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LVGEM (China) Real Estate Investment Company Limited

Asset Injection Propels Stock to New Heights, Upgrade to Buy

We are positively surprised by the minimal consideration for the Stock code: 0095.HK

Baishizhou asset injection announced on 25 Aug 2020. We raise our Rating: Buy
target price by 93% to HK$5.0/sh (implying 78% upside) as the Price target (HK$) 5.00
acquisition is significantly value accretive. Upgrade to Buy. Previous Price target (HKS) 2.58
Major Positive Surprise, Raise Target Price by 93%, Upgrade to BUY E::ZZ;S;I\/C\;(EES%ZS Aug 2020) 58802)
We upgrade LVGEM to a BUY rating (from Hold), as LVGEM announced Market cap (HKS m) 14,309
the asset injection of Baishizhou project which will raise LVGEM'’s project Market cap (US$ m) 1,846
stake to 80%. The consideration of the transaction was minimal at Avg daily turnover (USSm) 1.76

~RMB4m which was a major positive surprise and is significantly value Source: Bloomberg, AMTD Research
accretive. We have thus raised our Target Price by 93% to HK$5.0/sh. This
is based on our DCF analysis of the Baishizhou project, which we believe Key forecasts

has increased our estimated NAV of LVGEM to HK$13.54/sh (up 93% from  (RMBm) 2019 2020e  2021e  2022¢
HK$7.03/sh) Revenue 6,902 7,894 10,747 12,079
: : yoy % 529% 144% 361% 124%
Controlling Shareholder retain a 20% stake in the project as Mi Cliest ol 4430 5325 5653 17,073
yoy % 64.9% 202% 62% 251%

Controlling .shareholt.jer. of LVGE.M, Mr. Wong Hong King, has retaingd a Core NetProfit 1236 1655 1722 2506
20% stake in the Baishizhou project as Minority Interest (MI). We believe yoy % 432% 339%  4.1% 456%
this remaining stake will unlikely be injected into list co. in the future, after Gross margin 64.2% 67.5% 526% 58.6%
injecting 80% of the Baishizhou project into list co. for a minimal Net gearing 135.3% 133.9% 215.1% 237.3%

consideration. We believe Mr. Wong will retain the minority stake as a long E';Ss ggg gg? ggg 8?3
term profit sharing mechanism instead. o 259 285 312 351
Contracted sales and Net Profit to at least double by 2023 EolicedtompanyloataaMIbiResearch
As the progress for resettlement contract signing of Baishizhou project has .

Valuation

been hampered by COVID-19 during 1H20, we now expect the contract
signing to complete by end-2020. This implies that demolishing and

. . . . P/E 10.2 7.6 7.3 5.0
construction work will begin in early 2021 and contracted sales to begin by p/BY 10 09 08 07
end-2022/early-2023, in our view. We estimate Phase 1 of the Project to Div.yield  2.2% 29% 3.0% 4.4%
have ~300,000 sqm, or ~RMB36bn, of sellable resources, with a GP ROE 96%  116%  11.1%  143%
Margin of at least 50%. Annual contracted sales from this single project ROA 2.5% 3.1% 2.9% 4.1%
could reach ~RMB18bn, more than double our 2020E target for the whole  source: Bloomberg, AMTD Research
company, in our view.

2019 2020e  2021e  2022e

Share price performance

Net Gearing Outlook to Hinge on Valuation of Baishizhou Phase 3 :
Due to the tight pre-sale permit requirement in Shenzhen, we estimate that ™ ohace dee
Phase 1 of the project will initially have to incur a RMB23bn CAPEX until it -

reaches pre-sale standard. The required project financing has already 27

been secured through a ~RMB20bn loan facility from China Everbright i
Bank, plus internal resources. Nonetheless, this will imply a negative -
operating cash outflow for 2021E-2022E, in our view, and we calculate that :
it could potentially result in a rise in net gearing to 237% by end-2022E. I T
However, we believe that the actual net gearing will be lower as our & & Y
forecasts have not factored in revaluation gains. Since Phase 3 of  Source: Bloomberg

Baishizhou (~600,000sqm) is mostly investment properties, and Jacky Chan
considering the low acquisition cost by the company, there will be Analyst

revaluation gains from Investment Property Under Development, in our . 1852 3163 3323
. ; . jacky.chan@amtdgroup.com
view, enlarging the equity base.

Key Risks Karen Huang
. . . — . . Associate

We believe the key downside risks lie with (1) any potential delays in the +852 3163 3376

resettlement progress of Baishizhou project; (2) tightening policies in the karen.huang@amtdaroup.com

real estate sector on financing, as well as sales of properties in Shenzhen.

Please contact AMTD Global Markets Limited at (852) 3163 3288 for further product information.
Please read the Important Disclosures and General Disclosures on Pages 8.
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Financial Summary

Figure 1: LVGEM Financial Analysis

PnL, RMB mn 2018 2019 2020e 2021e 2022¢ Balance Sheet, RMB mn 2018 2019 2020e 2021e 2022e

Revenue 4,516 6,902 7,894 10,747 12,079 Investment Properties 2,17 23,568 23,568 23,568 23,568

COGS (1,830)  (2472)  (2,569) (5,005) (5,005) Interest in JV/Asso 522 522 522 522 522

Gross Profit 2,686 4,430 5,325 5,653 7,073 PP&E and Others 1,532 2,370 2,370 2,370 2,370

Non-current assets 24,17 26,460 26,460 26,460 26,460

Selling and marketing exp (133) (134) (153) (209) (235)

General and admin exp (390) (461) (528) (719) (808) PUD & Held for Sale 10,710 10,633 12,633 19,781 26,958

Share of results of JV & Asso ) 0) 0) 0) 0) Deposits and prepayments 890 3,231 3,231 3,231 3,231

Reval Gains from Inv Prop 323 (20) - - - Cash & Cash Equivalents 3,674 5,543 8,146 11,607 11,475

Others 327 809 128 175 196 Others 3,967 2,870 2,870 2,870 2,870

Net Finance costs (658)  (1,256) (910) (1,019) (1,128) Current assets 19,241 22,217 26,879 37,488 44,533

Profit before tax 2,156 3,367 3,862 3,881 5,100

Total Assets 43,412 48,736 53,339 63,948 70,993

Income tax expense (925)  (1,617)  (2,198) (2,150) (2,580)

Net profit 1,230 1,750 1,664 1,731 2,520 Contract Liabiliies 2,268 2,505 1,653 2,916 -
Shareholders' Profit 1,237 1,740 1,655 1,722 2,506 Bank and Other Borrowings 5,824 11,049 11,049 11,049 11,049
Minority Interest (U] 10 9 10 14 Trade and Other Payables 1,384 1,112 1,112 1,112 1,112

Others 2,214 3,095 3,095 3,095 3,095

Shareholders' Core Net Profit 863 1,236 1,655 1,722 2,506 Current liabilities 11,690 17,761 16,909 18,171 15,255

Dividends 234 276 369 384 559 Bank and Other Borrowings 17,500 15,150 19,309 27,309 35,309

EPS - Basic (RMB) 0.25 0.35 0.33 0.35 0.50 Others 2,783 2,791 2,791 2,791 2,791

Core EPS - Basic (RMB) 0.18 0.25 0.33 0.35 0.50 Non-current liabilities 20,283 17,941 22,100 30,100 38,100

Core EPS - Diluted (RMB) 0.10 0.14 0.19 0.20 0.29

DPS - basic (RMB) 0.05 0.06 0.07 0.08 0.1 Capital and reserves 11,331 12,928 14,213 15,551 17,498

DPS - Diluted (RMB) 0.03 0.03 0.04 0.04 0.07 Shareholders' equity 11,331 12,928 14,213 15,551 17,498

BV per share (RMB) 231 2.59 2.85 3.12 3.51 Non-controlling interests & Perp 107 107 116 126 139

Total equity 11,439 13,035 14,330 15,677 17,637

Total Liabilities and Equity 43,412 48,736 53,339 63,948 70,993

Cash Flow Statement, RMB mn 2018 2019 2020e 2021e 2022¢ Key Ratios 2018 2019 2020e 2021e 2022e

Profit Before Tax 2,156 3,367 3,862 3,881 5,100 GP Margins 59% 64% 67% 53% 59%

Operating CF before Working Cap 2,308 4,623 4,772 4,900 6,228 Net Margins 2% 25% 21% 16% 21%
Core Attri Net Margins 19% 18% 21% 16% 21%

PUD (1,381) 7 (2,000) (7,149) (7,177) ROE 8% 10% 12% 11% 14%

Deposits & Prepayments (1,194) - - - - ROA 2% 3% 3% 3% 4%

Trade & Other Payables 783 (272) - - - Net Debt / Total Equity 138% 135% 134% 215% 237%

Increase in contract liabiliies 2,268 237 (852) 1,262 (2,916) Net Debt/ Shareholders' Equity 139% 136% 135% 217% 239%

Others (29)  (1,617)  (2,198) (2,150) (2,580) Total Assets / Total Equity 380% 374% 372% 408% 403%

Net Operating Cashflows 2,756 3,048 (278) (3,136) (6,445) Total Assets / Shareholders' Eq 383% 377% 375% 411% 406%
Asset Turnover (Contracted Sal¢ 5% 10% 14% 17% 0%

Net Investing Cashflows (6,419) (2,079) - -

Bank & Other Borrowings (4,995) 2,914 4,160 8,000 8,000

Others 8,534 (1,572) (1,279 (1,403) (1,687)

Net Financing Cashfl 3,539 1,342 2,880 6,597 6,313

Net Cash Flows (124) 2,311 2,603 3,461 (131)

Source: Company Data, AMTD Research
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Asset Injection of Baishizhou Project

Figure 2: Baishizhou Project Shareholder Structure: Before 25 Aug 2020 Asset Injection

Pre-deal : IVGEM(95 HK) has been holding an indirect 25% equity interest in Baishizhou Project

Wong Hong King

100%

Greater Bay Area

et Intelligent City Limited

25%

Intelligent City Development Limited

Shenzhen LVGEM Enterprise

Baishizhou Project

Source: Company Data, AMTD Research

Figure 3: Baishizhou Project Shareholder Structure: After 25 Aug 2020 Asset Injection

(2]

Post-deal: LVGEM(95 HK) will hold an indirect 80% equity interest in Baishizhou Project

Wong Hong King

100%
Greater Bay Area
Intelligent City Limited

Affluent Trade

25% 25%

Intelligent City Development Limited

Shenzhen LVGEM Enterprise

Baishizhou Project

Source: Company Data, AMTD Research
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Figure 4: AMTD Estimated Preliminary Cash Flow Projection of Baishizhou Project

RMB mn

2021E 2022E 2023E
Cash inflow 18,000
CAPEX (11,667) (11,667) (11,667)
Net Cashflow (11,667) (11,667) 6,333

2024E 2025E 2026E 2027E 2028E 2029E
Cash inflow 18,000 18,000 18,000 18,000 18,000 18,000
CAPEX (11,667) (11,667) (11,667) (11,667) (11,667) (11,667)
Net Cashflow 6,333 6,333 6,333 6,333 6,333 6,333

* cash inflow in 2024 comes from the sale of residential propertyin Phase 1

Phase 3 (Commercial) - 600,000sqm leasable

Construction Est. Annual Rental Income
2030E 2031E 2032E
Cash inflow 18,000 2,160
CAPEX (11,667) (11,667) (11,667)
Net Cashflow 6,333 (11,667) (11,667) 2,160

* cash inflow in 2030 comes from the sale of residential propertyin Phase 2

Source: AMTD Research Estimates

Figure 5: Baishizhou Project Planning
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Figure 6: Baishizhou Project Breakdown in
term of GFA

Supporting Business
facilities facilities Underground
2% % 3%

o~ Commercial
office building

20%

Residential ﬁ
35% |,

Hospitality
Serviced 2%
apartment
31%

Figure 7: Baishizhou has total GFA of 3.58m
sgm, of which ~1.8m sqm is sellable/leasable

Facilities K %
(sq.m.)
Business facilties 265,000 7.4%
Underground 100,450 2.8%
Commercial office building 710,000 19.8%
Hospitality 70,000 2.0%
Serviced apartment 1,120,000 31.3%
Residential 1,250,000 34.9%
Supporting facilities 64,550 1.8%
Total 3,580,000 100.0%

Source: Company Data

Source: Company Data

Figure 8: Baishizhou is primel

>

located in the Heart f Shenzhen

Source: Company Data
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Valuation Methodology

LVGEM (China) Real Estate Investment

We derive our new Target Price of HK$5.0/sh based on a target discount to NAV of 63%
and it implies a target 2020E P/E multiple of 15x. We have adopted a WACC of 12% for

our DCF-based NAV and a cap rate of 3.0-5.5% for its investment properties.

Our Implied Target 2020E P/E Multiple of 15x is above the China Property peers as the
Baishizhou net profit will only deliver and reflect into net profit from 2023E onwards. This
implies that it has a more secure longer term earnings stream compared to peers. LVGEM

also has a higher profitability as represented by its profit margins.

Figure 9: Baishizhou Asset Injection has raised our NAV to HK$13.54/sh (from HK$7.03/sh)

NAV (RMBm) 2020E

Dev Properties 56,407
Inv Properties 21,942
Total GAV 78,349
Net Debt (17,629)
NAV 60,720
No. of Shares 4,983
NAV/sh(RMB) 12.19
NAV/sh (HKD) 13.54
Target Price(HKD) 5.00 |
Target Disc. to NAV -63%
Target P/E 15.0

Source: AMTD Research Estimates
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Date 25/8/2020 Share Price Mkt cap P/B Div. yield
Ticker Name(EN) (HKS) (USD mn) FY19 FY20E FY21E FY19 FY20E FY21E FY19
China Property Developers
2202 HK Vanke 25.30 44,436 6.7x 6.0x 5.4x 1.4x 1.2x 1.0x 4.7%
688 HK COLI 22.95 32,442 5.5x 5.9x 5.1x 0.8x 0.8x 0.7x 4.6%
3333 HK Evergrande 19.04 32,086 13.3x 7.1x 5.9x 1.6x 1.3x 1.2x 3.9%
1109 HK CR Land 34.40 31,651 7.6x 9.0x 7.8x 1.3x 1.2x 1.1x 3.5%
960 HK Longfor 40.35 31,229 13.8x 11.5x 9.6x 2.3x 2.1x 1.8x 3.4%
2007 HK Country Garden 10.16 28,887 5.0x 4.4x 3.9x 1.3x 1.1x 0.9x 6.4%
1918 HK Sunac 33.70 20,268 6.4x 4.6x 3.8x 1.6x 1.3x 1.0x 4.1%
813 HK Shimao 34.65 15,816 9.5x 8.5x 7.1x 1.6x 1.4x 1.2x 4.7%
3380 HK Logan 14.88 10,597 7.4x 6.0x 5.0x 2.3x 1.8x 1.4x 6.3%
884 HK CIFI 6.80 7,211 8.7x 5.9x 4.9x 1.6x 1.3x 1.1x 5.1%
1813 HK KWG 15.10 6,192 4.8x 6.7x 5.4x 1.2x 1.1x 0.9x 5.6%
1030 HK Seazen 7.32 5,865 5.8x 4.8x 4.1x 1.6x 1.2x 1.0x 4.8%
3383 HK Agile 11.16 5,640 5.8x 4.8x 4.4x 0.9x 0.7x 0.7x 9.4%
2777 HK R&F 10.04 4,528 3.0x 3.1x 2.6x 0.4x 0.4x 0.3x 14.5%
3883 HK Aoyuan* 9.47 3,303 5.6x 3.6x 3.2x 1.5x 1.2x 1.0x 6.5%
1238 HK Powerlong* 5.93 3,169 8.1x 5.5x 4.5x 0.7x 0.6x 0.6x 6.9%
3990 HK  Midea RE 19.86 3,153 5.5x 4.2x 3.4x 1.1x 0.9x 0.8x 9.1%
1638 HK  Kaisa 3.98 3,140 8.6x 4.2x 3.3x 0.9x 0.6x 0.5x 2.8%
123 HK Yuexiu 1.55 3,096 5.8x 5.2x 4.5x 0.5x 0.5x 0.5x 6.7%
3900 HK Greentown 9.45 3,041 8.1x 7.0x 6.5x 0.7x 0.7x 0.6x 3.6%
1233 HK Times 12.02 3,012 3.8x 3.5x 3.0x 1.1x 0.9x 0.7x 8.0%
6158 HK Zhenro 4.81 2,711 7.5x 6.3x 5.0x 1.1x 1.0x 0.9x 2.4%
1628 HK Yuzhou* 3.65 2,610 4.8x 4.6x 3.2x 0.8x 0.7x 0.6x 11.3%
2772 HK Zhongliang 5.24 2,422 4.1x 3.6x 2.9x 2.0x 1.3x 1.0x 18.9%
1966 HK  China SCE 4.19 2,272 5.2x 4.6x 3.7x 0.9x 0.8x 0.7x 5.7%
95 HK Lvgem* 2.81 1,846 10.2x 7.6x 7.3x 1.0x 0.9x 0.8x 2.2%
3301 HK Ronshine 7.05 1,549 3.4x 2.8x 2.4x 0.7x 0.6x 0.5x 5.2%
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 1.17 1,217 5.3x NA NA 0.2x 0.2x NA 10.6%
119 HK Poly Prop 2.53 1,195 2.8x 3.2x 2.7x 0.3x 0.3x 0.3x 8.3%
1996 HK Redsun* 2.77 1,187 6.7x 4.8x 4.0x 0.6x 0.6x 0.5x 4.5%
2019 HK  Dexin China 2.99 1,042 4.5x 4.2x 3.4x 1.5x NA NA 3.0%
1098 HK Roadking 10.64 1,029 2.7x NA NA 0.4x NA NA 1.1%
6111 HK Dafa* 5.05 539 7.9x 7.5x 7.1x 1.1x 1.0x 0.9x 3.2%
230 HK Minmetals* 0.96 415 3.9x 4.9x 3.5x 0.3x 0.3x 0.3x 8.3%
Total/Average 320,172 6.4x 5.4x 4.6x 1.1x 0.9x 0.8x 6.6%
Source: Bloomberg Estimates, *AMTD Research Estimates for AMTD Coverage Stocks
Note: As of 25 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 and 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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