59,961     65,412     70,270     76,086     

Interest income 31          49          -         69          76          

Interest expense (133)       (153)       (190)       (292)       (184)       Liabilities

Profit/loss from associates Accounts payable 10,956     18,220     15,348     11,879     9,839       

Profit/loss from acquisition/disposal Short-term debt 4,418       6,023       7,830       9,396       10,335     

Other non-operating income/loss Other current liabilities -          -          -          -          -          

Pretax income 3,276     5,138     5,458     8,085     10,343    Total current liabilities 15,374     24,243     23,178     21,275     20,175     

YoY growth 49.8% 56.9% 6.2% 48.1% 27.9%

PBT margin 43.7% 38.1% 36.8% 39.5% 41.3% Long-term debt 7,435       11,677     14,828     16,868     18,046     

LT trade and bills payable

Income tax (1,266)    (2,056)    (2,345)    (3,350)    (4,049)    Deferred tax liabilities 3,493       3,896       4,286       4,715       5,186       

Effective tax rate 38.6% 40.0% 43.0% 41.4% 39.1% Other LT liabilities

Total non-current liabilities 10,928     15,573     19,114     21,583     23,232     

Minority interest (I/S item) 117        202        -         -         -         Total  liabilities 26,302     39,817     42,292     42,858     43,406     

Net income, post-exceptionals 1,893     2,880     3,113     4,735     6,295     

YoY growth 110.4% 52.1% 8.1% 52.1% 32.9% Common shareholders' equity

Net margin 25.3% 21.4% 21.0% 23.2% 25.1% Issued capital 61           4,684       4,684       4,684       4,684       

Reserves 15,793     15,285     18,261     22,553     27,820     

Post-exceptional items - gain/(loss) -         -         -         -         -         Common shareholders' equity 15,853     19,970     22,946     27,237     32,505     

Net income, pre-exceptionals 1,893     2,880     3,113     4,735     6,295     

YoY growth 110.4% 52.1% 8.1% 52.1% 32.9% Minority interests 190          175          175          175          175          

Net margin 25.3% 21.4% 21.0% 23.2% 25.1% Total liabilities and equity 42,345     59,961     65,412     70,270     76,086     

*  Excluding the effect of non-recurrent items

Cash Flow Statement Ratio Analysis*

(HK$ mn except otherwise indicated) FY13 FY14 FY15E FY16E FY17E FY13 FY14 FY15E FY16E FY17E

Operating activities Valuation

Profit before taxes 4,473     6,169     6,976     9,946     11,983    P/E (x) 9.2 6.3 7.4 4.9 3.7

Depreciation and amortization 27          -         -         -         -         P/B (X) 1.1 0.9 1.0 0.9 0.7

Net profit/loss on asset sales 1           -         -         -         -         EV/EBITDA (X) 6.9 4.9 6.1 4.4 3.5 

Increase/decrease in w orking capital (1,078)    1,235     (5,201)    (4,465)    (3,442)    Dividend yield(%) 3.4 4.8 5.5 7.9 9.7 

Other operating cash f low  items (1,310)    (3,677)    (3,766)    (5,138)    (5,705)    FCF yield (%) 1.2 2.9 0.3 0.3 0.4 

Net CF flow from operating activities 2,114     3,726     (1,991)    344        2,836     Profitablity

Gross margin (%) 55.8 48.6 48.3 49.6 50.1 

Investing activities EBIT margin (%) 45.1 38.9 38.1 40.6 41.7 

Capital expenditure (627)       (372)       (141)       (154)       (107)       Net margin (%) 25.3 21.4 21.0 23.2 25.1 

Acquisition/divesture -         -         -         -         -         SG&A/revenue (%) 11.0 10.7 10.3 9.0 8.3 

Proceeds from disposal of assets 322        -         -         -         -         ROE (%) 13.1 16.1 14.5 18.9 21.1 

Other investment cash f low  items (3,007)    953        (427)       (76)         (73)         ROA (%) 5.2 5.6 5.0 7.0 8.6 

Net CF flow from investing activities (3,312)    581        (569)       (230)       (181)       Liquidity & Leverage

Current Ratio (X) 1.2 1.2 1.5 1.7 2.0 

Financing Quick Ratio (X) 0.6 0.7 0.7 1.0 1.0 

Dividends paid (454)       (878)       (1,275)    (1,839)    (2,257)    Net debt/equity (%) 31.6 24.4 37.7 39.1 32.1 

Share repurchase/issue -         (508)       -         -         -         Total debt/equity (%) 74.8 88.6 98.7 96.4 87.3 

Increase/decrease in debt&notes payable 5,039     5,847     4,958     3,606     2,117     Total liabilities/total assets (%) 62.1 66.4 64.7 61.0 57.0 

Change in Minority interests 13          -         -         -         -         EBIT interest coverage ration (x) 25.3 34.3 29.7 28.5 56.9 

Other f inancing cash f low  items (502)       (153)       (190)       (292)       (184)       Efficiency

Net CF flow from financing activities 4,096     4,308     3,492     1,475     (324)       Inventory days 944.8 602.1 709.3 576.7 517.0 

A/R days 72.4 69.3 80.0 63.0 48.1 

Total cash flow 2,898     8,615     932        1,588     2,332     A/P days 1053.2 769.3 798.8 482.0 316.9 

*  Excluding the effect of non-recurrent items



 

 

 

 

 

 

 

Disclaimer 
Issued by Haitong International Research Limited (“HTIRL”) licensed corporation to carry on Type 4 (advising on securities) regulated activity for the purpose of 

the Securities and Futures Ordinance (Cap. 571), approved for distribution by: Haitong International Securities Company Limited (“HTISCL”) and/or Haitong 

International Investment Services Limited (“HTIIS”) (both are licensed corporations to carry on Type 1 (dealing in securities) regulated activity) in Hong Kong.  

The information and opinions contained in this document have been compiled or arrived at from sources believed to be reliable and in good faith but no 

representation or warranty, express or implied, is made by HTIRL, HTISCL, HTIIS or any other members within Haitong International Securities Group of 

Companies (“HTISG”) from which this document may be received, as to their accuracy, completeness or correctness. All opinions expressed herein are subject 

to change without notice. This document is for information purpose only. Descriptions of any companies or their securities mentioned herein are not intended to 

be complete and this document is not, and should not be construed expressly or impliedly as, an offer to buy or sell securities. The securities referred to in this 

document may not be eligible for buy or sale in some jurisdictions. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other instruments.  There is no 

representation that any transaction can or could have effected at those prices and any prices do not necessarily reflect HTISG’s internal books and records or 

theoretical model-based valuations and may be based in certain assumptions.  Different assumptions, by HTIRL or any other source, may yield substantially 

different results. 

The price of securities may move up or down, and may become valueless. It is as likely that losses will be incurred rather than profit made as a result of buying 

and selling securities. If an investment product is denominated in a currency other than an investor's home currency, a change in exchange rates may 

adversely affect the investment. Past performance is not necessarily indicative of future results. Certain transactions, including those involving derivatives, give 

rise to substantial risk and are not suitable for all investors. 

You should also bear in mind that recommendations in this document are not tailor-made for you. The analyst has not taken into account your unique financial 

circumstances, such as your financial situation and risk appetite. You must, therefore, analyse and should, where applicable, consult your own legal, tax, 

accounting, financial and other professional advisers to evaluate whether the recommendations suits you before investment.   

HTISG and our affiliates, officers, directors, and employees, excluding the analysts responsible for the content of this document, will from time to time have long 

or short positions in, act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this document.  

Sales, traders, and other professionals of HTISG may provide oral or written market commentary or trading strategies to the relevant clients and the companies 

within HTISG that reflect opinions that are contrary to the opinions expressed in this document. HTISG may make investment decisions that are inconsistent 

with the recommendations or views expressed in this document. HTIRL is under no obligation to ensure that such other trading ideas or recommendations are 

brought to the attention of any recipient of this document. 

Neither HTISG nor any of its directors, employees or agent accepts any liability whatsoever for any direct or consequential loss arising from any use of the 

materials contained in this document. This document is for the use of intended recipients only and may not be reproduced, distributed or published for any 

purpose without prior written consent of HTIRL.  

Analyst Certification 
Each analyst who is primarily responsible for the content of this research is licensed under the Securities and Futures Ordinance and certifies that with respect 

to each security or issuer that the analyst covered in this document:  

(1) all of the views expressed accurately reflect his or her personal views about the securities and/or issuers and were prepared in an independent manner, 

including with respect to HTISG; and  

(2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by the responsible 

analyst in this document. 

 

Investment rating system 

 Rating Remark 

Stock 

(9 - 12 months) 

Buy Target price +15% or more above the current price 

Hold Target price within 0% to +15% of the current price 

Sell Target price below the current price 

Sector 

Overweight Relative performance over Hang Seng Index ≥10% 

Neutral Relative performance within Hang Seng Index -10% to +10% 

Underweight Relative performance below Hang Seng Index ≤-10% 
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