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Longfor (960 HK)

COVID-19 drags down 2020 performance

Revenue and core net profit increased by 30.4% to RMB151bn and 12.9% to
RMB18.3bn in 2019, respectively. We cut our earnings forecast by 2.1% in 2019
to reflect outbreak situation. We estimate end-20 NAV to be HK$48.95. As a
result, we raise TP from HK$26.06 to HK$34.27. Maintain HOLD.

B Results in line. Revenue and net profit gained by 30.4% to RMB151bn and
12.9% to RMB18.3bn in 2019, respectively. Excluding investment properties
(IP) revaluation gain, core earnings advanced by 21.0% to RMB15.6bn in
2019, which was 4.1% below our forecast of RMB16.2bn. Longfor declared
to pay final dividend of RMBO0.84 per share that resulted in full year dividend
of RMBL1.2 per share or pay out of 45% based on core earnings.

B RMB260bn contracted sales in 2020. In 2019, contracted sales amount
and area gained by 20.9% to RMB242.5bn and 15.2% to 14.24mn sq m,
respectively. Given about RMB410bn saleable resources launched, Longfor
aims at RMB260bn sales target in 2020. Having about 82% of the saleable
resources located in the first and second tier cities, Longfor is confident to
have more than 60% sell through rate in this difficult moment.

B Rental income aims a 30% CAGR next three years. Longfor provides
rental concession for its mall tenant during outbreak period. Tenants only
pay half of rent in 25/1-31/3. The Company estimates about RMB500mn
rental income is lost but it is glad to support these tenants. In 2019, 10
shopping malls were opened with more than 90% occupancy rate. So we
forecast rental income (malls + apartments) to grow by 25.8% to RMB7.3bn
in 2020. Looking forwards, Longfor plans to add 10 malls each year and
rooms of leasing apartment can reach 100,000 by end-20.

B Attributable land bank of 47.42mn sq m. In 2019, the Company acquired
90 new projects with total attributable GFA of 12.73mn sq m. Attributable
consideration was RMB78.7bn. As at end-10, attributable land bank
amounted to 47.42mn sg m and covered 56 cities. Average land cost was
RMB5,737 per sq m and estimated total sales value amounted to RMB930bn.

B Maintain HOLD. We believe Longfor is one of the best in terms of financial
position. As at end-19, net gearing ratio and cash/short term debt were 51.0%
and 4.4x, respectively. We cut our earnings forecast by 2.1% in 2019 to
reflect outbreak situation. We forecast end-20 NAV to be HK$48.95. As a
result, we raise TP to HK$34.27, based on 30% discount to NAV.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 115,798 151,026 206,493 238,540 293,354
YoY growth (%) 60.7 30.4 36.7 15.5 23.0
Net income (RMB mn) 16,237 18,337 19,078 23,865 30,608
EPS (RMB) 2.779 3.130 3.190 3.987 5.114
YoY growth (%) 28.0 12.6 1.9 25.0 28.3
Consensus EPS (RMB) N.A. 3.209 3.676 4.236 N.A.
P/E (x) 10.7 9.5 9.3 7.5 5.8
P/B (x) 2.2 1.9 1.7 15 13
Yield (%) 3.3 4.0 4.4 5.4 6.7
ROE (%) 19.9 19.5 17.9 20.1 22.9
Net gearing (%) 52.9 51.0 49.7 59.0 58.8

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: 2019 results

2018A 2019A Growth 2019E Diff
(Rmb mn) (Rmb mn) (%) (Rmb mn) (%) Remark
Turnover 115,798 151,026 30.4% 148,976 1.4%
-Property development 108,719 140,793 29.5% 140,400 0.3% Delivery GFA increased by 30.6% to 10.68mn sq m in 2019
-Property investment 4,090 5,789 41.5% 4,631 25.0% 10 new shopping malls opened in 2019
-Property management 2,989 4,444 48.7% 3,945 12.7%
Cost of Sales (76,270) (100,229) 31.4% (102,654) -2.4%
Gross Profit 39,529 50,797 28.5% 46,322 9.7% Gross margin narrowed by 0.5ppts to 33.6% in 2019
Other operating income 1,274 710 -44.3% 1,020 -30.4%
Distribution Cost (3,193) (4,034) 26.3% (3,426) 17.7%
Administrative Expenses (5,397) (6,521) 20.8% (5,661) 15.2%
EBIT 32,212 40,951 27.1% 38,255 7.0%
Net finance expense (75) (77) 2.9% (118) -34.9% Cost of debt was 4.54% in 2019
Associated 643 1,352 110.2% 1,280 5.6%
Exceptional 4,702 3,735 -20.6% 2,312 61.5% Revaluation gain of investment properties
Pre-tax Profit 37,483 45,961 22.6% 41,729 10.1%
Taxation (16,592) (19,409) 17.0% (18,446) 5.2% Effective tax rate narrowed by 2.0 ppt to 42.2% in 2019
Profit after Tax 20,891 26,552 27.1% 23,283 14.0%
Minority (4,654) (8,216) 76.5% (5,452) 50.7%
Net Profit 16,237 18,337 12.9% 17,831 2.8% Full year dividend was Rmb0.84
Underlying earnings 12,850 15,553 21.0% 16,225 -4.1%
Source: Company data, CMBIS estimates
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Figure 6: Land bank (Total GFA:68.14mn sq m as at end-19)
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Figure 7: Earnings revision
New old Diff (%)
RMB mn FY20E  FY21E  FY22E | FY20E FY21E FY22E | FY20E FY21E  FY22E
Revenue 206,493 238,540 293,354 | 204,396 234,233 N.A. 1.0% 1.8% N.A.
Gross Profit 60,680 70,572 87,090 59,461 67,986 N.A. 2.1% 3.8% N.A.
EBIT 50,261 58,370 71,654 | 48,766 55,724 N.A. 3.1% 4.7% N.A.
Net profit 19,078 23,865 30,608 | 19,494 21,778 N.A. -2.1% 9.6% N.A.
EPS (RMB) 3.19 3.99 5.11 3.29 3.67 N.A. -2.9% 8.6% N.A.
Gross Margin 29.4% 29.6% 29.7% 29.1% 29.0% N.A. 0.3ppt 0.6 ppt N.A.
EBIT Margin 24.3% 24.5% 24.4% 23.9% 23.8% N.A. 0.5ppt 0.7 ppt N.A.
Net Margin 9.2% 10.0% 10.4% 9.5% 9.3% N.A. -0.3 ppt 0.7 ppt N.A.
Source: CMBIS estimates
Figure 8: End-20 NAV estimation
NAV/share
(Rmbm) (HKS$ m) (HK$) % of NAV Remark

Properties under development 248,289 276,800 46.25 94% WACC of 9.8%
Investment property 96,379 107,446 17.95 37% Cap rate of 6-8%
Leasing apartments 6,000 6,689 1.12 2% 4x 20 P/S
Gross Amount 350,668 390,935 65.32 133%
Net debt (87,856)  (97,944) (16.36) -33% Dec 2020
NAV 262,813 292,991 48.95 100%

Source: CMBIS estimates
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19E  FY20E FY21E  FY22E
Revenue 115,798 151,026 206,493 238,540 293,354 EBIT 32,212 40,951 50,261 58,370 71,654
Property development 108,719 140,793 193,500 221,200 270,600 D&A 223 142 216 245 272
Property investment 4,090 5,789 7,283 9,642 12,631 Change in working capital 55,342 (24,448) (2,264) (19,000) (11,200)
Property management 2,989 4,444 5,711 7,698 10,123 Income tax paid (10,247) (11,234) (25,545) (27,495) (33,427)
Cost of sales (76,270) (100,229) (145,813) (167,968) (206,265) Others 343 43,164 (11,960) (10,795) (13,582)
Gross profit 39,529 50,797 60,680 70,572 87,090 Net cash from operating 77,874 48,575 10,708 1,324 13,718
Other income and gains 1,274 710 1,557 1,634 1,579 Capex (88,367) (45,153) (19,513) (18,478) (12,406)
Distribution expenses (3,193) (4,034) (4,749) (5,486) (6,747) Associates/JV (12,453) (7,750) 11,242 100 (700)
Administrative expenses (5,397) (6,521) (7,227) (8,349) (10,267) Other (15,143) 0 0 0 0
Other expenses 0 0 0 0 0 Net cash from investing (115,964) (52,903) (8,271) (18,378) (13,106)
Operating profit 32,212 40,951 50,261 58,370 71,654
Equity raised (129) 0 0 0 0
Finance expenses (75) 7) (104) (110) (119) Change of Debts 40,456 26,179 4,101 11,400 14,700
Associates/JV 643 1,352 854 1,000 1,250 Dividend paid (4,489) (6,152) (7,296)  (8,020) (10,055)
Exceptional 4,702 3,735 0 0 0 Other 20,693 0 0 0 0
Pre-tax profit 37,483 45,961 51,010 59,261 72,785 Net cash from financing 56,531 20,027  (3,195) 3,380 4,645
Profits tax (16,592) (19,409) (23,612) (27,195) (33,327) Netchange incash 18,441 15,699 (758) (13,674) 5,257
Profit after tax 20,891 26,552 27,398 32,065 39,458 Cash at the beginning 26,642 45,083 60,782 60,025 46,351
Minority interest (4,654) (8,216) (8,320) (8,200) (8,850) Exchange difference 0 0 0 0 0
Perpetual 0 0 0 0 0 Cash at the end 45,083 60,782 60,025 46,351 51,608
Net profit 16,237 18,337 19,078 23,865 30,608 Pledged deposit 181 169 169 169 169
Core profit 12,710 15,553 19,078 23,865 30,608 Cash at BS 45264 60,952 60,194 46,520 51,777
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A  FY19A FY20E  FY21E  FY22E
Non-current assets 134,855 156,983 185,677 207,127 223,477 Sales mix (%)
Fixed asset 3,366 1,982 2,100 2,350 2,500 Property development 93.9 93.2 93.7 92.7 92.2
Investment properties 84,410 130,804 150,000 168,000 180,000 Property investment 35 3.8 35 4.0 4.3
Associates/JV 14,937 14,805 16,200 17,300 18,000 Property management 2.6 29 2.8 3.2 35
Intangible assets 0 67 67 67 67 Total 100.0 100.0 100.0 100.0 100.0
Other non-current assets 32,142 9,325 17,310 19,410 22,910
Profit & loss ratios (%)
Current assets 372,029 495,261 475,924 482,290 513,627 Gross margin 34.1 33.6 29.4 29.6 29.7
Cash 45,264 60,952 60,194 46,520 51,777 Pre-tax margin 27.8 271 24.3 245 244
Account receivable 22,573 28,692 28,000 32,000 35,000 Net margin 14.0 12.1 9.2 10.0 10.4
Inventories 247,389 337,174 340,000 360,000 385,000 Effective tax rate 44.3 42.2 46.3 45.9 45.8
Other current assets 56,804 68,444 47,730 43,770 41,850
Balance sheet ratios
Current liabilities 249,844 333,920 322,909 325,809 342,209 Current ratio (x) 15 15 15 15 15
Borrowings 11,743 13,927 12,100 13,500 15,200 Receivable day 71.2 69.3 49.5 49.0 43.5
Trade and other payables 62,234 91,974 84,000 80,000 76,800 Payable day 196.2 2223 148.5 122.4 95.6
Contract liabilities 113,440 155,156 163,000 172,000 192,000 Inventory day 1183.9 1227.9 851.1 782.3 681.3
Deferred taxation 21,612 28,288 27,800 27,300 27,200 Net gearing ratio (%) 49.6 51.0 49.7 59.0 58.8
Other current liabilities 40,815 44,575 36,009 33,009 31,009
Returns (%)
Non-current liabilities 116,222 151,647 157,900 168,800 183,200 ROE 19.9 19.5 17.9 20.1 229
Borrowings 108,077 132,072 138,000 148,000 161,000 ROA 3.2 11.0 10.6 12.3 145
Other non-current liabilities 8,145 19,575 19,900 20,800 22,200
Per share data
Shareholders' equity 81,661 93,956 106,791 118,807 133,694 EPS (RVMB) 2.78 3.13 3.19 3.99 5.11
Minority interest 59,157 72,721 74,000 76,000 78,000 DPS (RMB) 0.99 1.20 1.30 1.60 2.00
Perpetual bond 0 0 0 0 0 BVPS (RMB) 13.75 15.70 17.84 19.85 22.34
Total equity 140,818 166,678 180,791 194,807 211,694

Source: Company data, CMBIS estimates
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