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China South City Holdings Limited (1668.HK)

Slowdown in property sales, but new businesses still on track

Financial Highlights

YIE 31 Mar 2012113 201314 2014115E 2015M16E 2016M7E
Revenue (HK$ m) 7,488 13,468 15,177 18,293 23,207
YoY growth (%) 104.0 79.9 12.7 205 26.9
Core net profit (HK$ m) 1,776 2,678 2,700 3,268 4,408
EPS (HK$) 0.295 0.427 0.357 0.408 0.550
Vs. Consensus (+/- %) (29.9) (35.7) (30.2)
EPS growth (%) 443 44.8 (16.4) 14.3 349
P/E (x) 9.2 6.3 7.6 6.6 4.9
P/B (x) 1.0 0.8 0.9 0.8 0.7
Dividend yield (%) 3.7 5.2 44 5.0 55

Source: Company, BOCOM Int’l estimates

L3 Management denied the
Shenzhen investigation-related
rumours.

& Disappointing contracted sales. 3QFY15 contracted sales was HK$2.1bn (-70% YoY), and
9MFY15 was HKS$8.9bn (-29% YoY). While there was a high base in 3QFY14 and the

company used the back-loaded sales in 4Q, momentum was still slower than our ®  Going back to fundamentals, the

counter is trading at 7.6x FY15E

projection with 49% of its FY15 target locked in (9MFY14: 90%). The management
attributed the slowdown to additional management resources allocated to new

businesses, as well as the postponed sales schedule. While maintaining the FY15 sales

P/E with a 4.4% FY15E yield, after
revising our earnings forecast.

Maintain Buy with a new target

ice of HK$4.25.
target (HKS18bn), the management agreed it will be challenging to make up for the il

remaining HK$9bn in 4QFY15, as the next major new launch, CSC Chongging, will only

fall into FY16, as originally planned. We are also concerned, and apply a more 1-yearsharepriceperformance

conservation growth assumption, in light of the potential shift of investment demand o sl
25%
out of trade centre back to conventional residential. Therefore, we lower our FY15-FY17 20%

15%
contracted sales target by 17%-23% to HK$S15bn-25bn, accordingly.

lhf\ o A

& Maintain Buy. On the other hand, the company denied the media reports and rumours Z§§~Z‘?
-30%
Jan-14 May-14 Sep-14 Jan-15

relating to any investigation among the Shenzhen developers. We believe the market
Source: BOCOM Int’|

should focus back on CSC’s fundamentals. We cut our FY15-FY17 earnings forecast by

Stock data
11%-17%, in accordance with the slower contracted sales. While we still expect a mild 52w High (HKS) 499
1% growth in core net profit, we forecast a 16% decline in EPS, due to the enlarged 52w Low (HKS) 2.56
. . . o . . Market cap (HK$m) 21,713.60
equity base. Nevertheless, we expect a smaller decline in dividend, with a higher Issued shares (m) 8.012.40
recurrent income base allowing a higher payout ratio. We believe the valuation is still Avg daily vol (m) 28.64
i h level of 70% NAV di 7.6x FY1SE P/E and a 4.4% i change () (2301
attractive at the current level o 6 property iscount, 7.6x /E and a 4.4% YTD change (%) (23.45)
FY15E yield. Moreover, we believe the market should not ignore the value creation from 50d MA (HKS$) 3.67
200d MA (HK 3.69
new businesses. We maintain our BUY rating on the counter, with a new target price of 14.day RS(I 9 1756

Source: Company data, Bloomberg

HKS$4.25 (from HKS$5.60), based on a wider target discount at 65% (from 50%) to its

property NAV of HK$9.00, and HKS1.1 for the new businesses, at 0.1x-0.5x Price/NAV. Alfred Lau, CFA, FRM

alfred.lau@bocomgroup.com
Tel: (852) 2977 9235
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Figure 1: earnings revision

FY15E FY16E FY17E
Contracted sales (HK$bn) - old 18,028 23,603 32,094
Contracted sales (HK$bn) - new 14,938 18,017 24,918
chg (%) (17.1) (23.7) (22.4)
Revenue (HK$bn) - old 17,196 22,703 29,139
Revenue (HK$bn) - new 15,177 18,293 23,207
chg (%) (11.7) (19.4) (20.4)
Core profit (HK$bn) - old 3,023 3,94 5,318
Core profit (HK$bn) - new 2,700 3,268 4,408
chg (%) (10.7) (17.1) (17.1)
EPS (HKS$) - old 0.482 0.628 0.848
EPS (HK$) - new 0.357 0.408 0.550
chg (%) (26.0) (35.1) (35.1)
DPS (HK$) - old 0.120 0.157 0.212
DPS (HK$) - new 0.120 0.135 0.150
chg (%) - (14.0) (29.2)

Source: BOCOM Int’l estimates

Figure 2: NAV of property development and investment segments

Value Value
(RMB m) (RMB m)

Property development :
- CSC Shenzhen 7,561
- CSC Nanchang 7,865
- CSC Nanning 4,581
- CSC Xian 2,884
- CSC Harbin 1,512
- CSC Zhengzhou 6,027
- CSC Hefei 1,038
- CSC Chongging 1,565

33,033
Investment properties 25,251
Gross asset value (GAV) 58,284
Gross asset value (GAV) (HK$ m) 72,855
Net debt (HK$) (4,742)
Property net asset value (NAV) 68,113
Property NAV per share (HK$) 9.00
Source: BOCOM Int’l estimates

Figure 3: SOTP target price

SOTP Target discount (%)/ SOTP SOTP value Remarks
Gross value Price-to-NAV (x) Net value per share
(HK$ m) (%) (HK$ m) (HKS)
Property development 68,113 65% 23,840 3.15

New business:

Warehouse 9,209 0.5x 4,605

Logistics 3,567 0.5x 1,784 Imply 45x/15x FY16/17E target P/E
E-commerce 16,875 0.1x 1,688 Imply 6x-16x FY15-17E target P/E
Total 29,651 0.3x 8,076 1.10

Target price (HK$) 4.25

Current share price (HKS$) 2.71
- Upside (%) 56.8%
Source: BOCOM Int’l estimates
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China South City (CSC) was founded in 2002. It is a leading developer and operator of integrated logistics and trade centers in

China. The phase 1 of its flagship project, namely CSC Shenzhen, was acquired in 2003 and commenced operation in 2004.

CSC replicated its business model across China, including Nanchang, Xian, Nanning, Harbin, Zhengzhou, Hefei and Chongging.

Currently, it has 8 projects in various stages of development in China. The company was listed on HKEx in September 2009.

China South City (1668.HK): Financial Statements

Profit & loss (HK$m

FY1213 FY13/14 FY1415E FY15/116E FY16/17E

Year ended 31 Mar

Cash flow (HK$m

FY12113 FY13/14 FY1415E FY15/16E FY16/17E

Year ended 31 Mar

-PPT development
-IP
-PPT management
-E-commerce, warehouse and
logistics
-Hotel & others
Turnover
COGS
Gross profit

-PPT development
-IP
-PPT management
-E-commerce, warehouse and
logistics
-Hotel & others
EBIT
Interest expenses - net
Revaluation gain
Tax
Mi
Net profit
Core profit

7179
214
44

0

52
7,488
(3,311)
4177

3,127
210
23)

0
10
3,324
(102)
1,251
(1,606)
117)
2,750
1,776

12,813
305
67

214

70
13,468
(6,921)
6,547

4,546
246
(46)

167
56
4,969
(104)
1,266
(2472)
(202)
3,457

2,678

14,249
409
75

373
72
15177
(8,277)
6,900

4728
327
(48)

297
50
5,353
(95)
1,217
(2,634)
(228)
3,613
2,700

16,957
429
89

744
74
18,293
(10,049)
8,244

5,577
343
(53)

518
52
6,437
(103)
1,278
3.111)
(274)
4,226
3,268

21,176
451
1

1,393
76
23,207
(12,531)
10,676

7,110
361
(61)

987
53
8,451
97
1,343
(3,933)
(348)
5415
4,408

Balance sheet (HK$m
Year ended 31 Mar

FY1213 FY13114 FY14/15E FY15/16E FY16/17E

EBIT

Depreciation and amortisation
Change in working capital
Tax paid

Others

Operating cash flow

Capex

Acquisition and investment
Assets disposal

Interest and dividend received
Others

Investing cash flow

Share issue / repurchase
Repurchsase of shares
Issue of senior notes/CB
Change in bank loan
Interest paid

Dividend Paid

Others

Financing cash flow

Change in net cash
Effect of forex

3,324
27
(1,078)
(916)
757
2,114

(3,031)
(576)
322

29

(57)
(3312)

0
0
928
4112
(572)
(454)
83
4,096

2,898
51

4,969
70
(1,736)
(1,496)
895
2,703

(3,255)
217
259

44
7
(2,729)

1497
(2,032)
3,985
3,514
(1,077)
(616)
(88)
5,182

5,157
(118)

5,353
79
(1,474)
(1,261)
0
2,997

(2,324)
0

0

93

0
(2,231)

o o o

953
(1,296)
(905)
0
(1,248)

(481)
0

6,437
84
(1,062)
(1,520)
0
3,939

(1,130)
0

0

9%

0
(1,034)

0
0

0
1,034
(1,382)
(1,078)
0
(1,426)

1,478
0

8,451
91
(584)
(2,009)
0
5,949

(1,684)
0

0

14

0
(1,570)

0
0

0
1122
(1.478)
(1,199)
0
(1,555)

2,823
0

Cash and equivalent 6,778 12,777 12,296 13,774 16,597 Financial ratios

Inventories 9,953 13,701 14,161 16695 20711 Year ended 31 Mar FY12113 FY13/14 FY14/15E FY15/16E FY16/17E

ALC receivables 937 2806 2971 3584 4,956 Growth analysis:

Others 760 759 759 759 759 Tumover growth (%) 1040%  799%  127%  205%  26.9%

Current assets 18428 30,042 30,187 34812 43023 EBIT growth (%) 87%  495%  77%  202%  31.3%

Investment properties 19426 24034 25251 26529 27872 Core profit growth (%) 53%  507%  08%  210%  349%

PP&E 601 659 701 758 826 Core EPS growth (%) 43%  448%  -164%  143%  349%

PUD 2382 2933 5057 593 7397

Land deposits 781 1052 1011 1193 1479 Margin analysis:

Others 728 1241 2t 41 1241 Gross margin (%) 55.8%  486%  455%  451%  46.0%

Non-current assets 23,917 29,919 33,261 35,683 38,815 Property Gross margin (%) 57.1% 491% 45.7% 441% 43.6%
EBIT margin (%) 444%  369%  353%  352%  364%

ST bankloans 4418 5842 G134 6440 6763 Property EBIT margin (%) 436%  355%  382%  329%  336%

Presales deposits 3798 5120 5638 6736 9,99 Core net margin (%) B7%  199%  17.8%  17.9%  19.0%

AIC payables 4373 869 8222 10192 13,100

Others 2790 4502 4592 4592 4592 Others:

Current liabilities 15,374 24,243 24,586 27,961 34,449 Gearing (%) 74.8% 87.7% 81.1% 74.8% 67.8%

LT bank loans 4562 661 722 7999 8799 Netdebt/equity (excluded MI) (%)~ 320%  237%  268%  215%  125%

Senior notes 2853 4057 3976 389 3818 Netdebt/equity (included MI) (%) 316%  235%  264%  210%  122%

Convertible bonds 0 1,009 999 989 979 Current ratio 1.2 1.2 1.2 1.2 1.2

Others 3493 3806 3592 3273 2937

Non-current liabilities 10928 15573 15839 16157 16533

Minority interests 190 175 345 551 812

Net assets 15853 19970 22,678 25826 30,042

Source: Company data, BOCOM Int’l estimates
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