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NWS Holdings (659 HK)

FTLife acquisition to drive earnings recovery

NWS Holdings announced that its acquisition of FTLife Insurance was completed
on 1 Nov 2019. Consolidating FTLife into NWS’s financial statements would, by
our estimates, lift NWS’s EPS in FY20E / FY21E by 14% / 25%, which would
represent 7% / 24% YoY growth respectively.

B Acquisition completed, in line with guidance. NWS’s acquisition of FTLife
Insurance was completed on 1 Nov 2019. Upon completion, FTLife became
an indirect wholly-owned subsidiary of NWS, and since then the financial
statements of FTLife are consolidated into NWS. NWS entered into an
agreement on 27 Dec 2018 to acquire FTLife. NWS’s management has stated
for a number of times that they expected the acquisition would complete by
4Q19. Although well expected, the completion removes any overhang and
should provide some re-rating momentum for NWS.

B Immediately lift NWS’s earnings. NWS would consolidate FTLife’s earnings
for 8 months in FY20E (year end June), and for full year thereafter. FTLife’s
net income was HK$1,228mn in 2018, equivalent to 32% of our old forecast
of NWS’s FY20E shareholders’ profit. After taking higher finance costs into
account, we estimate that FTLife would lift NWS’s EPS in FY20E / FY21E by
14% | 25%.

B Gearing still healthy, can support progressive dividend. We estimate that
NWS’s net gearing rose from zero to 31% post-acquisition, still under
management’s target of <35%. Given the Company’'s strong-cash-flow
businesses, we believe it can deliver its progressive dividend policy
announced in Sep 2019.

B Other potential catalysts: NWS is placing more emphasis on its Core
Businesses (roads, aircraft leasing, construction and insurance). Any
acquisition in these core businesses to drive earnings growth or disposal of
non-core businesses (Strategic Portfolio) would probably help its valuation.

B Maintain BUY as earnings bottom out. Having reported a 33% drop in net
profits in FY19, NWS’s earnings recovery will be given a strong boost by
FTLife. We slightly adjusted NAV forecast, and TP to HK$15.4 based on 20%
discount to FY20E NAV. Reiterate BUY.

Earnings Summary

(YE 30 Jun) FY18A  FY19A FY20E FY21E FY22E
Revenue (HK$ mn) 35,115 26,834 34,766 38,610 39,514
Attributable operating profit (HK$ mn) 5,232 4,707 6,152 7,339 7,929
YoY growth (%) 8.1 (10.0) 30.7 19.3 8.0
Profit to shareholders (HK$ mn) 6,069 4,043 4,329 5,383 6,056
EPS (HK$) 1.56 1.04 111 1.38 1.55
YoY growth (%) 6.6 (33.9) 7.1 24.4 12.5
P/E (x) 7.8 11.7 10.9 8.8 7.8
P/B (x) 0.94 0.96 0.92 0.87 0.81
Yield (%) 6.5 4.8 5.0 5.3 5.6
ROE (%) 12.3 8.2 8.6 10.2 10.8
Net gearing (%) 7.0 0.0 31.0 27.0 21.6

Source: Company data, CMBIS estimates
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Figure 1: Earnings revision (consolidating FTLife)
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FY20E FY21E FY22E

Revenue 34,766 38,610 39,514
Attributable Operating Profit (AOP) 6,152 7,339 7,929
Profit for the year 4,943 6,005 6,683
Profit attributable to shareholders 4,329 5,383 6,056
EPS (HKD) 1.11 1.38 1.55
Full-year DPS (HKD) 0.61 0.64 0.67

Old Change (%)
FY20E FY21E FY20E FY21E FY22E
29,722 30,932 31,720 17% 25% 25%
5,285 5,932 6,414 16% 24% 24%
4,403 4,914 5,434 12% 22% 23%
3,790 4,298 4814 14% 25% 26%
0.97 1.10 1.23 14% 25% 26%
0.61 0.64 0.67 0% 0% 0%

Source: Company data, CMBIS estimates

Figure 2: Net profit to return to growth in FY20E

Figure 3: Attributable Operating Profit by segment
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Figure 4. AOP by segment in FY20E Figure 5: Net gearing still healthy
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Financial Summary
Income statement Cash flow summary
YE 30 Jun (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 30 Jun (HK$ mn) FY18A FY19A FY20E FY21E FY22E
Revenue 35115 26,834 34,766 38,610 39,514 Operating profit 5126 2,655 3,392 4,098 4,289
Roads 2,624 2529 2,626 2,726 2,816 Adjustments
Aviation 161 162 - - - Depreciation & amortization 1,487 1,482 1,437 1,475 1514
Facilities Management 5571 4,152 4,152 4,318 4,447 Other non-cash items (2,530) (923) (500) (500)  (500)
Construction 26,760 16,211 19,190 20,116 20,709 Working capital changes
Insurance - - 5043 7,678 7,794 |nventories 22 33 - - -
Cost of sales (31,332) (23,791) (29,943) (32,811) (33510) Trade & other receivables (787) 360 (5,757) (2,006) (471)
Gross profit 3,783 3,043 4,823 5800 6,004 Trade & other payables 859 (551) 3,466 1,307 319
Other income/gains 2,809 1,030 500 500 500  Other items 983 (13) (13) (13) (13)
General and administrative (1,466) (1,418) (1,931) (2,201) (2,215) Net cash from operations 5159 3,043 2,026 4,362 5,137
Operating profit 5126 2,655 3392 4,098 4,289 Dividends from associates 542 485 753 983 1,207
Finance costs (348)  (452) (911) (858)  (763) Dividends from JV 1,845 1,888 2,330 2,492 2,703
Associated companies 756 759 753 983 1,207 Capital expenditures (536) (648) (577) (577) (577)
Y 1331 1,949 2330 2492 2,703 Other investing activities (344) (5,240) (22,217) (1,639) (1,639)
Profit before income tax 6,866 4,911 5563 6,715 7,436 Net cash from investing 1,507 (3,516) (19,711) 1,259 1,695
Income tax expenses (745)  (652) (620)  (710)  (754) Change in borrowings 444  (159) 13,083 (2,000) (2,000)
Profit for the year 6,121 4,259 4,943 6,005 6,683 Dividends paid (5,570) (2,927) (2,325) (2,441) (2,563)
Perpetual capital securities - (187) (582) (582) (582) Other financing activities 12 12,957 1,915 (425) (425)
Non-controlling interests (52) (29) (33) (40) (45) Net cash from financing (5,115) 9,871 12,672 (4,867) (4,989)
Net profit to shareholders 6,069 4,043 4,329 5383 6,056 Netchange in cash 821 8473 (6,015) (338) 707
Cash at the beginning of year 6,437 6,643 15,045 9,030 8,692
Currency translation diff. 39 (70) - - -
Cash at the end of year 7,297 15,045 9,030 8,692 9,399
Balance sheet Key ratios
YE 30 Jun (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 30Jun FY18A FY19A FY20E FY21E FY22E
Non-current assets 55,507 56,580 118,928 120,152 121,511 AOP mix (%)
Property, plant & equip. 5370 5413 5418 5384 5311 Roads 372 384 331 29.3 28.6
Intangible concession right 11,492 10,061 14,689 14,122 13,556  Aviation 13.3 106 120 106 11.1
Associated companies 13,763 14,552 16,008 17,608 19,369  Construction 202 256 225 214 213
Joint ventures 15,008 13,645 13,509 13,374 13,240 Insurance 0.0 0.0 14.1 19.2 19.1
Other non-current assets 9,874 12,908 69,305 69,664 70,035 Environment 9.4 13.4 7.9 7.3 7.0
Logistics 125 13.8 10.3 8.9 8.4
Current assets 19,267 29,485 29,952 31,620 32,798  Facilities Management (1.4) (84 (53) @6 (0.2
Cash and bank balances 6,657 15,059 9,030 8,692 9,399  Transport 3.0 (0.2 0.3 0.7 0.5
Trade & other receivables 12,149 13,998 19,754 21,760 22,231 Strategic Investments 5.8 6.8 5.2 4.4 4.1
Other current assets 462 429 1,168 1,168 1,168
Assets held-for-sale adj. 151 - - - - P&L ratios (%)
Operating margin 14.6 9.9 9.8 10.6 109
Current liabilities 12,995 13,729 20,557 21,864 22,183 Net margin 17.3 151 12.5 13.9 15.3
Borrowings 1,035 2,403 4,403 4,403 4,403
Trade & other payables 11,384 10,843 14,309 15,616 15,935 Balance sheet ratios
Other current liabilities 576 483 1,845 1,845 1,845  Current ratio (x) 148 215 146 145 148
Quick ratio (X) 145 212 144 143 146
Non-current liabilities 11,807 15,089 66,642 65,187 63,811 Net debt / equity ratio (%) 7.0 0.0 310 27.0 21.6
Borrowings 9,140 12,666 23,749 21,749 19,749
Debt securities - 2,262 2,262 2,262 2,262 Returns (%)
Other non-current liabilities 2,490 161 40,631 41,176 41,800 ROE 12.3 8.2 8.6 10.2 10.8
ROA 7.9 4.9 3.7 3.6 4.0
Shareholders’ funds 49,950 49,046 51,391 54,422 58,007
Perpetual capital securities - 8,040 10,117 10,117 10,117 Per share (HK$)
Non-controlling interests 174 161 173 182 192 EPS 1.56 1.04 111 1.38 1.55
Total equity 50,124 57,247 61,681 64,720 68,316 DPS 0.78 0.58 0.61 0.64 0.67
BVPS 128 126 132 139 149
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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.

CMBIS 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 CMBIS

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 Securities Limited

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

CMB International Securities Limited (“CMBIS”) 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.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment 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. CMBIS 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 CMBIS, solely for the purpose of supplying information to the clients of
CMBIS 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 CMBIS 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. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS 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. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS 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 CMBIS 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 CMBIS 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 CMBIS.

Additional information on recommended securities is available upon request.
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an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
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