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Far East Horizon (3360 HK)

1H23 in-line: Solid asset quality; HCD spin-off

untapped industrial potential to empower growth

FEH announced 1H23 results with total revenue up 3.6% YoY and net profit
attributable to shareholders up by 8.0% YoY to RMB3.07bn, in line with our
forecast. The Group’s core financial business rose 5.4% YoY, driving ~60% of
total revenue growth over years. It was empowered by industrial contributions
that primarily incl. 1) operating lease from Horizon CD (+18.0% YoY) and 2) hospital
operations under Horizon Healthcare (+16.2% YoY). The completed spin-off of HCD
in 1H23 as a new engine (77.2% in shareholding) untapped growth potential of the
Group in industrial operations, and empowered subsequent business expansions
acting as a cornerstone. On the financial services side, we see the mgt. engage in
proactive shifts from development to segments of better asset quality, i.e. cultural &
tourism, engineering construction and transportation & logistics with NPA ratios -
1.61pct/-0.66pct/+0.06pct respectively compared to end FY22.

Financial and advisory services (63% of revenue): The segment
contributed revenue of RMB11.6bn in 1H23, largely in line with 1H22 (-0.3%
YoY). Yet the composition diverged, as interest income +5.4% YoY and
advisory services -56.2% YoY, further down from -47.0% YoY in 2H22. The
outstanding decrease in advisory fees was primarily due to lack of purchase
willingness from corporate clients in demands for prudent cost control. The
Group in accordance seized to expand more innovative business, i.e.
inclusive finance, commercial factoring, and infrastructure investment,
which in total accounted for RMB1.29bn in 1H23 (+9.1% YaoY) netting off the
advisory decline. Besides, the avg. balance of interest-bearing assets (IEA)
increased by 1.3% YoY to RMB274.7bn, with avg. yields improved by
0.31pct YoY to 8.07% in 1H23, driving the growth of total interest income
and net interest spread (NIS) by 6bps. Asset quality remained solid, the
Group’s NPA ratio stayed flat at 1.05%, albeit in a fluctuated capital market.

Industrial operations (37% of revenue): Including both operating lease
from Horizon CD and hospital operations under Horizon Healthcare, the
segment realized in total RMB6.89bn, up 11.2% YoY compared to 1H22.
The operating lease and engineering & tech services income from HCD
increased by 8.7%/8.1% to RMB2.51bn/ RMB1.14bn respectively in 1H23,
showing more industrial growth to be tapped by the Group for business mix.
Horizon Healthcare recorded RMB2.29bn in 1H23, up 16.2% YoY given
demands recovery in the post-pandemic era and strategic layouts in low-tier
cities. The Group managed to improve gross margin by 3.05pct to 18.7%.

Risks: 1) continued slow recovery and ease in market sentiment; 2) more
stringent regulatory restrictions on financing lease; 3) wide fluctuations in
interest rates; 4) lower-than-expected performance in industrial growth.

Valuation: FEH is now trading at 0.5x P/B FY23E and 3.5x P/E FY23E, with
ROE remained stable at ~14% and dividend payout at above 30%. Maintain
BUY with TP unchanged at HK$12.50.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 33,644 36,586 42,689 49,377 57,032
YoY growth (%) 15.8 8.7 16.7 15.7 155
Operating profit (RMB mn) 11,232 11,958 12,650 14,633 16,907
YoY growth (%) 111 6.5 5.8 15.7 155
Net profit (RMB mn) 5,512 6.238 6,390 7,532 8,848
YoY growth (%) 20.5 13.2 24 17.9 175
EPS (Reported) (RMB) 14 15 15 17 21
Consensus EPS (RMB) na na 1.6 1.9 2.0
P/E (x) 3.8 35 35 2.9 25
P/B (x) 0.5 0.5 0.5 0.4 0.4
Yield (%) 7.0 8.6 8.7 10.2 12.0
ROE (%) 14.6 141 13.6 14.6 15.3
Net gearing (%) 81.0 82.5 82.7 82.6 82.3

Source: Company data, Bloomberg, CMBIGM estimates
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Recent reports:

1. Far East Horizon Limited (3360 HK) — 1Q22
review: Stable and sound development under
the “finance + industry” strategy (link)

2. Far East Horizon Limited (3360 HK) —
Continual NIM expansion in 1H22 (link)

3. Far East Horizon Limited (3360 HK) — NIM
expansion continued in 3Q22 (link)

4. Far East Horizon Limited (3360 HK) — NIM
expansion HoH in 2H22; sound asset quality

(link)

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk


https://www.cmbi.com/article/6668.html?lang=en
https://www.cmbi.com.hk/article/7230.html?lang=tc
https://www.cmbi.com.hk/article/7467.html?lang=tc
http://www.cmbi.com.hk/article/7991.html?lang=cn
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Financial Summary

INCOME STATEMENT 2022A 2023E

YE 31 Dec (RMB mn)

Revenue 29,042 33,644 36,586 42,689 49,377 57,032
Cost of goods sold (14,076) (16,431) (18,128) (21,161) (24,417) (28,151)
Gross profit 14,966 17,213 18,458 21,528 24,960 28,881
Operating expenses (4,859) (5,981) (6,500) (8,879) (10,327) (11,974)
SG&A expense (6,212) (7,878) (7,269) (8,482) (9,811) (11,332)
Others 1,353 1,898 769 (397) (516) (643)
Operating profit 10,106 11,232 11,958 12,650 14,633 16,907
Other gains/(losses) (2,599) (1,219) (1,533) (1,955) (2,125) (2,313)
Pre-tax profit 7,508 10,013 10,425 10,695 12,508 14,594
Income tax (2,475) (3,785) (3,716) (3,812) (4,458) (5,202)
Minority interest 2) (332) (221) (243) (268) (294)
Others (455) (384) (250) (250) (250) (250)
Net profit 5,033 6,228 6,709 6,883 8,049 9,392
Net dividends 1,164 1,442 1,832 1,910 2,251 2,644
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 145,068 162,802 174,917 181,433 200,579 220,335
Cash & equivalents 11,877 15,659 15,904 16,381 16,872 17,379
Account receivables 122,921 133,600 148,967 163,952 180,373 198,389
Inventories 397 559 466 466 466 466
Prepayment 2,904 4,775 3,458 3,591 3,740 3,907
ST bank deposits 3,475 4,240 3,227 (6,009) (4,200) (3,227)
Financial assets at FVTPL 3,166 3,270 1,433 1,591 1,766 1,960
Other current assets 328 699 1,461 1,461 1,461 1,461
Non-current assets 154,859 173,078 172,077 196,856 216,299 236,563
PP&E 16,872 24,531 25,082 36,287 40,873 44,861
Investment in JVs & assos 7,291 7,820 8,577 9,006 9,456 9,929
Intangibles 49 72 86 86 86 86
Goodwill 2,032 374 271 271 271 271
Financial assets at FVTPL 6,177 9,490 7,925 8,796 9,764 10,838
Other non-current assets 122,438 130,791 130,137 142,411 155,849 170,579
Total assets 299,927 335,880 346,994 378,289 416,878 456,898
Current liabilities 129,335 156,793 152,452 167,144 184,645 202,536
Short-term borrowings 103,931 122,694 123,455 134,566 148,023 161,345
Account payables 23,104 30,686 26,967 30,362 34,202 38,546
Tax payable 1,765 2,172 1,858 2,044 2,249 2,473
Other current liabilities 535 1,241 172 172 172 172
Non-current liabilities 125,324 126,033 142,102 154,638 169,670 184,716
Long-term borrowings 98,361 104,185 124,155 135,329 148,861 162,259
Bond payables 2,924 3,321 3,718 3,718 3,718 3,718
Obligations under finance leases 583 443 362 362 362 362
Deferred income 1,064 1,465 605 665 732 805
Other non-current liabilities 22,393 16,618 13,262 14,564 15,996 17,571
Total liabilities 254,660 282,826 294,554 321,783 354,315 387,252
Share capital 10,397 13,043 13,052 13,052 13,052 13,052
Retained earnings 21,923 26,102 30,673 35,191 40,768 47,311
Other reserves 1,800 2,378 1,522 659 686 729
Total shareholders equity 34,119 41,523 45,247 48,903 54,507 61,092
Minority interest 2,670 4,017 4,112 4,523 4,976 5,473
Total equity and liabilities 299,927 335,880 346,994 378,289 416,878 456,898

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue 8.1% 15.8% 8.7% 16.7% 15.7% 15.5%
Gross profit 4.4% 15.0% 7.2% 16.6% 15.9% 15.7%
Operating profit 10.7% 11.1% 6.5% 5.8% 15.7% 15.5%
Net profit 5.5% 20.5% 13.2% 2.4% 17.9% 17.5%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Gross profit margin 51.5% 51.2% 50.5% 50.4% 50.5% 50.6%
Operating margin 34.8% 33.4% 32.7% 29.6% 29.6% 29.6%
Return on equity (ROE) 14.2% 14.6% 14.1% 13.6% 14.6% 15.3%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Net debt to equity (x) 7.1 6.4 6.2 6.2 6.2 6.1
Current ratio (x) 11 1.0 1.1 1.1 1.1 1.1
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E 4.3 3.8 35 35 2.9 2.5
P/B 0.6 0.5 0.5 0.5 0.4 0.4
Div yield (%) 6.0 7.0 8.6 8.7 10.2 12.0

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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CME INTERNATIONAT

10 Aug 2023 @_ﬁﬁ@ﬁ

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst in
this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM
does not provide individually tailored investment advice. This report has been prepared without regard to the individual inve stment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the
report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced,
reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Comp anies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified
as a research analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules
intended to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is
intended for distribution in the United States solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of
1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to
effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined
in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its
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