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Issuer Wharf Holdings Ltd (“WHARF”)

Profile:

Neutral (3) Recommendation
Ticker: = In 1H2019, revenue rose 3% y/y to HKD8.1bn from HKD7.8bn, on the back of stronger
WHARF performance from IP though partially offset by the DP segment. Recurring income made
up 29% of WHARF’s revenue and 34% of the total operating profit in 1H2019.
o ] A drift towards IP was observed. For profit before tax which includes share of results of
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associates and joint ventures, DP/IP split was 30%/41% (2018: 69%/26%, 1H2018:
53%/37%). We think this trend is likely to persist and may skew further towards IP given
that Tower 2 at Changsha IFS (under IP) will open and WHARF has not purchased any new
land recently.

L] Net gearing was 16.9%, though lower at 12.6% if we exclude debts that are non-resource
to WHAREF and its subsidiaries. EBITDA/Interest (including capitalised interest) was 6.3x, up
from 4.7x a year ago. WHARF continues to have healthy liquidity with more than enough
cash (HKD19.0bn) to pay off its short term debt (HKD9.5bn). We are maintaining WHARF’s
Neutral (3) Issuer Profile.

L] We are neutral on WHARF 4.5% '21. We think the bond is trading largely fair relative to its
peers. WHEELK 4.5% ’21, which we have on an Issuer Profile of Positive (2), is offering a
similar yield for an almost matching tenor.
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Relative Value

Maturity / Call Ask YTC/
Bond date Net gearing YTM Spread
WHARF 4.5% 21 20/07/2021 17% 2.37% 77bps
WHEELK 4.5% ‘21 02/09/2021 25% 2.39% 79bps

Indicative prices as at 14 August 2019 Source: Bloomberg
Aggregate leverage based on latest available quarter

Background

L] The Wharf (Holdings) Limited (“WHARF”) was established and listed on the Hong Kong stock
exchange in 1886. In November 2017, WHARF spun off its major portfolio of investment
properties in Hong Kong which is currently listed as Wharf REIC.

] Today, WHAREF principally engages in the following businesses

i) Investment Properties (“IP”) — lease mainly retail and office properties in Mainland
China

ii) Development Properties (“DP”) — activities related to acquisition of land,
construction and sales of properties in Hong Kong and Mainland China

iii) Hotels segment — operate 17 hotels in the Asia Pacific region, four of which owned
by the Group

iv) Logistics segment — container terminal operations in Hong Kong and Mainland
China

] WHAREF is a subsidiary of Wheelock & Co. Ltd, which owns a 64.39% stake in the company.

Key Considerations

= Contributions from DP in Mainland China slipped: At present, WHARF is most exposed to
Mainland China, which holds 68% of its total business assets (over RMB100bn). These assets
generated 72% of the Group’s revenue and 79% of total underlying net profit. DP in China
recorded a 10% decline y/y in revenue to HKD5.2bn (including contributions from joint
ventures and associates). Operating profit though fell by a mere 1% y/y to HKD1.8bn.
Contracted sales also fell by 10% y/y to “HKD7.2bn (i.e. RMB6.5bn). Net book order was
~HKD26.1bn (i.e. RMB23.5bn). We note that WHARF has land bank totalling 3.6mn sq m and
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has not made any new land purchase for nearly one year as the primary sales pricing is
effectively controlled by government which seriously affects future project profitability. We
think that government policy is likely to direct the performance of this business segment for
WHARF going forward.

] IP in Mainland China did well: Revenue from this segment rose 22% y/y to HKD2.0bn, while
operating profit was up by 30% y/y to HKD1.2bn. Both were due to the HKDO.4bn fresh
revenue contribution from Changsha IFS (opened in late 2018) and a 14% y/y increase in
revenue generated at Chengdu IFS to HKDO0.9bn. Over 1H2019, Chengdu IFS saw tenant sales
increase by 13% y/y and foot fall higher by 9% y/y. For Changsha IFS, Tower 2 (office
property) is due to open in 2021. We note that management is expecting the oversupply in
the office sector in most cities to increase in the coming years. The retail portion at
Changsha IFS is 98% occupied. Overall DP and IP in Mainland China saw revenue down by 3%
y/y to HKD7.2bn, while operating profit up by 11% y/y to HKD2.5bn. We note that RMB
weakened by 4% against HKD in 1H2019, and this has continued into 2H2019 thus far. We
think WHARF may potentially be negatively impacted.

] Substantial recurring income: The IP and Hotel business segments make up WHARF’s
recurring income. These accounted for 29% of WHARF’s revenue (1H2018: 24%) and 34% of
total operating profit (1H2018:36%) in 1H2019. Revenue from IP and Hotel was HKD2.3bn
(+21% y/y) while operating profit generated was HKD1.3bn (+25% y/y) which alone is more
than sufficient to cover for its interest expenses of HKD0.6bn (including capitalised interest).
Profit before tax of both segments though was largely stable at HKD1.6bn (-0.5% y/y). We
continue to see the DP and IP split at WHARF drift towards IP. For profit before tax which
includes share of results of associates and joint ventures, DP/IP split was 30%/41% (2018:
69%/26%, 1H2018: 53%/37%). We think this trend is likely to persist and may skew further
towards IP given that Tower 2 at Changsha IFS will open and WHARF has not purchased any
new land.

. Pipeline of DP in Hong Kong: Over 1H2019, Mount Nicholson saw total contracted sales of
HKD3.6bn as demand for luxury homes remain steady. While contributions from DP in Hong
Kong have been somewhat low, WHARF has a handful of projects underway. They are

i) 11 Plantation Road which will provide 7 houses (GFA 46,000 sq ft)

ii) 77 Peak Road which will provide 8 houses (GFA 42,000 sq ft)

iii) 1 Plantation Work which will provide 20 houses (GFA 91,000 sq ft)

iv) Kowloon Tong Residential Project (foundation work is in progress for 4 blocks of
13 storey residential buildings, GFA 436,000 sq ft)

v) Kowloon East Waterfront Portfolio which comprises Kowloon Godown
(considering redevelopment options) and 15%-owned Yau Tong Bay (provide 6,300
residential units, GFA 4mn sq ft).

= Manageable credit metrics: Net debt was reduced by 4% y/y to HKD24.6bn from HKD25.6bn
leading to net gearing ratio of 16.9%. Excluding debts that are non-resource to WHARF and
its subsidiaries, net debt was HKD18.4bn and adjusted net gearing was 12.6%.
EBITDA/Interest (including capitalised interest) was 6.3x, up from 4.7x a year ago. WHARF
continues to have healthy liquidity with more than enough cash (HKD19.0bn) to pay off its
short term debt (HKD9.5bn).
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Explanation of Issuer Profile Rating / Issuer Profile Score

Positive (“Pos”) — The issuer’s credit profile is either strong on an absolute basis, or expected to improve to a
strong position over the next six months.

Neutral (“N”) — The issuer’s credit profile is fair on an absolute basis, or expected to improve / deteriorate to a fair
level over the next six months.

Negative (“Neg”) — The issuer’s credit profile is either weaker or highly geared on an absolute basis, or expected
to deteriorate to a weak or highly geared position over the next six months.

To better differentiate relative credit quality of the issuers under our coverage, we have further sub-divided our
Issuer Profile Ratings into a 7 point Issuer Profile Score scale.

IPR tive Neutral

IPS 1 2 3 4 5 6 7

Please note that Bond Recommendations are dependent on a bond’s price, underlying risk free rates and
an implied credit spread that reflects the strength of the issuer’s credit profile. Bond Recommendations
may not be relied upon if one or more of these factors change.

Explanation of Bond Recommendation

Overweight (“OW”) — The performance of the issuer’s specific bond is expected to outperform the issuer’s other
bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar
tenor over the next six months.

Neutral (“N”) — The performance of the issuer’s specific bond is expected to perform in line with the issuer’s other
bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar
tenor over the next six months.

Underweight (“UW”) — The performance of the issuer’s specific bond is expected to underperform the issuer’s
other bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with
similar tenor over the next six months.

Other

Suspension — We may suspend our issuer rating and bond level recommendation on specific issuers from time to
time when OCBC is engaged in other business activities with the issuer. Examples of such activities include acting
as a joint lead manager or book runner in a new issue or as an agent in a consent solicitation exercise. We will
resume our coverage once these activities are completed.

Withdrawal (“WD”) — We may withdraw our issuer rating and bond level recommendation on specific issuers from
time to time when corporate actions are announced but the outcome of these actions are highly uncertain. We will
resume our coverage once there is sufficient clarity in our view on the impact of the proposed action.
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Analyst Declaration
The analyst(s) who wrote this report and/or her or his respective connected persons did not hold financial interests in the above-mentioned issuer
or company as at the time of the publication of this report.

Disclaimer for research report

This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase or
sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained
herein has been compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or
completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without notice.
We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any
loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This
publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on
personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for specific advice concerning
individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your
specific investment objectives, financial situation or particular needs before you make a commitment to purchase the investment product. OCBC
and/or its related and affiliated corporations may at any time make markets in the securities/instruments mentioned in this publication and together
with their respective directors and officers, may have or take positions in the securities/instruments mentioned in this publication and may be
engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and other investment
or securities-related services for the corporations whose securities are mentioned in this publication as well as other parties generally.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you
agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”)
(together referred to as “MiFID 11”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable or
responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID
I, as implemented in any jurisdiction).
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