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All Eyes On Baishizhou 2H20 Potential Asset Injection

While LVGEM’s 1H20 results were blighted by the lack of project
completions, we believe market’s attention will be focused on the
potential 2H20 asset injection of Baishizhou Urban Renewal Project’s
remaining 75% stake. We believe the stock is currently fairly valued at
7.7x 2020E P/E, while the asset injection will be a key 2H20 swing.

Transaction value and financing terms of Baishizhou will be key swing
LVGEM’s 1H20 results were blighted by the lack of project completions,
which resulted in a 28% YoY decline in revenues, and a 54% YoY decline in
core net profit. This should be expected for LVGEM'’s high profit margins
Urban Renewal Development focused business model, in our view. We
believe market's focus will instead be on the potential asset injection of the
remaining stake in Baishizhou Urban Renewal Project, which is expected to
take place during 2H20 as per company announcement. We believe the
transactional valuation and financing terms is market’s key focus, and will be
a key swing to the stock, in our view.

The Baishizhou Project will transform LVGEM’s land bank and growth
LVGEM currently owns 25% of the Baishizhou Urban Renewal Project which
is primely located at the heart of Shenzhen in Nanshan District and has a
total GFA of 3.58m sgm. 1.8m sgm of the project are sellable/leasable GFA
after excl. resettlement area. Assuming an ASP of RMB120,000/sgm, and
we estimate the sellable GFA at ~1.35m sgm (excl. commercial portion held
for lease), the total sellable resources would reach ~RMB162bn, in our view.
This project will take over the baton as the key contracted sales growth driver
of the company from 2022 onwards for the following 8-10 years.

1H20 revenue and core earnings decline amid lack of project delivery
LVGEM'’s 1H20 revenue declined by 28% YoY to RMB2.46bn, while core net
profit declined 54% YoY to RMB262m mainly due to the lack of project
delivery and sales of completed properties during the period. The developer
only recognized ~RMB2bn sales from four key projects, Mangrove Bay No.
1, Amazing Plaza, International Garden and Suzhou NEO. GP Margins
remained stable at 65% (1H19: 70%), while core net margins dropped to
10.6% (1H19: 16.6%) amid the lower other income and lower interest
capitalization rate. Net Debt to Equity edged up slightly to 147.7% (2H19:
135.3%) amid the revaluation loss in investment properties.

RMB16bn of sellable resources available from 2H20 to 2022

The developer has RMB16bn of sellable resources mostly across Shenzhen,
Zhuhai, Huazhou and Suzhou from 2H20 through to 2022. Of which, we
estimate that Mangrove Bay No. 1 and Meijing Plaza in Shenzhen will
achieve an aggregate contracted sales of approx. RMB4bn, which will mostly
be available to be recognized straight into 2020E revenues.

Stock fairly valued at 7.7x 2020E P/E, maintain Hold

We believe the stock is currently fairly valued at 7.7x 2020E P/E, considering
the potential 2H20 catalyst from Baishizhou asset injection, balanced with
the development risks involved.
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Key forecasts

(RMB m) 2019 2020e 2021e 2022e
Revenue 6,902 7,894 10,747 12,079

yoy % 529% 144% 36.1% 124%
Gross Profit 4430 5325 5653 7,073

yoy % 649% 202% 62% 25.1%
Core Net Profit 1,236 1655 1,722 2,506

yoy % 432% 339% 41% 456%
Gross margin 64.2% 675% 526% 58.6%
Net gearing 135.3% 133.9% 131.8% 138.4%
EPS 0.25 0.33 0.35 0.50
DPS 0.06 0.07 0.08 0.11
BPS 2.59 2.85 3.12 3.51

Source: Company data, AMTD Equity Research

Valuation
2019 2020  2021e 2022

P/E 103 77 7.4 5.1
P/BV 10 0.9 0.8 0.7
Div. 22%  29%  30%  44%
yield

ROE 96% 116% 111%  143%
ROA  25%  31%  29%  41%

Source: Bloomberg, AMTD Equity Research
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Figure 1: LVGEM 1H20 Results Summary

1HFY20 Results (RMB '000) 1HFY20A FY20E 1H20/20E 1HFY19A YoY/Chg
Sale of properties 2,030,652 6,937,772 29% 2,988,335 -32%
Rental income 317,355 618,674 51% 302,279 5%
Other Revenues 114,199 337,394 34% 131,470 -13%
Total Revenue 2,462,206 7,893,840 31% 3,422,084 -28%
Cost of sales (859,214) (2,569,232) 33% (1,013,800) -15%
Gross profit 1,602,992 5,324,608 30% 2,408,284 -33%
Other income, other gains and losses (52,527) 128,420 -41% 86,424 -161%
Selling expenses (26,862) (153,314) 18% (51,179) -48%
Administrative expenses (198,573) (527,783) 38% (161,296) 23%
Fair value changes on investment properties (174,081) - N/A 479,228 -136%
Fair value changes on derivative financial instruments 53,849 - N/A (47,160) -214%
Share of results of a joint venture - (14) 0% - N/A
Finance costs (686,243) (909,966) 75% (490,069) 40%
Profit before tax 518,555 3,861,952 13% 2,224,232 -T7%
Income tax expense (480,196) (2,198,054) 22% (1,232,555) -61%
Net profit 38,359 1,663,898 2% 991,677 -96%
Owners of the Company 37,556 1,654,751 2% 991,860 -96%
Non-controlling interests 803 9,147 9% (183) -539%
Core Net Profit 262,000 1,654,751 16% 569,000 -54%

Key Ratios

GP Margins 65.1% 67.5% 70.4% -5.3ppt
Core Net Margins 10.6% 21.0% 16.6% -6.0ppt
1HFY20A FY20E FY19A YoY/Chg
Net Debt to Equity 147.7% 133.9% 135.3% 12.4ppt
Total Assets to Total Equity 4.1x 3.7x 3.7x 0.3x

Source: Company Data, AMTD Research, E=AMTD Research Estimates
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Figure 2: China Property Developers: Peers Valuation comparison

Date 21/8/2020 Share Price Mkt cap P/E P/B Div. yield
Ticker Name(EN) (HK$) (USD mn) FY19 FY20E FY21E FY19 FY20E FY21E FY19
China Property Developers

2202 HK Vanke 25.70 44,732 6.8x 6.1x 5.5x 1.4x 1.2x 1.0x 4.6%
688 HK coLl 23.25 32,867 5.6x 6.0x 5.2x 0.8x 0.8x 0.7x 4.5%
3333 HK Evergrande 19.20 32,357 13.4x 7.2x 6.0x 1.6x 1.4x 1.2x 3.9%
1109 HK CR Land 34.75 31,974 7.7x 9.1x 7.9x 1.3x 1.2x 1.1x 3.5%
960 HK Longfor 39.30 30,417 13.5x 11.1x 9.3x 2.3x 2.0x 1.7x 3.5%
2007 HK Country Garden 10.32 29,342 5.1x 4.4x 3.9x 1.3x 1.1x 0.9x 6.3%
1918 HK Sunac 35.45 21,321 6.8x 4.8x 4.0x 1.7x 1.3x 1.1x 3.9%
813 HK Shimao 33.50 15,292 9.2x 8.2x 6.8x 1.5x 1.3x 1.2x 4.9%
3380 HK Logan 14.84 10,569 7.4x 6.1x 5.1x 2.3x 1.8x 1.4x 6.3%
884 HK CIFI 6.83 7,243 8.7x 5.9x 4.9x 1.6x 1.4x 1.1x 5.1%
1813 HK KWG 15.32 6,282 4.9x 6.9x 5.6x 1.2x 1.1x 1.0x 5.5%
1030 HK Seazen 7.67 6,146 6.1x 4.9x 4.3x 1.6x 1.3x 1.0x 4.6%
3383 HK  Agile 10.54 5,327 5.5x 4.6x 4.1x 0.8x 0.8x 0.7x 9.9%
2777 HK R&F 9.55 4,307 2.9x 2.9x 2.5x 0.4x 0.4x 0.3x 15.2%
3883 HK Aoyuan* 9.80 3,418 5.8x 3.8x 3.3x 1.6x 1.3x 1.0x 6.2%
3990 HK Midea RE 20.55 3,263 5.7x 4.4x 3.5x 1.2x 1.0x 0.8x 8.8%
1238 HK Powerlong* 6.06 3,239 8.3x 5.7x 4.6x 0.7x 0.7x 0.6x 6.8%
1638 HK Kaisa 4.07 3,211 8.8x 4.3x 3.4x 0.9x 0.6x 0.5x 2.8%
1233 HK Times 12.68 3,177 4.0x 3.6x 3.1x 1.2x 0.9x 0.8x 7.6%
3900 HK Greentown 9.54 3,070 8.1x 7.8x 7.2x 0.7x 0.7x 0.6x 3.6%
123 HK Yuexiu 1.51 3,017 5.7x 5.1x 4.3x 0.5x 0.5x 0.5x 6.8%
1628 HK Yuzhou* 4.03 2,882 5.3x 5.1x 3.6x 0.9x 0.8x 0.7x 10.2%
6158 HK Zhenro 5.04 2,840 7.9x 6.5x 5.1x 1.2x 1.1x 0.9x 2.3%
2772 HK Zhongliang 5.46 2,523 4.2x 3.7x 3.0x 2.0x 1.4x 1.0x 18.1%
1966 HK China SCE 4.28 2,321 5.3x 4.7x 3.8x 0.9x 0.8x 0.7x 5.6%
95 HK Lvgem* 2.85 1,873 10.3x 7.7x 7.4x 1.0x 0.9x 0.8x 2.2%
3301 HK Ronshine 717 1,575 3.5x 2.9x 2.4x 0.7x 0.6x 0.5x 5.1%
832 HK CCRE* 3.80 1,377 4.8x 3.8x 2.7x 1.0x 0.9x 0.7x 12.4%
272 HK Shui On Land 1.18 1,228 5.4x NA NA 0.2x 0.2x NA 10.5%
119 HK Poly Prop 2.55 1,205 2.8x 3.2x 2.7x 0.3x 0.3x 0.3x 8.2%
1996 HK Redsun* 2.76 1,183 6.7x 4.8x 4.0x 0.6x 0.5x 0.5x 4.5%
2019 HK Dexin China 3.12 1,087 4.7x 4.4x 3.6x 1.5x NA NA 2.9%
1098 HK Roadking 10.66 1,031 2.7x NA NA 0.4x NA NA 11.1%
6111 HK Dafa* 5.00 534 7.9x 7.4x 7.0x 1.1x 1.0x 0.9x 3.2%
230 HK Minmetals* 0.97 419 3.9x 4.9x 3.6x 0.4x 0.3x 0.3x 8.2%
Total/Average 322,646 6.4x 5.5x 4.6x 1.1x 0.9x 0.8x 6.5%)

Source: Bloomberg Estimates, *AMTD Research Estimates for AMTD Coverage Stocks
Note: As of 21 Aug 2020
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IMPORTANT DISCLOSURES

AMTD Investment Ratings

Buy Stock with potential return of over 20% over the next 12 months

Hold Stock with potential return of -20% to +20% over the next 12 months

Sell Stock with potential loss of over 20% over the next 12 months
Analyst Certification

We, Jacky Chan and Karen Huang, hereby certify that (i) all of the views expressed in this research report reflect accurately our
personal views about the subject company or companies and its or their securities; and (i) no part of our compensation was, is
or will be, directly or indirectly, related to the specific recommendations or views expressed by us in this research report, nor is
it tied to any specific investment banking transactions performed by AMTD Global Markets Limited.

Firm Disclosure

AMTD Global Markets Limited has an investment banking relationship with LVGEM (China) Real Estate Investment Company
Limited and/or their affiliate(s) within the past 12 months.

AMTD Global Markets Limited
Address: 23/F - 25/F, Nexxus Building, No. 41 Connaught Road Central, Central, Hong Kong
Tel: (852) 3163-3288 Fax: (852) 3163-3289

GENERAL DISCLOSURES

The research report is prepared by AMTD Global Markets Limited (‘“AMTD”) and is distributed to its selected clients.

This research report provides general information only and is not to be construed as an offer to sell or a solicitation of an offer
to buy any security in any jurisdiction where such offer or solicitation would be illegal. It does not (i) constitute a personal advice
or recommendation, including but not limited to accounting, legal or tax advice, or investment recommendations; or (ii) take into
account any specific clients’ particular needs, investment objectives and financial situation. AMTD does not act as an adviser
and it accepts no fiduciary responsibility or liability for any financial or other consequences. This research report should not be
taken in substitution for judgment to be exercised by clients. Clients should consider if any information, advice or
recommendation in this research report is suitable for their particular circumstances and seek legal or professional advice, if
appropriate.

This research report is based on information from sources that we considered reliable. We do not warrant its completeness or
accuracy except with respect to any disclosures relative to AMTD and/or its affiliates. The value or price of investments referred
to in this research report and the return from them may fluctuate. Past performance is not reliable indicator to future performance.
Future returns are not guaranteed and a loss of original capital may occur.

The facts, estimates, opinions, forecasts and any other information contained in the research report are as of the date hereof
and are subject to change without prior notification. AMTD has no obligation to update, modify or amend any part of this research
report or to otherwise notify a recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn.
AMTD, its group companies, or any of its or their directors or employees (“AMTD Group”) do not represent or warrant, expressly
or impliedly, that the information contained in the research report is correct, accurate or complete and it should not be relied
upon. AMTD Group will accept no responsibilities or liabilities whatsoever for any use of or reliance upon the research report
and its contents.

This research report may contain information from third parties, such as credit ratings from credit ratings agencies. The
reproduction anBaid redistribution of the third party content in any form by any means is forbidden except with prior written
consent from the relevant third party. Third party content providers do not guarantee the timeliness, completeness, accuracy or
availability of any information. They are not responsible for any errors or omissions, regardless of the cause, or for the results
obtained from the use of such content. Third party content providers give no express or implied warranties, including, but not
limited to, any warranties of merchantability of fithess for a particular purpose or use. Third party content providers shall not be
liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses,
legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content. Credit
ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They
do not address the suitability of securities for investment purposes, and should not be relied on as investment advice.

To the extent allowed by relevant and applicable law and/or regulation: (i) AMTD, and/or its directors and employees may deal
as principal or agent, or buy or sell, or have long or short positions in, the securities or other instruments based thereon, of
issuers or securities mentioned herein; (i) AMTD may take part or make investment in financing transactions with, or provide
other services to or solicit business from issuer(s) of the securities mentioned in the research report; (iii) AMTD may make a
market in the securities in respect of the issuer mentioned in the research report; (iv) AMTD may have served as manager or
co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities
mentioned in this research report or may be providing, or have provided within the previous 12 months, other investment banking
services, or investment services in relation to the investment concerned or a related investment.

AMTD controls information flow and manages conflicts of interest through its compliance policies and procedures (such as,
Chinese Wall maintenance and staff dealing monitoring).

The research report is strictly confidential to the recipient. No part of this research report may be reproduced or
redistributed in any form by any means to any other person without the prior written consent of AMTD Global Markets
Limited.
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