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New report: Market not giving credits on the vaccine CMO initiative; upgrade on
CMO prospects in FY22E and beyond
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Landmark Rmb46.7 bn capital recycling deal with Ping An

Maintain OUTPERFORMLouis Chua
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The recent Covid-19 resurgence in Asia has had muted effect on
global oil demand recovery, and with a synchronised OPEC+ effort in
putting barrels back to the market plus a more subdued response from
US producers, global oil S/D balance continues to improve - as
evidenced by the eight consecutive weeks of US crude inventory
drawdown. The CS Global Energy Team forecasts US$70/bbl Brent
for 2H21, but risk is skewed to the upside as we head into summer
peak demand season.
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heading into 3Q
Jesalyn Wong

12China Gas Holdings Ltd [0384.HK]
FY21 results missed on slower-than-expected new connections
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20India Financial Sector
ECLGS guarantee increased by 50% to Rs4.5 tn
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New report: The Saffola promise

Maintain OUTPERFORMArnab Mitra
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22Indonesia Property Sector
New report: Short-term hiccup, opportunity to accumulate
Robert Pranata

23PT Bank Pembangunan Daerah Jawa Barat dan Banten T
[BJBR.JK]
In-line May results, softer loan growth

Maintain OUTPERFORMAndri Ngaserin

24PT Bank Pembangunan Daerah Jawa Timur Tbk [BJTM.JK]
In-line May results, resilient loan growth

Maintain OUTPERFORMAndri Ngaserin

25PT Medikaloka Hermina Tbk [HEAL.JK]
Full leverage on COVID-19

Maintain OUTPERFORMSteven Ho

Malaysia

26Malaysia Market Strategy
Another RM150 bn stimulus package
Danny Goh

27Malaysia Market Strategy
New report: 25W21 flows — Foreign outflows resumed
Danny Goh

28Leong Hup Intl [LEOG.KL]
Setback in recovery pace in Malaysia

Maintain OUTPERFORMJoanna Cheah

Philippines

29Philippines Property Sector
Resi price QoQ trend could be bottoming?
Danielo Picache

30Emperador Distillers Inc. [EMP.PS]
Diversification paying off

Upgrade to OUTPERFORMHazel Tanedo

Singapore

31Yangzijiang Shipbuilding (Holdings) Ltd [YAZG.SI]
Navigating capacity constraints

Maintain NEUTRALShaun Tan

South Korea

32Hyundai Motor Company [005380.KS]
Expect solid 2Q21E OP, better 2H21E awaited

Maintain OUTPERFORMMichael Sohn

Thailand

33Asset World Corp [AWC.BK]
Clarification on SF take-over

Maintain OUTPERFORMThaniya Kevalee

Connecting clients to corporates

APAC Conference Calls

Smart Grid 101 with Mani Vadari, Founder & President of Modern Grid Solutions
29 June, 12:00 HKTDate

Please email Suwimol SuparuksamethaInfo

Great Wall Motor (2333 HK) – Discussion on the 2021 Technology Festival with the
Chairman

29 June, 16:00 HKTDate
Please email Kaman FungInfo

Dial in/passcode will be given upon registration; 
*Only for calls with replays (available 4 hours after live call); 
Hong Kong: 800963117; Singapore: 8006162305; 
China Mainland: 4006322162; 
UK: 8082340072; US: 18554525696; 
Australia: 1800153898; India: 180030000542; 
Japan: 120390774; Philippines: 180016120166; 
South Korea: 079861361602

Corporate Days / Conferences

Philippine Day – Finding Alpha 2 : Vaccines and mobility plays
05 - 09 JulyDate

Virtual EventInfo

Indonesia Day
11 - 13 AugustDate

Virtual EventInfo

Taiwan Non-Tech Day
16 - 18 AugustDate

Virtual EventInfo

India Consumer Day
18 - 20 AugustDate

Virtual EventInfo

9th China Internet C-Level Virtual Conference
30 August - 01 SeptemberDate

Hong KongInfo

6th Credit Suisse Japan Kyoto+ Conference
01 - 03 SeptemberDate

Virtual EventInfo

22nd Asian Technology Conference
06 - 10 SeptemberDate

TaipeiInfo

2nd Japan New Economy Day
28 - 30 SeptemberDate

Virtual EventInfo

12th Annual China Investment Conference
01 - 05 NovemberDate

ShenzhenInfo

Japan Corporate Day
17 - 19 NovemberDate

Virtual EventInfo
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Hong Kong / China (Non-deal roadshow)

Montage Technology (688008.SS)
29 June, ShanghaiDate

Chaolien TsengInfo

China Gas Holdings (0384.HK)
05 July, Hong KongDate

Gary ZhouInfo

Key Changes

EPS TP

(% change) T+1 T+2 Chg Up/
Dn Rating

China Gas (13.7) (13.5) (13.2) 30.4 O

EMP 8.4 12.0 28.7 10.2 O (U)

PetroChina (H) 56.5 12.0 22.2 42.5 O

PetroChina (A) 56.5 12.0 13.3 58.9 O

Bank Jatim (1.2) 7.1 30.4 27.7 O

HMC 0.1 0.2 0.0 24.5 O

Ciputra 38.6 14.0 4.4 60.5 O

Summarecon (17.5) (8.0) 9.3 36.7 O

Pakuwon (14.1) (4.1) (3.3) 31.1 O

Sinopec (H) (5.8) (3.9) (21.7) 13.5 N (O)

SMEIC (5.0) (7.1) (9.7) 9.0 N

Hermina 104.8 1.1 50.0 21.7 O

Sinopec (A) (5.8) (3.9) (23.1) 14.2 N (O)

GCC (19.2) n.a. 66.5 34.0 O (N)

Leong Hup (9.8) (1.6) (2.7) 25.0 O

Bank Jabar Banten (1.0) (1.2) 0.0 61.9 O

Marico (2.2) 0.5 22.4 18.0 O
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Asian Indices - Performance

% change Latest 1D % 1W % 3M % YTD %

ASX300 7,298 (0.0) 1.0 8.6 11.0

CSEALL 7,878 0.9 2.0 10.7 16.3

Hang Seng 29,268 (0.1) 2.7 2.4 7.5

HS H-
Share 10,864 (0.1) 3.0 (1.4) 1.2

HS Red
Chip 4,079 (0.2) 1.5 (2.1) 7.4

JCI 5,939 (1.4) (0.9) (2.2) (0.7)

KLSE 1,545 (1.0) (1.8) (4.0) (5.1)

KOSPI 3,302 (0.0) 1.9 7.6 14.9

KSE100 46,991 (1.5) (2.1) 5.6 7.4

NIFTY 50 15,860 0.0 0.7 6.8 13.4

NIKKEI 29,048 (0.1) 3.7 (1.3) 5.8

TOPIX 1,966 0.2 3.5 (0.6) 8.9

PCOMP 6,938 (0.2) 1.6 6.0 (2.8)

SET 1,579 (0.2) (1.4) (0.7) 9.0

STI 3,127 0.2 0.3 (2.0) 10.0

TWSE 17,591 0.5 3.1 6.3 19.4

VNINDEX 1,406 1.1 2.4 18.5 27.4

Source: Credit Suisse Rave

Asian currencies (vs US$)

%
change Latest 1D % 1W % 3M % YTD % Target

3M
Target
12M

A$ 0.759 0.2 0.7 (0.0) (1.3) 0.79 0.8

Bt 31.9 0.3 0.9 1.9 6.2 30.9 30.5

D 23,020 0.0 0.0 (0.2) (0.2) n.a. n.a.

HK$ 7.76 0.0 (0.0) (0.2) 0.1 7.76 7.8

JPY 110.7 (0.1) 0.3 0.3 7.2 109.0 107.0

NT$ 27.9 0.0 0.0 (2.1) (0.6) 31.0 31.0

P 48.62 0.3 (0.1) 0.1 1.3 47.2 47.0

PRs 157.6 0.1 0.4 3.2 (1.3) n.a. n.a.

RM 4.15 (0.1) 0.1 0.0 3.3 4.08 4.05

Rmb 6.45 0.0 (0.2) (1.8) (1.1) 6.3 6.29

Rp 14,470 0.3 0.3 0.0 3.1 14,100 14,000

Rs 74.19 (0.0) 0.1 1.0 1.6 74.0 73.5

S$ 1.34 0.1 0.1 (0.3) 1.7 1.31 1.29

W 1,130 0.4 (0.2) (0.3) 4.2 1,090 1,080

Source: Credit Suisse Rave

Global Indices

%change Latest 1D % 1W % 3M % YTD %

DJIA 34,434 0.7 3.4 4.1 12.5

S&P 500 4,281 0.3 2.7 7.7 14.0

NASDAQ 14,360 (0.1) 2.4 9.3 11.4

SOX 3,241 (0.4) 2.8 4.4 16.0

EU-STOX 3,533 (0.3) (0.4) 6.0 13.7

FTSE 7,093 (0.6) 0.4 4.7 9.8

DAX 15,554 (0.3) (0.3) 3.6 13.4

CAC-40 6,584 (0.6) (0.3) 8.1 18.6

10 YR LB 1.517 (0.5) 1.3 (12.1) 66.4

2 YR LB 0.262 (2.2) 3.0 76.5 123.7

US$:E 1.193 0.0 0.1 1.9 (2.3)

US$:Y 110.7 (0.1) 0.3 0.3 7.2

GOLD 1,780 0.3 1.0 2.8 (6.1)

VIX 15.62 (2.2) (24.5) (17.2) (31.3)

Source: Credit Suisse Rave

Asian Indices

Index EPS grth.(%) P/E (x) Performance
T+1 T+2 T+1 T+2 1D% 1M% YTD%

Asia x
Japan 37.0 12.4 16.4 14.6 1.1 1.2 5.8

Asia Pac x
JP 38.3 11.4 16.7 15.0 1.0 1.1 6.2

Australia 28.9 14.4 20.2 17.6 0.1 1.3 11.6

China 16.3 18.5 17.2 14.5 1.6 1.2 1.4

Hong
Kong 32.4 13.2 18.9 16.7 0.6 (2.4) 9.5

India 34.1 16.7 23.5 20.1 0.4 3.9 14.7

Indonesia 29.0 20.1 15.9 13.2 (0.2) (1.3) (9.8)

Japan 20.0 11.6 16.8 15.1 0.8 2.4 8.9

Korea 98.0 5.5 12.2 11.5 0.4 3.8 10.0

Malaysia 110.6 (7.4) 12.7 13.7 0.2 (1.6) (6.0)

Pakistan 26.1 27.0 8.0 6.3 (2.1) (4.0) (11.0)

Philippines 51.5 27.4 21.0 16.4 1.0 10.4 (1.9)

Singapore 44.7 14.1 15.0 13.1 0.1 (0.7) 9.4

Taiwan 40.8 3.6 16.3 15.8 0.4 2.7 16.0

Thailand 58.8 15.0 20.0 17.4 (0.0) 1.0 4.8

Source: Credit Suisse Rave
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Full Report

29 June 2021Asian Daily

China Oil & Gas Sector
New report: Life after US$70—Revising our pecking order

China Big 3 Oils – What’s different in this upcycle

PetroChina is set to benefit most from this upcycle due to (1) improved
E&P profitability; and (2) reduced import gas losses. We see room for
PetroChina to deliver the best earnings since 2014 (CSe: Rmb90 bn
FY21 NP). However, the street has underestimated its FY21 earnings
and is yet to catch up on expectations. The expectation gap poses a re-
rating opportunity, setting course for a reversal of its underperformance
trend the past few years.

CNOOC’s YTD performance was dragged by the US sanction that will
take effect in respect of CNOOC once again from August 2, 2021,
but we think it offers an opportunity for non-US investors to accumulate
a quality name that would normally be trading at a premium vs peers
under upcycles.

Sinopec faces increasing headwinds for its downstream segments,
and the upcoming 2Q21 results could mark the peak earnings quarter
in this upcycle. Its Refining segment will face risks of margin squeeze
should oil prices overshoot above US$80/bbl, and its Chemical
segment is vulnerable to lower petrochemical margins that have already
started to roll-over. The last time oil prices were above US$80/bbl in
4Q18, Sinopec corrected 18%/31% in the subsequent 1M/3M.

Figure 1: Credit Suisse oil price forecast - Brent & WTI

Source: CS Global Energy Team estimates

Figure 2: China Big 3 Oils – current valuation vs previous upcycles

Source: Credit Suisse estimates

Figure 3: US crude oil commercial inventories have seen 8 consecutive weeks of
drawdown; now below 5-year average levels

Source: US EIA, Credit Suisse estimates

Figure 4: China Big 3 Oils – 2021 YTD performance—we expect PetroChina’s
outperformance to continue in 2H21

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse

Please refer to China Oil & Gas Sector: Life after US$70 - Revising our
pecking order published on 29-Jun-2021 for further details.

The recent Covid-19 resurgence in Asia has had muted effect on
global oil demand recovery, and with a synchronised OPEC+ effort
in putting barrels back to the market plus a more subdued response
from US producers, global oil S/D balance continues to improve -
as evidenced by the eight consecutive weeks of US crude inventory
drawdown.

▪

The CS Global Energy Team forecasts US$70/bbl Brent for 2H21,
but risk is skewed to the upside as we head into summer peak
demand season. We see further upside for the China O&G Sector
and re-iterate our positive stance into 2H21.

▪

We revise our pecking order for the China Big 3 Oils - our new
pecking order is PetroChina > CNOOC > Sinopec. We believe
PetroChina (OUTPERFORM, TP HK$5.5) would be best positioned
to ride on the current upcycle, and its expectation mismatch should
continue to drive a re-rating in 2H21. Our new FY21E earnings puts
us 33% ahead of consensus.

▪

Despite overhang from US sanction, CNOOC's (OUTPERFORM,
TP HK$12.0) solid fundamentals should allow it to close the gap vs
PetroChina. We downgrade Sinopec to NEUTRAL (from OP) and
cut our TP to HK$4.7 (from HK$6.0), as the stock faces increasing
headwinds in Refining & Chemical.

▪

Valuation metrics
TP Up/dn DYRating Price Target

chg to TP

Year EPS Chg(%) EPS EPS grth (%) P/E (x)

(%)

P/B (x) ScenarioCompany Ticker

(prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky

PetroChina (H) 0857.HK O 3.86 5.5 (4.5) 22.2 42.5 12/20 56.5 12.0 0.49 0.52 375.3 4.4 6.5 6.2 6.2 0.5 6.88 4.12

CNOOC 0883.HK O 9.09 12.0 0.0 32.0 12/20 0.0 0.0 1.52 1.81 172.2 19.0 5.0 4.2 10.1 0.7 14.4 9.6

Sinopec (H) 0386.HK N (O) 4.14 4.7 (6.0) (21.7) 13.5 12/20 (5.8) (3.9) 0.49 0.58 79.5 18.2 7.0 5.9 8.6 0.5 5.64 3.76

Source: Refinitiv, Credit Suisse estimates

Research Analysts
Horace Tse / 852 2101 7379
horace.tse@credit-suisse.com

Cynthia Wu / 852 2101 7693
cynthia.wu@credit-suisse.com
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Maintain OUTPERFORM
Previous Rating: OUTPERFORM

Target price (HK$): 40.00
Previous target price (HK$): 40.00

Full Report

28 June 2021Asian Daily

Great Wall Motor (2333.HK)

Targets total sales volume of 4 million units, with #1 NEV share in
2025

GWM will showcase its achievement in latest technology, including
Cobalt-Free Battery, Dedicated Hybrid Transmissions (DHT), control-
by-wire chassis, intelligent cockpit, high-performance computing power
autonomous driving, hydrogen fuel cell vehicle, new 3.0 litre engine,
9-speed automatic transmission, perovskite solar cells, etc. (total of 112
new technology).

GWM's perovskite solar cells can provide 20% photon-to-electron
conversion efficiency.

GWM's battery technology framework (1) provides low-cost Lithium
iron phosphate (LFP) battery for entry-level EV and operation-related
vehicles (like taxi and shared vehicles); (2) high value for money
for Cobalt-Free Battery in mid-range and long-range vehicles, energy
density for these is very close to that of NCM811 battery cells; (3) high-
performance NCM811 battery cell, which is long and thin in shape. This
battery cell can offer 4C fast charging, 10 minutes charging offers 400
kilometre of drive distance.

GWM's new electric driving axle products cover 35-220 KW for mini-
sized EV to full-sized EVs. In particular, GWM's new 220 KW high-
power electric driving axle provides a high energy efficiency of 95% and
high density of 2.4 KW per kg. This 220 KW e-axle can be compliant
with high-voltage platform (800 voltage), and can offer acceleration of
2.8 seconds (0-100 km/h) for a large-sized sedan with two e-axle set-up
(total 440 KW output with two 200 KW e-axle).

GWM's 'Lemon' DHT normal hybrid system offers a high fuel efficiency
of 4.6 litre per 100 km, which is a 50% reduction in fuel consumption.
The 'Lemon' plug-in hybrid system offers 200 km pure battery driving
range, and maximum of 1,100 km range with fuel engine driving. GWM
will launch its second generation 'Lemon' hybrid technology in 2023,
which will reduce fuel consumption by 15% but boost engine output by

Price (25-Jun-21, HK$) 25.55
Mkt cap (HK$/US$ mn) 401,047 / 51,671
Number of shares (mn) 9,199
Free float (%) 44.0
52-wk range (HK$) 30.60 - 4.84
ADTO-6M (US$ mn) 154.4

Est. pot. % chg. to TP 56.6
Blue sky scenario (HK$) 70.0
Grey sky scenario (HK$) 10.0
Performance 1M 3M 12M
Absolute (%) 17.5 16.7 404.9
Relative (%) 16.4 14.6 380.5

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 100,116 141,169 158,819 179,355
EBITDA (Rmb mn) 10,923.1 15,185.3 18,271.8 20,123.4
EBIT (Rmb mn) 6,214.3 9,928.3 12,395.0 13,607.6
Net profit (Rmb mn) 5,362.5 9,041.5 11,149.1 12,381.2
EPS (CS adj.) (Rmb) 0.59 0.99 1.22 1.36
Chg. from prev. EPS (%) n.a. 0.0 0.0 0.0
Consensus EPS (Rmb) n.a. 0.92 1.16 1.41
EPS growth (%) 19.2 68.6 23.3 11.1
P/E (x) 36.2 21.4 17.4 15.7
Dividend yield (%) 1.3 2.3 2.9 3.2
EV/EBITDA (x) 31.0 22.5 18.7 16.8
P/B (x) 3.34 3.1 2.84 2.61
ROE (%) 9.5 15.0 17.0 17.4
Net debt/equity (%) 8.4 13.8 10.8 6.8
Source: Company data, Refinitiv, Credit Suisse estimates

20%. As a result, the new generation 'Lemon' normal hybrid can boost
its vehicle range by another 50%.

GWM's 'Coffee' intelligent vehicle system will establish its 4.0 version
of electrical/electronic architecture (EEA) with the combination of
'central computing' and 'domain control unit' in 2022, which will further
be upgraded to the 5.0 version in 2024 with 'central computing'
architecture. GWM will establish a open-source vehicle operation
system in 2022.

In terms of intelligent cockpit, GWM will realise high-level voice control
in 2021, which will be upgraded to the fusion of 'Lip Reading', 'Gesture
Recognition', and 'Eye Tracking' along with Augmented reality (AR),
Virtual reality (VR), artificial intelligence (AI) in 2022 to offer an
Immersion Human-Machine Interface (HMI) cockpit.

In terms of autonomous driving, GWM had realised the 1.0 version
Level 3 autonomous driving—highway navigation pilot in its WEY
Mocha SUV. Later this year, GWM will launch the 2.0 version of its
navigation pilot in urban areas. In 2022, it will launch its 3.0 version
autonomous driving, which will be equipped with the highest mass-
produced computing power chips globally—set to release higher-level
autonomous driving in certain scenarios. As a result, GWM targets
40% high-level (Level 3 and above) autonomous driving in 2025.

GWM will establish its cloud computing platform in 2023, which should
support its connect vehicle, intelligent cockpit, autonomous driving, etc.

Well above market expectation, Great Wall Motor (GWM) announced
its ambitious 2025 target on 28-Jun—4 mn units volume (NEV
accounting for 80% of total volume) along with Rmb600 bn in
revenue. This is 3.6x of its 2020 volume and 6x of its 2020 revenue,
implying a five-year CAGR of 29% (volume) and 43% (revenue).

▪

In order to achieve the 2025 target, GWM will spend an aggregate
Rmb100 bn in R&D in 2021-25, with focus on pure electric vehicle,
hydrogen fuel cell vehicle, hybrid vehicle, high performance chips,
Silicon Carbide (SiC), Artificial Intelligence (AI), sensor, etc. As a
result, Great Wall Motor's R&D headcount number should double
from 15k currently to 30k in 2023 (software related headcount up
from 3k to 10k).

▪

Meanwhile, Great Wall plans to launch its new 'salon' high-end
battery electric vehicle brand; its first product will start selling from
2022. Meanwhile, its ORA mid-end pure electric vehicle brand targets
1.0 mn units volume in 2023, with #1 market share in the NEV market.

▪

Thanks to its fast new product development cycle, as low as 11
months (less than half vs most peers), GWM will expand its product
portfolio from ~10 products currently to >60 product in 2023.

▪

Valuation metrics
TP Up/dn DYRating Price Target

chg to TP

Year EPS Chg(%) EPS EPS grth (%) P/E (x)

(%)

P/B (x) ScenarioCompany Ticker

(prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky

Greatwall Motor (H) 2333.HK O 25.55 40.0 0.0 56.6 12/20 0.0 0.0 0.99 1.22 68.6 23.3 21.4 17.4 2.3 3.1 70.0 10.0

Greatwall Motor (A) 601633.SS O 43.88 58.0 0.0 32.2 12/20 0.0 0.0 0.99 1.22 68.6 23.3 44.3 35.9 1.1 6.4 70.0 12.0

Source: Refinitiv, Credit Suisse estimates
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Upgrade to OUTPERFORM
Previous Rating: NEUTRAL

Target price (W): 428,000
Previous target price (W): 257,000

Full Report

28 June 2021Asian Daily

Green Cross Corp (006280.KS)

New report: Market not giving credits on the vaccine CMO initiative;
upgrade on CMO prospects in FY22E and beyond

Revisiting Green Cross on concerns of prolonging COVID-19
waves. Our latest observations suggest ongoing COVID-19 cases
even in the developed economies where vaccination rate has neared
50% (US and UK). Meanwhile, some countries have hardly started
vaccination. Hence, WHO/CEPI reiterated their initiatives on the
delivery of 2 bn doses of vaccine by 2021-end in over 191 nations under
COVAX Facility. 91 low- to mid-income countries (LMICs) are in focus,
with 1.3 bn vaccine doses being allocated to cover aggregate ~4 bn
people.

COVAX vaccine delivery rate stands at >4%. We understand the
market's disappointment in Green Cross YTD 2021, given muted
activities. However, we expect Green Cross to take an important role
given 0.5 bn doses of manufacturing dedication for CEPI. Emerging
variants and need for booster shots would trigger involvement of Green
Cross, which has been muted of late partly due to gradual vaccine roll-
outs by COVAX, which leads the WHO vaccine pillar along with CEPI.

Figure 1: WHO's planned 1.3 bn doses
for 16% vaccination rate in 92 LMICs

Source: WHO, Credit Suisse

Figure 2: Green Cross is a chosen
partner for CEPI/WHO

Source: WHO, CEPI, Credit Suisse

Green Cross long-prepared the CMO business. Green Cross has
recently constructed Ochang W&FF facility, a centralised downstream
manufacturing facility for fill-and-finish, etc. It has spent W200 bn since
2016 to bring the new plant online by 2020, while the company has
disposed the Canadian plant for plasma proteins in the same year.
Its strong track record in WHO vaccine supplies is also supportive to
vaccine CMO partnership with WHO/CEPI.

Recurring business also on a healthy trend. Core businesses were
on a recovery after the dip in 2019. Flu vaccines remain key this

Price (28-Jun-21, W) 319,500
Mkt cap (W bn/US$ mn) 3,734 / 3,305
Number of shares (mn) 11.69
Free float (%) 48.6
52-wk range (W) 505,000 - 148,000
ADTO-6M (US$ mn) 85.9

Est. pot. % chg. to TP 34.0
Blue sky scenario (W) 631,000
Grey sky scenario (W) 207,000
Performance 1M 3M 12M
Absolute (%) (8.1) (13.3) 110.2
Relative (%) (11.6) (20.9) 55.5

Year 12/20A 12/21E 12/22E 12/23E
Revenue (W bn) 1,504.1 1,543.0 1,903.8 2,145.8
EBITDA (W bn) 99.0 152.1 259.6 360.0
EBIT (W bn) 50.2 101.6 196.1 286.1
Net profit (W bn) 81.0 74.6 133.8 195.9
EPS (CS adj.) (W) 7,101 6,537 11,721 17,168
Chg. from prev. EPS (%) n.a. (19.2) n.a. n.a.
Consensus EPS (W) n.a. 8,034 7,940 9,713
EPS growth (%) n.m. (8.0) 79.3 46.5
P/E (x) 45.0 48.9 27.3 18.6
Dividend yield (%) 0.5 0.5 0.5 0.5
EV/EBITDA (x) 40.5 26.3 15.4 10.6
P/B (x) 3.34 3.16 2.83 2.36
ROE (%) 7.5 6.5 10.7 13.5
Net debt/equity (%) 21.4 20.0 17.4 4.1
Source: Company data, Refinitiv, Credit Suisse estimates

year, which is likely to deliver a healthy growth, despite the high base,
thanks to a competitor’s temporary withdrawal. Long-anticipated IVIG
FDA review is underway (due Feb-2022) and a rare disease drug,
Hunterase, has recently won licenses in Japan and China of late.

Figure 3: Market-implied CMO value
has contracted since May '21

Source: the BLOOMBERG
PROFESSIONAL™ service, Credit Suisse
estimates

Figure 4: CSe implied CMO value at par
to broker consensus estimates

Source: Fnguide, Credit Suisse estimates

Market seems to give almost no credit on the CMO story given
market-implied value being as low as ~W350 bn (~W22K/share), of
which the trend accelerated since May 2021 on Samsung-Moderna
agreement. Broker consensus estimates indicate W1.7 tn (W148K/
share) for CMO in value. We argue higher OPM in CMO seems
reachable given shared services, thus assumed blended OPM to jump
to 10%/13% in FY22/23E from 3% in FY20A (OP ~80% CAGR).

Upgrade to OUTPERFORM with new TP of W428,000 (from
W257,000) with an implied CMO value of W1.7 tn (W148K/share). We
revise down FY21E by 19% as we push back CMO sales to kick in
FY22E. We introduce FY22/23 estimates.

We revisit Green Cross given prolonging COVID-19 cases globally.
Emerging variants and need for booster shots would trigger the
involvement of Green Cross, which has been muted of late partly due
to >4% delivery rate of COVAX vaccines, so far.

▪

WHO/CEPI have set initiatives on 2 bn doses of vaccine supply
in 2021. Green Cross was chosen as downstream CMO with 0.5
bn doses commitment. Its W200 bn capex spend over 2016-20 in
Ochang W&FF facility and long history in partnering with WHO for
vaccine supply bodes well for the company to enter the new business.

▪

Recurring business reads healthy, given the ongoing strength in flu
vaccine business. IVIG awaits US FDA review by Feb-2021, and
Hunterase is poised for shipment to China and Japan.

▪

Upgrade to OUTPERFORM (from Neutral) with a new target price of
W428,000 from W257K. Market-implied CMO value reads as low as
~W350 bn vs broker estimates of W1.7 tn (CSe W1.7 tn). We argue
high margin opportunity in CMO given Recipharm and Emergent
cases. We revise down FY21E EPS by 19% as we push back CMO
revenue to kick in FY22E. We introduce FY22-23 estimates.

▪
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CapitaLand (CATL.SI)

Landmark Rmb46.7 bn capital recycling deal with Ping An

Partial divestment of six of nine RC projects in China

CAPL announced the partial divestment of six RC projects, including
RC Changning an associate of CAPL and RC Hangzhou, Ningbo,
Shanghai, Beijing and Chengdu held under its private fund Raffles
City Income Ventures (RCCIV). The deal excludes two RC projects
held under Raffles City China Investment Partners III (RCCIP III): RC
The Bund (under development) in Shanghai and RC Shenzhen, and
excludes the 100%-owned RC Chongqing. In our view different
considerations by the other capital partners of RCCIP III may have
precluded RC The Bund and RC Shenzhen from the Ping An deal.
Meanwhile, we note that RC Chongqing saw a 22% YoY decline in
value as of Dec-20 to Rmb8,052 mn, the only RC to be held under CL
Development post restructuring.

Figure 1: Six of nine Raffles City projects in China partially divested

Source: Company data, Credit Suisse estimates

Net proceeds to be redeployed in new economy assets

Deconsolidation of four RCs, RC Beijing, Chengdu, Ningbo and
Hangzhou, which were former subsidiaries of CAPL is likely to improve
reported net gearing, with unlocked capital set for new economy assets.
CAPL announced plans to grow its China exposure in the new economy
sector to S$5 bn over the next few years, from the S$1.5 bn as
of end-2020, which includes business parks, logistics and data
centres. The deal thus represents another step in CAPL's pivot away
from its current commercial/retail centric portfolio in China.

Price (25-Jun-21, S$) 3.68
Mkt cap (S$/US$ mn) 19,419 / 14,474
Number of shares (mn) 5,277
Free float (%) 61.0
52-wk range (S$) 3.85 - 2.51
ADTO-6M (US$ mn) 26.0

Est. pot. % chg. to TP 11.5
Blue sky scenario (S$) 4.3
Grey sky scenario (S$) 3.51
Performance 1M 3M 12M
Absolute (%) 0.5 (4.4) 28.7
Relative (%) 1.3 (3.3) 8.2

Year 12/20A 12/21E 12/22E 12/23E
Revenue (S$ mn) 6,532.6 7,818.2 6,735.5 6,622.5
EBITDA (S$ mn) 231.5 4,023.1 3,849.7 3,848.5
EBIT (S$ mn) 231.5 4,023.1 3,849.7 3,848.5
Net attributable profit (S$ mn) 769.9 983.2 1,000.4 1,039.5
EPS (CS adj.) (S$) 0.15 0.19 0.2 0.2
Chg. from prev. EPS (%) n.a. 0.0 0.0 0.0
Consensus EPS (S$) n.a. 0.21 0.26 0.27
EPS growth (%) (29.6) 27.7 1.7 3.9
P/E (x) 24.4 19.1 18.8 18.1
Dividend yield (%) 2.4 3.3 3.3 3.3
EV/EBITDA (x) 196.1 11.1 12.2 12.5
ROE (%) 3.4 4.3 4.3 4.4
Net debt/equity (%) 67.9 63.7 67.3 68.0
NAV per share (S$) - 5.05 - -
Disc./(prem.) to NAV (%) - 27.1 - -
Source: Company data, Refinitiv, Credit Suisse estimates

Strong fund management prospects with PEFM status

CAPL is one of the few foreign enterprises registered as a private
equity fund manager since June 2021, allowing CAPL to tap domestic
liquidity and raise RMB-denominated capital, accelerating CAPL’s fund
management ambition and its transition towards an asset-light and
capital-efficient business in CapitaLand Investment Management
(CLIM). After the deal with Ping An, China onshore represents 25% of
FUM by investor domicile post transaction, with Asia at 81% vs 53%
previously, while based on asset class, insurance companies are now
28% of FUM vs 8% previously.

Figure 2: Post-transaction breakdown of CAPL's unlisted FUM of S$25.8 bn

Source: Company data

Arbitrage opportunity for CAPL investors today?

We highlight that CAPL at S$3.68 is currently trading at a 10%
discount to the implied consideration of S$4.102, which could
potentially offer arbitrage opportunities to investors. While there is no
intention to revise the scheme consideration, we note that CLIM's NAV
within the implied consideration is based on 2020 pro-forma NAV/
share, with potential future upside given 2021 earnings/recycling gains,
including that of the Ping An deal. Approval-in-principle has been given
by the SGX for the delisting of CAPL. EGM and scheme approvals
for the restructuring remain targeted in 3Q21 and deal completion in
4Q21.

CAPL announced the partial divestment of six Raffles City (RC)
projects to Ping An in China at a portfolio value of Rmb46.7 bn (S$9.6
bn), a 4.7% premium to the Dec-20 valuation and an estimated exit
yield of 3-5%. This nets CAPL net proceeds of >S$2 bn, while it
retained stakes of 12.6-30%. We estimate the deal adds 2.1% to
CLIM’s NAV/share, with the target deal completion in 3Q21.

▪

This brings CAPL’s YTD gross divestments to S$11.2 bn, >3x its S$3
bn target. As the asset manager, recurring fee income continues to
accrue at ~S$58 mn p.a. based on the historical FRE/FUM ratio of
0.62%. Deconsolidation of four RCs is also likely to improve reported
net gearing, with unlocked capital set for new economy assets.

▪

The partnership with Ping An marks the start of CAPL’s foray into
China’s domestic fund management industry, where it is one of few
foreign enterprises registered as a private equity fund manager since
June 2021, accelerating CAPL’s fund management ambitions.

▪

Market-implied valuation of CLIM stands at 0.85x P/B, close to 5-year
average P/B of the current CAPL at 0.8x P/B, even though CLIM is
set to be a restructured entity. Further, CLIM’s valuation is based
on 2020 pro-forma NAV/share, excluding the effects of the Ping An
deal and 2021 results. Maintain Outperform, on attractive arbitrage
opportunities.

▪
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Asia Pacific Strategy
Credit Suisse GEM valuation snapshot

Figure 1: Historical valuations

Source: Refinitiv Datastream, MSCI

Figure 2: Forecast valuations

Source: Refinitiv Datastream

Figure 3: Forecast valuations (continued)

Source: Refinitiv Datastream

Figure 4: Index - absolute performance in US$ (%)

Source: Refinitiv Datastream, MSCI
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Asia Pacific Strategy
Credit Suisse valuation snapshot

Figure 1: Country - DDM based valuations

Source: Refinitiv Datastream. Note: PE and EPS growth numbers for Australia and Japan corresponds to Jun 20-22 and Mar 20-22; EPS change numbers correspond to Jun 21-22 and
Mar 22-23, respectively.
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China Cosmetics Sector
New report: Another soft month for May online sales; demand likely to be soft heading into
3Q

Online cosmetics sales declined by 17% YoY in May-2021

On Taobao/Tmall, online cosmetics sales declined by 17% YoY in
May-2021 from +10%/-12% in 1Q21/Apr-2021. Leading domestic
brands declined 8% in May-2021 (Apr-2021: -21% YoY), while leading
international brands declined 13% (Apr-2021: +57%). Domestic brand
'Viva' witness the highest growth of 227%, followed by Biohyalux at
190%, Herborist at 81%, and Proya at 9%. HFP saw the steepest
decline of 69% and Marubi's momentum continued to be slow at -8%.
Within international brands, brands which witnessed growth are Vichy
(+65%), Skinceuticals (+40%), CeraVe (+44%), and L'Oréal Paris
(+21%). Korean high-end brands generally declined, e.g., Sulwhasoo
(-32%), and Whoo (-69%).

Figure 1: Online cosmetics growth on Tmall/Taobao was at -17% YoY in
May-2021

Source: Taosj, Credit Suisse estimates

Colour cosmetics growth down 5% in May-2021, but leading
brands gained share

Despite overall industry decline, leading domestic brands were up 29%
and leading international brands were up 8% YoY in May-2021. Among
domestic brands, Timage under Proya was up 2.8x, followed by Colour

Key +1.2x and Florasis +55%. Perfect Dairy grew 17%. International
brands such as Dior +32%, followed by L'Oréal +28% and CPB
+26%. Chioture, Givenchy, and Maybelline underperformed at -55%,
-28%, and -21%, respectively.

Figure 2: Colour cosmetics growth by brands

Source: Taosj, Credit Suisse estimates

Channel checks also suggest soft demand

We spoke to distributors in Guangdong and Beijing carrying brands
of Proya, Marubi, Sulwhasoo, and Whoo. 1H21 YTD, Proya/Marubi
grew 4-5% in Guangdong, while Sulwhasoo/Whoo +6% in Beijing
vs 2019, and both distributors target 10% growth for all four brands
in 2021 vs 2019. Distributor also highlighted that while market share
loss for Sulwhasoo and Whoo to Chinese brands is more resilient given
premium positioning, the mass segment brands have seen clear market
share losses.

Figure 3: Distributor growth and 2021 targets

Source: Credit Suisse estimates

Proya remains our top pick

Proya remains our top pick on strength in online Proya brand and fast
growth of Timage. Risk-reward is also attractive, trading at 47x P/E, net
cash of Rmb1.3 bn, and highest ROE profile of 26%.

On Taobao/Tmall, online sales declined by 17% YoY in May-2021
from +10%/-12% in 1Q21/Apr-2021. Leading domestic brands
declined 8% in May-2021 (Apr-2021: -21% YoY), while leading
international brands declined 13% (Apr-2021: +57%). In skincare,
domestic brands Viva, Biohyalux, Herborist, and Proya saw strength.

▪

Colour cosmetics growth down 5% in May2021, but leading brands
gained share.In domestic brands, Timage was up 2.8x, followed by
Colour Key +1.2x and Florasis +55%. Perfect Dairy grew 17%.
International brands such as Dior +32%, L'Oréal +28% and CPB
+26%. Chioture, Givenchy, and Maybelline underperformed at -55%,
-28%, and -21%, respectively.

▪

Offline channel checks suggest that in 1H21 YTD, Proya/Marubi
grew 4-5% in Guangdong, while Sulwhasoo/Whoo +6% in Beijing vs
2019, and both distributors target 10% growth for all four brands in
2021 vs 2019. Also, market share loss for Sulwhasoo and Whoo to
Chinese brands is more resilient given premium positioning, but mass
brands have seen clear market share losses.

▪

Proya remains our top pick on strength in online Proya brand and fast
growth of Timage. Risk-reward is also attractive, trading at 47x P/E,
net cash of Rmb1.3 bn, and highest ROE profile of 26%.

▪
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China Gas Holdings Ltd (0384.HK)

FY21 results missed on slower-than-expected new connections

FY21 core earnings growth met expectations. Total retail gas sales
volume grew 20% YoY in FY21 (Apr 2020-Mar 2021), higher than
management guidance of 15% YoY, driven by residential (+24%),
industrial (+22%) and commercial demand (+12%). 2H21 growth rate
(27%) was much higher than 1H21 (+10%) mainly due to the low-base
in 2H20 (+0% YoY) and further recovery in commercial and industrial
activities post COVID-19. Average dollar margin for city projects was
largely flat YoY at Rmb0.61/c.m. (vs Rmb0.605 in FY20), lower than
Rmb0.65 in 1H21, due to higher LNG cost in winter. Rural dollar margin
increased slightly YoY to Rmb0.47/c.m. (vs. Rmb0.45 in FY20). Total
new connections was 5.0 mn in FY21, down 7% YoY and missing its
previous guidance (5.5-6.0 mn). 3.4 mn of the new connections came
from city projects (+23% YoY), and 1.7 mn was from rural (down 38%
YoY), and LPG micro network connections (0.01 mn) failed to wrap up
(vs earlier guidance of 0.5 mn) as the company awaited further policy
clarity. Gross profit from value-added service grew strongly by 50%
YoY (in line with guidance of >30% YoY).

Figure 1: CGH - FY21 key operating and financial data

Source: Company data

Following earlier share placement in April 2021, we estimate the net
gearing of CGH may drop from 68% in FY21 to 53% in FY22E.
Free Cash Flows (per company's calculation; excluding the payments
made for the office buildings) reached HK$0.8 bn in FY21, in line with
management guidance of a positive FCF.

Price (28-Jun-21, HK$) 25.30
Mkt cap (HK$/US$ mn) 141,257 / 18,198
Number of shares (mn) 5,583
Free float (%) 49.5
52-wk range (HK$) 33.50 - 20.75
ADTO-6M (US$ mn) 52.7

Est. pot. % chg. to TP 30.4
Blue sky scenario (HK$) 51.0
Grey sky scenario (HK$) 15.0
Performance 1M 3M 12M
Absolute (%) (14.2) (21.4) (7.0)
Relative (%) (15.6) (22.7) (32.8)

Year 3/21A 3/22E 3/23E 3/24E
Revenue (HK$ mn) 69,975.4 76,334.1 85,393.6 94,762.1
EBITDA (HK$ mn) 15,685.0 18,038.0 20,596.6 22,997.1
EBIT (HK$ mn) 13,836.2 15,924.1 18,338.4 20,599.3
Net profit (HK$ mn) 10,478.7 12,063.4 14,009.6 15,910.7
EPS (CS adj.) (HK$) 2.01 2.16 2.51 2.85
Chg. from prev. EPS (%) n.a. (13.7) (13.5) n.a.
Consensus EPS (HK$) n.a. 2.39 2.7 2.89
EPS growth (%) 14.2 7.5 16.1 13.6
P/E (x) 12.6 11.7 10.1 8.9
Dividend yield (%) 2.2 2.4 2.8 3.2
EV/EBITDA (x) 11.6 9.9 8.4 7.2
P/B (x) 2.54 2.33 2.0 1.72
ROE (%) 22.9 21.4 21.4 20.9
Net debt/equity (%) 67.5 52.6 39.1 26.7
Source: Company data, Refinitiv, Credit Suisse estimates

Key guidance. (1) FY22 core earnings is expected to grow by 15%
YoY. (2) FY22 retail gas volume growth target is guided at 15%-20%
YoY. (3) Dollar margin is expected to be largely stable. (4) Positive FCF.
(5) New connection guidance is flat YoY at 5 mn households, including
3.4 mn from city, 0.8 mn from rural connections and 0.8 mn from LPG
micro networks. (6) The company expected sales volume of LPG to
reach 5.2 mn tons in FY21 (up >20% YoY). (7) Installation of new urban
heating areas to reach 16 mn sq m. (8) The company guided HK$10
bn CapEx for FY21, including HK$8 bn for city gas projects, HK$1.5
bn for urban heating projects, as well as Rmb0.5 bn for investments on
safety and digitisation.

Valuation. We trim FY22-23E EPS by 13-14%, with DCF-based TP
revised to HK$33.00 (from HK$38.00). Introduce FY24E. We maintain
our OUTPERFORM rating on its undemanding valuation (12x one-year
forward P/E vs. 18-19x for national peers).

Figure 2: Valuation comparison

Source: Company data, Credit Suisse estimates

Chen Dai of Credit Suisse Founder Securities Limited ("CSFS")
provided administrative and other support in the preparation of this
research bulletin that do not require a license. CSFS is a SinoForeign
joint venture between Founder Securities Co., Ltd. and Credit Suisse
AG. CSFS is not licensed to provide securities investment advisory
service by the China Securities Regulatory Commission in the People’s
Republic of China.

After market close on 28 June, China Gas Holdings (CGH) reported
FY21 (March year-end) core earnings of HK$10.3 bn, +9% YoY, shy
of market expectations (+15%) and management guidance (15-20%
YoY), mainly affected by slower new connections (down 7% YoY).

▪

Retail gas sales volume grew by 20% YoY in FY21, mainly helped by
strong industrial and commercial demand recovery. Dollar margin was
largely flat YoY at Rmb0.61/c.m. in FY21, but lower than Rmb0.65 in
1H21 due to high-cost LNG in winter. Total new connections (5.0 mn)
was lower than the guidance of 5.5-6.0 mn mainly due to slower-than-
expected wrap-up LPG micro network connections (0.01 mn).

▪

Following a high base in 1H21, free cash flows in 2H21 turned
to negative on increasing receivables and higher capex. After the
unfortunate gas explosion accident in Shiyan, Hubei, CGH is
committed to strengthen safety measures.

▪

For FY22, CGH guides 15%-20% volume growth and 5.0 mn new
connections (flat YoY), with a core earnings growth targeted at 15%.
We trim FY22-23E EPS by 13-14% due to dilution from the recent
placement (~7%) and lower connection assumptions, with DCF-
based target price revised to HK$33.00 (from HK$38.00). Introduce
FY24E.

▪
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CNOOC (0883.HK)

A discounted quality name

Please refer to China Oil & Gas Sector: Life after US$70 - Revising our
pecking order published on 29-Jun-2021 for further details.

Maintain OUTPERFORM with an unchanged TP of HK$12.0. Our
CNOOC NAV arrives at HK$15.0, and on top of that we apply a 20%
NAV discount to reflect the US sanction overhang, which brings us to
our target price of HK$12.0.

Figure 1: CNOOC’s all-in cost trend – at the lowest level since 2009

Source: Company data, Credit Suisse

Price (28-Jun-21, HK$) 9.09
Mkt cap (HK$/US$ mn) 405,845 / 52,283
Number of shares (mn) 44,647
Free float (%) 35.0
52-wk range (HK$) 10.40 - 6.55
ADTO-6M (US$ mn) 268.7

Est. pot. % chg. to TP 32.0
Blue sky scenario (HK$) 14.4
Grey sky scenario (HK$) 9.6
Performance 1M 3M 12M
Absolute (%) 6.9 10.4 4.5
Relative (%) 4.8 8.4 (22.3)

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 155,372 228,022 249,189 241,967
EBITDA (Rmb mn) 88,695.0 152,793 171,945 166,427
EBIT (Rmb mn) 36,389.0 96,534.1 115,017 103,449
Net profit (Rmb mn) 24,956.0 67,942.1 80,849.8 72,367.6
EPS (CS adj.) (Rmb) 0.56 1.52 1.81 1.62
Chg. from prev. EPS (%) n.a. 0.0 0.0 0.0
Consensus EPS (Rmb) n.a. 1.35 1.4 1.44
EPS growth (%) (59.1) 172.2 19.0 (10.5)
P/E (x) 13.5 5.0 4.2 4.7
Dividend yield (%) 5.1 10.1 12.0 10.7
EV/EBITDA (x) 4.7 2.6 2.4 2.6
P/B (x) 0.78 0.72 0.66 0.62
ROE (%) 5.7 15.1 16.6 13.8
Net debt/equity (%) 17.6 14.3 14.9 18.6
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 2: CNOOC budgeted for Rmb90-100 bn of capex spend for 2021, up
13-26% YoY

Source: Company data, Credit Suisse estimates

Figure 3: CNOOC - forward EV/EBITDA

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse estimates

CNOOC’s correlation with oil prices has reduced this year, primarily
due to the US sanction (that will take effect in respect of CNOOC
once again from August 2, 2021). But this creates a window of
opportunity for other investors to accumulate into a quality name that
would normally be trading at a premium vs peers under upcycles. In a
normal year, CNOOC would have traded up to ~HK$12.0 at current
oil prices.

▪

Fundamentally, CNOOC’s operations remain superior to its Big Oils
peers as well as global E&Ps. CNOOC’s all-in costs were down
another 12% YoY in FY20, reaching a 10-year low of US$26.3/boe,
providing a solid foundation for the company to capture the oil price
upside this year.

▪

Its revised 3-year production target as announced in the 2021
Strategy Preview points to a 7% CAGR between 2021 and 2023,
which should put CNOOC at par with a profitability level back when
oil averaged US$100+/bbl between 2011 and 2014.

▪

Our DCF-based target price of HK$12.0 for CNOOC is based on
CS Global Energy Team’s oil price assumption of US$67/US$68 for
2021/22 and US$60/bbl long-term (unchanged). CNOOC currently
trades at 5x 2021 P/E / 0.7x P/B, at the low-end of historical valuation.
Maintain OUTPERFORM.

▪

Research Analysts
Horace Tse / 852 2101 7379
horace.tse@credit-suisse.com

Cynthia Wu / 852 2101 7693
cynthia.wu@credit-suisse.com

13Asian Daily (Asia Edition)

Article intended for:

jason.chiu#uobkayhian.com.hk

https://plus.credit-suisse.com/r/V7r5yB2AN-e
https://plus.credit-suisse.com/s/_Yip04AA-WEs3jF
https://plus.credit-suisse.com/s/_Yip04AA-WEs3jF
mailto:horace.tse@credit-suisse.com
mailto:cynthia.wu@credit-suisse.com


Maintain OUTPERFORM
Previous Rating: OUTPERFORM

Target price (HK$): 5.50
Previous target price (HK$): 4.50

Full Report

29 June 2021Asian Daily

PetroChina (0857.HK)

A re-rating story, finally

Please refer to China Oil & Gas Sector: Life after US$70 - Revising our
pecking order published on 29-Jun-2021 for further details.

Maintain OUTPERFORM with a new TP of HK$5.50. We raise our
SoTP-based target price for PetroChina-H to HK$5.50 (from HK$4.50)
as we update our assumptions: (1) E&P: Our DCF valuation factors in
our Global Energy Team’s oil price assumption of US$67.00/US$68.00
for 2021/22E and US$60.00 long term (unchanged); (2) Pipeline: We
mark-to-market PetroChina’s stake in PipeChina by applying 1.2x P/B
multiple to its 1H20 book value before the spin-off; (3) Downstream:
We apply 4x 2021E EV/EBITDA target multiple for Refining & Chemical
(unchanged) and 3x 2021E EV/EBITDA for Marketing (unchanged);
(4) FX: We apply an RMB:USD assumption of 6.50 (lowered from
6.60). Our PetroChina-A TP is raised to Rmb8.50 (from Rmb7.50)
accordingly.

Figure 1: PetroChina - CS Sum-of-the-Parts NAV: New vs Old

Source: Credit Suisse estimates

Price (28-Jun-21, HK$) 3.86
Mkt cap (HK$/US$ mn) 1,123,215 / 144,699
Number of shares (mn) 183,021
Free float (%) 98.6
52-wk range (HK$) 3.91 - 2.16
ADTO-6M (US$ mn) 65.7

Est. pot. % chg. to TP 42.5
Blue sky scenario (HK$) 6.88
Grey sky scenario (HK$) 4.12
Performance 1M 3M 12M
Absolute (%) 21.8 34.0 47.9
Relative (%) 20.4 32.8 22.1

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 1,933,836 1,451,281 1,333,767 1,204,729
EBITDA (Rmb mn) 289,812 337,474 342,905 317,355
EBIT (Rmb mn) 75,937.0 144,729 145,601 111,111
Net profit (Rmb mn) 19,006.0 90,332.8 94,325.0 70,595.3
EPS (CS adj.) (Rmb) 0.1 0.49 0.52 0.39
Chg. from prev. EPS (%) n.a. 56.5 12.0 19.3
Consensus EPS (Rmb) n.a. 0.37 0.35 0.34
EPS growth (%) (58.4) 375.3 4.4 (25.2)
P/E (x) 30.9 6.5 6.2 8.3
Dividend yield (%) 5.4 6.2 9.6 7.2
EV/EBITDA (x) 4.1 3.2 2.7 3.1
P/B (x) 0.48 0.46 0.44 0.43
ROE (%) 1.6 7.2 7.2 5.2
Net debt/equity (%) 18.3 9.3 0.1 2.3
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 2: PetroChina’s import gas losses is at lowest level in the past 10 years

Source: Credit Suisse estimates

Figure 3: PetroChina – import gas losses (quarterly)

Source: Credit Suisse estimates

In our view, PetroChina would be best positioned to ride on the
current upcycle. Despite reporting a robust 1Q21 results, street has
yet to catch up on PetroChina’s FY21 estimates, and this expectation
mismatch should continue to drive a re-rating in the next 3-6 months.

▪

Two major fundamentals turnaround have revived its earnings
potential. (1) Reduced import gas losses: The surprise import gas
gain in 1Q21 was a result of delayed rising oil price effect to its
oil-linked formula in import contracts. This will likely swing back into
import gas losses as oil prices trend higher. But even then, our FY21
import gas loss estimate will only be at Rmb9.5 bn, the lowest level in
the past 10 years.

▪

(2) Improved E&P profitability: PetroChina’s cost discipline last year
has set a solid foundation for it to benefit from the current upcycle.
Our 2021-23E EPS is raised by 12-57%, and our new FY21E
earnings (CSe: Rmb90 bn NP) is 33% ahead of consensus.

▪

We raise our SoTP-based target price for PetroChina-H to HK$5.50
(from HK$4.50); our PetroChina-A TP is raised to Rmb8.50 (from
Rmb7.50) accordingly. At our new target price, PetroChina-H implies
9x 2021E P/E / 0.6x P/B. Between 2011-14 where PetroChina’s net
profit was at Rmb100+ bn, the stock averaged 13x P/E & 1.4x P/B.

▪

Valuation metrics
TP Up/dn DYRating Price Target

chg to TP

Year EPS Chg(%) EPS EPS grth (%) P/E (x)

(%)

P/B (x) ScenarioCompany Ticker

(prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky

PetroChina (H) 0857.HK O 3.86 5.5 (4.5) 22.2 42.5 12/20 56.5 12.0 0.49 0.52 375.3 4.4 6.5 6.2 6.2 0.5 6.88 4.12

PetroChina (A) 601857.SS O 5.35 8.5 (7.5) 13.3 58.9 12/20 56.5 12.0 0.49 0.52 375.3 4.4 10.8 10.4 3.7 0.8 10.6 6.4

Source: Refinitiv, Credit Suisse estimates
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Maintain NEUTRAL
Previous Rating: NEUTRAL

Target price (Rmb): 18.10
Previous target price (Rmb): 20.05

Full Report

28 June 2021Asian Daily

Shanghai Mechanical & Electrical Industry Co., Ltd (600835.SS)

Expect more pressure from property market

Elevator production decelerated and property data weakened.
May elevator and escalator production volumes were announced at 136
k units (+9.7% YoY), which moderated from the 18.6% YoY in Apr.
Although we think the growth in the next one or two years could still
be favoured by strong completion, we see larger headwinds from the
property market recently: Area of land purchase dropped 31.6% YoY in
May, with floor space of new starts YoY remaining in negative territory
(-6.1% YoY) in May. We believe these weak readings will translate to
sluggish elevator demand in the future.

Figure 1: Monthly production volume of elevator and escalator

Source: NBS

Property market overhang could be prolonged. Our property
analyst expects overhangs on property sector to continue. In particular,
she expects there will be higher pressure on curbing mortgage loan
growth after the brisk property sales growth in 1Q21. Besides, higher
land premium could dampen developers’ margins. We believe
headwinds faced by property developers also put pressure on elevator
pricing and sales volume in the foreseeable future, as new installation
(mainly driven by property development) remains the major driver for
SMEIC’s topline.

High material price to hurt margin. The steel price remains high
despite a slight moderation from its peak in May. Steel price stayed
over 130% of the 2020 year-end level. Our material sector analyst
expects there could be further upside in steel price into 2H21, should
the production-cut target be implemented. SMEIC has over 90% as
direct materials and inventory turnover days close to 170 days. We
believe the impact from high material price will start to unveil in 2H21.

Retrofit and renovation should grow continuously. Despite new

Price (28-Jun-21, Rmb) 16.61
Mkt cap (Rmb/US$ mn) 13,396 / 2,075
Number of shares (mn) 806.5
Free float (%) 36.9
52-wk range (Rmb) 23.50 - 15.79
ADTO-6M (US$ mn) 21.6

Est. pot. % chg. to TP 9.0
Blue sky scenario (Rmb) 23.53
Grey sky scenario (Rmb) 10.86
Performance 1M 3M 12M
Absolute (%) (9.6) (14.3) (2.3)
Relative (%) (8.1) (17.2) (28.9)

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 23,394.1 25,027.3 26,111.1 26,124.1
EBITDA (Rmb mn) 1,981.1 1,976.2 2,033.8 2,040.4
EBIT (Rmb mn) 1,707.5 1,741.1 1,783.9 1,774.3
Net profit (Rmb mn) 1,064.9 1,113.9 1,135.7 1,135.1
EPS (CS adj.) (Rmb) 1.04 1.09 1.11 1.11
Chg. from prev. EPS (%) n.a. (5.0) (7.1) (7.9)
Consensus EPS (Rmb) n.a. 1.18 1.26 1.26
EPS growth (%) 6.2 4.6 2.0 (0.1)
P/E (x) 16.0 15.3 15.0 15.0
Dividend yield (%) 2.3 2.3 2.4 2.4
EV/EBITDA (x) 0.8 0.5 0.3 0.1
P/B (x) 1.42 1.34 1.27 1.2
ROE (%) 9.1 9.1 8.7 8.3
Net debt/equity (%) (81.7) (78.5) (74.7) (70.6)
Source: Company data, Refinitiv, Credit Suisse estimates

installation demand likely to remain suppressed, we believe the retrofit
and renovation demand will gradually pick up, owing to: (1) active
government support on shabby town renovation; and (2) replacement
demand gradually picking up. We expect 30% growth of its retrofit
and renovation business. Nevertheless, it would be difficult for retrofit &
renovation to effectively mitigate the weak new installation demand due
to the low base.

Figure 2: Existing elevators in China

Source: NBS

We maintain our Neutral rating on SMEIC but lower our EPS
forecasts by 5-8% for 2021-23E to reflect slower topline growth as well
as weaker margin assumptions. We lower our TP to Rmb18.10 (from
Rmb20.05) accordingly.

May elevator and escalator production growth decelerated from Apr
and was weaker than expected.
▪

Although elevator retrofit/renovation should support overall elevator
demand, we believe new elevator installation going forward could
remain weak due to a less active property development sector, as
regulation is getting more stringent.

▪

This is accompanied by high steel price, likely to result in lower-than-
expected bottom line growth for SMEIC.
▪

Maintain Neutral. We lower the EPS forecasts by 5-8% for 2021-23E,
and lower our TP to Rmb18.10 (from Rmb20.05).
▪
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Downgrade to NEUTRAL
Previous Rating: OUTPERFORM

Target price (HK$): 4.70
Previous target price (HK$): 6.00

Full Report

29 June 2021Asian Daily

Sinopec (0386.HK)

Asymmetric risk ahead

Please refer to China Oil & Gas Sector: Life after US$70 - Revising our
pecking order published on 29-Jun-2021 for further details.

Downgrade to NEUTRAL (from Outperform) with a new TP of
HK$4.70. We cut our SoTP-based target price for Sinopec-H to
HK$4.70 (from HK$6.00) as we update our assumptions: (1) E&P: Our
DCF valuation factors in our Global Energy Team’s oil price assumption
of US$67.00/US$68.00 for 2021/22E and US$60.00 long term
(unchanged); (2) Refining & Chemical: We apply 4x 2021E EV/
EBITDA target multiple for Refining (lowered from 5x) and 4x 2021E
EV/EBITDA for Chemical (lowered from 5x); (3) Marketing: We apply
5.5x 2021E EV/EBITDA target multiple for Marketing (lowered from 6x)
which implies 15x 2021E P/E – this compares with 14x P/E implied
valuation from the 30% stake sale in 2014; (4) FX: We apply an
RMB:USD assumption of 6.50 (lowered from 6.60). Our Sinopec-A
target price is cut to Rmb5.00 (from Rmb6.50) accordingly.

Figure 1: Sinopec-H - CS Sum-of-the-Parts NAV: New vs Old

Source: Credit Suisse estimates

Price (28-Jun-21, HK$) 4.14
Mkt cap (HK$/US$ mn) 608,956 / 78,449
Number of shares (mn) 121,071
Free float (%) 26.1
52-wk range (HK$) 4.55 - 2.97
ADTO-6M (US$ mn) 73.8

Est. pot. % chg. to TP 13.5
Blue sky scenario (HK$) 5.64
Grey sky scenario (HK$) 3.76
Performance 1M 3M 12M
Absolute (%) (1.7) (1.4) 29.4
Relative (%) (3.8) (3.5) 2.7

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 2,105,984 2,529,677 2,649,373 2,623,402
EBITDA (Rmb mn) 120,158 192,485 211,332 217,794
EBIT (Rmb mn) 13,193.0 90,338.7 103,262 104,517
Net profit (Rmb mn) 33,096.0 59,406.8 70,228.7 73,310.7
EPS (CS adj.) (Rmb) 0.27 0.49 0.58 0.61
Chg. from prev. EPS (%) n.a. (5.8) (3.9) (3.4)
Consensus EPS (Rmb) n.a. 0.51 0.53 0.55
EPS growth (%) (42.4) 79.5 18.2 4.4
P/E (x) 12.6 7.0 5.9 5.7
Dividend yield (%) 5.8 8.6 10.1 10.6
EV/EBITDA (x) 4.4 2.8 2.5 2.2
P/B (x) 0.56 0.53 0.5 0.47
ROE (%) 4.5 7.8 8.7 8.6
Net debt/equity (%) 2.9 3.1 1.4 (2.6)
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 2: Asia ethylene-naphtha spreads

Source: Refinitiv Datastream, Credit Suisse estimates

Figure 3: Asia PP-propylene spreads

Source: Refinitiv Datastream, Credit Suisse estimates

We highlighted earlier that Sinopec would be in a sweet spot at
US$60-70/bbl oil. Now that oil prices have broken out of the range
and rallying towards US$80/bbl, Sinopec’s risk exposure will
exponentially increase. We see two major headwinds in 2H21, hence
downgrade Sinopec-H to NEUTRAL (from O).

▪

Refining: Sinopec’s Refining division could face margin squeeze if
oil prices go above US$80/bbl, given that the NDRC could
start delaying/canceling gasoline & diesel retail price hikes to prevent
inflation from overheating. The risk of this happening is high, in our
view, given that tapering inflation is currently one of the top agenda of
the government.

▪

Chemical: Asia petrochemical spreads have started to roll-over, with
ethylene-naphtha spreads down 60% since the last peak in May,
a combination of higher feedstock cost and weakening demand.
A normalisation of earnings expectations on Sinopec’s Chemical
division would suggest downside risk to its 2H21 earnings outlook.

▪

All-in-all, the upcoming 2Q21 earnings could mark the peak quarter
for Sinopec in this upcycle. Our 2021-23E EPS is revised down
by 3-6%. We cut our SoTP-based target price for Sinopec-H to
HK$4.70 (from HK$6.00); our Sinopec-A target price is cut to
Rmb5.0 (from Rmb6.5) accordingly.

▪

Valuation metrics
TP Up/dn DYRating Price Target

chg to TP

Year EPS Chg(%) EPS EPS grth (%) P/E (x)

(%)

P/B (x) ScenarioCompany Ticker

(prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky

Sinopec (H) 0386.HK N (O) 4.14 4.7 (6.0) (21.7) 13.5 12/20 (5.8) (3.9) 0.49 0.58 79.5 18.2 7.0 5.9 8.6 0.5 5.64 3.76

Sinopec (A) 600028.SS N (O) 4.38 5.0 (6.5) (23.1) 14.2 12/20 (5.8) (3.9) 0.49 0.58 79.5 18.2 8.9 7.6 6.7 0.7 6.0 4.0

Source: Refinitiv, Credit Suisse estimates
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Downgrade to NEUTRAL
Previous Rating: OUTPERFORM

Target price (Rmb): 5.00
Previous target price (Rmb): 6.50

Full Report

29 June 2021Asian Daily

Sinopec (600028.SS)

Asymmetric risk ahead

Please refer to China Oil & Gas Sector: Life after US$70 - Revising our
pecking order published on 29-Jun-2021 for further details.

Downgrade to NEUTRAL (from Outperform) with a new TP of
HK$4.70. We cut our SoTP-based target price for Sinopec-H to
HK$4.70 (from HK$6.00) as we update our assumptions: (1) E&P: Our
DCF valuation factors in our Global Energy Team’s oil price assumption
of US$67.00/US$68.00 for 2021/22E and US$60.00 long term
(unchanged); (2) Refining & Chemical: We apply 4x 2021E EV/
EBITDA target multiple for Refining (lowered from 5x) and 4x 2021E
EV/EBITDA for Chemical (lowered from 5x); (3) Marketing: We apply
5.5x 2021E EV/EBITDA target multiple for Marketing (lowered from 6x)
which implies 15x 2021E P/E – this compares with 14x P/E implied
valuation from the 30% stake sale in 2014; (4) FX: We apply an
RMB:USD assumption of 6.50 (lowered from 6.60). Our Sinopec-A
target price is cut to Rmb5.00 (from Rmb6.50) accordingly.

Figure 1: Sinopec-H - CS Sum-of-the-Parts NAV: New vs Old

Source: Credit Suisse estimates

Price (28-Jun-21, Rmb) 4.38
Mkt cap (Rmb/US$ mn) 506,376 / 78,449
Number of shares (mn) 121,071
Free float (%) 26.1
52-wk range (Rmb) 4.70 - 3.88
ADTO-6M (US$ mn) 73.8

Est. pot. % chg. to TP 14.2
Blue sky scenario (Rmb) 6.0
Grey sky scenario (Rmb) 4.0
Performance 1M 3M 12M
Absolute (%) (2.0) 1.4 10.3
Relative (%) (0.7) (1.7) (16.6)

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 2,105,984 2,529,677 2,649,373 2,623,402
EBITDA (Rmb mn) 120,158 192,485 211,332 217,794
EBIT (Rmb mn) 13,193.0 90,338.7 103,262 104,517
Net profit (Rmb mn) 33,096.0 59,406.8 70,228.7 73,310.7
EPS (CS adj.) (Rmb) 0.27 0.49 0.58 0.61
Chg. from prev. EPS (%) n.a. (5.8) (3.9) (3.4)
Consensus EPS (Rmb) n.a. 0.5 0.51 0.5
EPS growth (%) (42.4) 79.5 18.2 4.4
P/E (x) 16.0 8.9 7.6 7.2
Dividend yield (%) 4.6 6.7 7.9 8.3
EV/EBITDA (x) 4.4 2.8 2.5 2.2
P/B (x) 0.72 0.68 0.64 0.6
ROE (%) 4.5 7.8 8.7 8.6
Net debt/equity (%) 2.9 3.1 1.4 (2.6)
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 2: Asia ethylene-naphtha spreads

Source: Refinitiv Datastream, Credit Suisse estimates

Figure 3: Asia PP-propylene spreads

Source: Refinitiv Datastream, Credit Suisse estimates

We highlighted earlier that Sinopec would be in a sweet spot at
US$60-70/bbl oil. Now that oil prices have broken out of the range
and rallying towards US$80/bbl, Sinopec’s risk exposure will
exponentially increase. We see two major headwinds in 2H21, hence
downgrade Sinopec-A to NEUTRAL (from O).

▪

Refining: Sinopec’s Refining division could face margin squeeze if
oil prices go above US$80/bbl, given that the NDRC could
start delaying/canceling gasoline & diesel retail price hikes to prevent
inflation from overheating. The risk of this happening is high, in our
view, given that tapering inflation is currently one of the top agenda of
the government.

▪

Chemical: Asia petrochemical spreads have started to roll-over, with
ethylene-naphtha spreads down 60% since the last peak in May,
a combination of higher feedstock cost and weakening demand.
A normalisation of earnings expectations on Sinopec’s Chemical
division would suggest downside risk to its 2H21 earnings outlook.

▪

All-in-all, the upcoming 2Q21 earnings could mark the peak quarter
for Sinopec in this upcycle. Our 2021-23E EPS is revised down
by 3-6%. We cut our SoTP-based target price for Sinopec-H to
HK$4.70 (from HK$6.00); our Sinopec-A target price is cut to
Rmb5.0 (from Rmb6.5) accordingly.

▪

Valuation metrics
TP Up/dn DYRating Price Target

chg to TP

Year EPS Chg(%) EPS EPS grth (%) P/E (x)

(%)

P/B (x) ScenarioCompany Ticker

(prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky

Sinopec (A) 600028.SS N (O) 4.38 5.0 (6.5) (23.1) 14.2 12/20 (5.8) (3.9) 0.49 0.58 79.5 18.2 8.9 7.6 6.7 0.7 6.0 4.0

Sinopec (H) 0386.HK N (O) 4.14 4.7 (6.0) (21.7) 13.5 12/20 (5.8) (3.9) 0.49 0.58 79.5 18.2 7.0 5.9 8.6 0.5 5.64 3.76

Source: Refinitiv, Credit Suisse estimates
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Maintain OUTPERFORM
Previous Rating: OUTPERFORM

Target price (Rmb): 70.00
Previous target price (Rmb): 70.00

Full Report

28 June 2021Asian Daily

Tianqi Lithium (002466.SZ)

TLEA restructuring done, transaction settlement in progress

Figure 1: Prerequisites for Tianqi - IGO transaction summary

Source: Company data, Credit Suisse

The last prerequisite ticked off

Tianqi announced it has finished restructuring TLEA. This marks the
completion of all prerequisites for the Tianqi - IGO deal (Figure 1). As
of now, Tianqi and IGO are working on paperwork for the transaction,
and aim to finish the transaction by 30 June 2021.

Balance sheet expected to see improvement

Now, with the last prerequisite done, we see little to no obstacles
for the transaction. We estimate Tianqi would significantly improve its
balance sheet with capital from the transaction and lower its finance
expenses, if the settlement is completed as planned. Elsewhere, Tianqi
pointed out that there is risk of higher-than-expected tax expenses in the
announcement.

Tight supply amid solid demand to lend support to lithium prices

In May-2021, China's battery installation grew by 178% YoY to
9.8GWh (+16% MoM), driven by solid growth in EV production (up
203% YoY in May), indicating solid downstream demand momentum
for lithium. Our global commodities strategist believes the lithium price
rally is not temporary. Following production cuts, the lithium supply
glut has ended; and the market is now tightening as the EV revolution
accelerates, supported by global commitments to decarbonisation.
Lithium demand may triple by 2025 from 2020, and lithium supply will
need to be expanded to meet demand.

Price (28-Jun-21, Rmb) 62.70
Mkt cap (Rmb/US$ mn) 92,614 / 14,348
Number of shares (mn) 1,477
Free float (%) 59.0
52-wk range (Rmb) 68.88 - 19.17
ADTO-6M (US$ mn) 752.5

Est. pot. % chg. to TP 11.6
Blue sky scenario (Rmb) 100.0
Grey sky scenario (Rmb) 5.0
Performance 1M 3M 12M
Absolute (%) 14.0 62.2 143.0
Relative (%) 15.5 59.4 116.4

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 3,239.5 6,601.1 7,358.7 9,005.9
EBITDA (Rmb mn) 1,209.8 3,348.8 3,840.0 4,440.8
EBIT (Rmb mn) 867.0 3,000.3 3,448.5 3,996.7
Net profit (Rmb mn) (1,833.8) 420.0 830.0 1,300.0
EPS (CS adj.) (Rmb) (1.24) 0.28 0.56 0.88
Chg. from prev. EPS (%) n.a. 0.0 0.0 0.0
Consensus EPS (Rmb) n.a. 0.22 0.79 1.34
EPS growth (%) n.m. n.m. 97.6 56.6
P/E (x) n.m. 220.5 111.6 71.2
Dividend yield (%) 0.0 0.0 0.0 0.0
EV/EBITDA (x) 81.6 29.4 25.5 21.8
P/B (x) 16.77 15.57 13.66 11.46
ROE (%) (28.4) 7.3 13.0 17.5
Net debt/equity (%) 82.5 72.0 58.0 38.6
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 2: Holding structure before/after the transaction

Source: Company data, Credit Suisse

Tianqi announced it has finished restructuring TLEA, ticking off the
last prerequisite for the Tianqi-IGO deal. We expect Tianqi's balance
sheet would improve after completion of the deal. Maintain
OUTPERFORM.

▪

We estimate Tianqi would significantly improve its balance sheet with
capital from the transaction and lower its finance expenses, with net
gearing likely to fall by 120 pp compared to before the deal, if the
settlement is completed as planned.

▪

China's May-2021 battery installation grew by 178% YoY to 9.8GWh
(+16% MoM), indicating solid downstream demand for lithium. Our
commodities strategist believes the lithium price rally is not temporary
and lithium supply will need to be stretched to meet demand.

▪

Valuation: Tianqi shares are currently trading at 29.4/25.5x 2021E/
22E EV/EBITDA, at 1.5/1.0x SD above historical mean.
▪

Valuation metrics
TP Up/dn DYRating Price Target

chg to TP

Year EPS Chg(%) EPS EPS grth (%) P/E (x)

(%)

P/B (x) ScenarioCompany Ticker

(prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky

Tianqi Lithium 002466.SZ O 62.7 70.0 0.0 11.6 12/20 0.0 0.0 0.28 0.56 n.m 97.6 220.5 111.6 0.0 15.6 100.0 5.0

Source: Refinitiv, Credit Suisse estimates
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India Market Strategy
New Report: 4Q FY21: Broad-based strength; FY22 EPS now back to its pre-pandemic level
as upgrades continue

Figure 1: Sales growth ex-oil & metals recovered to +19%

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse

As many as 30 firms grew sales more than 30% YoY (highest in a
decade) and only 15 saw a decline. While growth was broad-based
(two-thirds of firms saw >30% growth and only 16% saw a fall), 6
firms were half of incremental profit YoY (OMCs, SBI, TAMO, TISC),
showing the concentration of profits.

Figure 2: EBIT margins expanded by 7.2pp for BSE100

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse

Consensus expects BSE100 FY22 EBITDA margin to be down 40
bp YoY at 18.2%, and FY23 at 18.5%, with only materials seeing
a decline. Banks provisions as a percentage of banks’ pre-provision

operating profit fell further to 46% (51% in Dec-2020), the lowest in five
years, and are likely to fall further, in our view.

Figure 3: FY21-23 EPS saw upgrades

Source: RAVE, Credit Suisse

FY22 EPS is up 12% CYTD, with nearly every sector seeing upgrades
except RELI and cement, though dominated by metals and banks.

Figure 4: FY22 EPS has now regained its pre-pandemic level, led by a few sectors

Source: RAVE, Credit Suisse

FY23 estimates are up 8% CYTD (Fig 5), leading to a drop in implied
YoY growth to 17%, primarily as consensus now expects metals
earnings to be weaker next year. We like sectors that can see further
upgrades. We are overweight banks (SBI, AXSB), industrials (L&T,
ABB) and cement (ULTC); underweight IT and metals.

Figure 5: Broad based upgrades to FY23 despite 2nd wave

Source: RAVE, Credit Suisse

BSE100 sales grew 17% YoY in 4Q vs 1% in 3Q, partly helped by
a weak base (2Y CAGR +5%, Fig 1). Growth ex-oil/metals was 19%
YoY vs 9% in 3Q. On a weak base, BSE100 EBIT doubled YoY (2Y
CAGR 19%; 23% ex-oil/metals). Six firms were half of incremental
profit YoY (OMCs, SBI, TAMO, TISC), showing profit concentration.

▪

BSE100 margins expanded 7.2 pp YoY (+4 pp over Mar-2019) and
0.2 pp QoQ, driven by higher metal prices, higher NIMs, cost control
in consumer and energy firms and lower promotion costs in Pharma
(Fig 2). Margins were also driven by bank provisions: in BSE100
banks they were flat QoQ but down 34% YoY, likely to fall further.

▪

FY21-23 earnings were upgraded despite the overhang of the second
wave and in contrast to the routine cuts in the past (Fig 3). FY22 Nifty
EPS is now back to its pre-pandemic level, reversing the cuts seen
last year (Fig 4) and FY23 estimates are up 8% CYTD (Fig 5).

▪

As we expect consensus GDP growth forecasts to see 200 bp
upgrades in each of FY22 and FY23, we expect further upgrades, led
by banks. We are overweight banks (SBI, AXSB), industrials (L&T,
ABB) and cement (ULTC); underweight IT and metals.

▪
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India Financial Sector
ECLGS guarantee increased by 50% to Rs4.5 tn

The government announced a 50% increase in its credit guarantee
outlay, among the additional measures to support the economy post
the 2nd COVID-19 wave.

▪

Over the past year, lenders have disbursed Rs2.5 tn of additional
loans to mid-sized borrowers under the ECGLS program under which
govt guaranteed loans up to 20% of existing borrowings. While,
borrower eligibility had been relaxed several times over the past year,
the guarantee outlay had been maintained at Rs3 tn, which has now
been raised to Rs4.5 tn.

▪

We estimate that 50% of micro and 30% of small & medium sized
borrower loans have benefited from loans under the guarantees till
date and these borrowers are 5-10% of total loans. Notably, private
banks accounted for 46% of these loans.

▪

Lending under the guarantee program accounted for 40-45% of
incremental bank credit over the past year and these announcements
may help sustain lending to these segments even as the outlook on
these borrowers remains uncertain.

▪
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Institutions have disbursed Rs2.5 tn over the past year, with sanction of
Rs2.7 tn. While the govt has extended the applicability of the ECLGS,
80% of disbursements have been under ECLGS 1.0. Pvt Banks have
been the largest contributors, accounting for ~46% of disbursals.

Figure 3: 80% of disbursal under
ECLGS 1.0

Source: NCGTC, Credit Suisse

Figure 4: Pvt Banks accounted for ~46%
of overall disbursal

Source: NCGTC, Company data, Credit
Suisse

With ~Rs1.65 tn being disbursed to MSMEs, assuming a 4x exposure
(20% disbursed) and based on CIBIL data, 25-50% of loans as of
Sep-2020 to Micro, Small and Medium enterprises have benefitted
from the disbursals under the guarantee scheme, with Micro borrowers
being the largest beneficiaries (> 50% of loans o/s).

Figure 5: 25-50% of MSME loans benefitted from ECLGS

Source: * Micro loans < Rs10mn, Small Rs10 to Rs100mn and Medium is Rs100 to
Rs500mn, CIBIL, NCGTC, Credit Suisse, ** Loans o/s as of Sep-20

The government has also announced a Rs75 bn credit guarantee
scheme for bank lending to MFIs & NBFC MFIs, guaranteeing 75% of
the loan value. This could potentially provide an additional liquidity of
Rs100 bn to the smaller NBFC MFIs / MFIs, who can use this to on
lend to potentially stressed customers (incl. 0-89DPD) as long as RBI
exposure limits are not breached. However, given the guarantee is to
the bank on lender exposure and not to the MFI on the end loan, it is
unlikely to lead to material benefit for the MFI industry.

The government over the past year has made several changes to the
Emergency Credit Line Guarantee Scheme (ECLGS), relaxing criteria
and expanding eligibility. However, this is the first time the government
has increased the overall quantum of guarantee from Rs3 tn to Rs4.5 tn.
The ELCGS 4.0, announced in May 2021 also allowed for an additional
lending of 10% of o/s as of Feb-2020 (vs 20% earlier allowed) in
tandem with restructuring announced by RBI under COVID 2.0.

Figure 1: ECLGS scheme has seen several changes & extensions, overall limit
now increased from Rs3tn to Rs4.5tn

Source: Company data, PIB, RBI, Credit Suisse

Banks have disbursed 5-15% of loans under the ECLGS scheme.

Figure 2: 5-10% of bank loans have benefitted from ECLGS

Source: Company data, Credit Suisse
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Marico Ltd (MRCO.BO)

New report: The Saffola promise

Marico’s management has shown conviction by putting out its revenue
targets for the Saffola Foods business in the public domain.
Management aims to reach Rs8.5 bn in revenues in FY24, nearly 3x the
FY21 revenue (Rs3 bn). If Marico achieves its foods revenue target by
FY24, it would be one of the most successful TAM expansion stories
among the Indian FMCG companies in the past decade. There are
very few instances of a larger TAM expansion in the past decade by
an FMCG company in our coverage, the largest being ITC in instant
noodles. We access the probability of reaching these targets by looking
at the growth of the Saffola oats portfolio, the potential success in
categories that Marico has just entered in FY21 and the possibility of
more brand extension. In our view the Rs8.5 bn target for FY24 is
challenging but not implausible.

Figure 1: Saffola foods likely to scale up even faster over FY21-24

Source: Company data, Credit Suisse estimates

Saffola Oats was launched a decade ago in FY11, and is currently the
flagship product within the Saffola Foods range. Marico made a serious
differentiation in the small but fast growing oats market by launching
savouury oats with Indian flavours of masala. The product was thus
positioned for more mid-meal snacking rather than breakfast, and thus
seeded a new market. Oats is considered heathier than other snacking
options, such as salted snacks, biscuits and noodles. Marico is now the
dominant market leader in flavoured oats with a market share of 94%,
while its overall market share in oats is 38%.

Marico has done a very large TAM expansion of the Saffola brand
beyond oats in FY21. The four major extensions have been (1) honey,

Price (25-Jun-21, Rs) 511.80
Mkt cap (Rs/US$ mn) 660,291 / 8,900
Number of shares (mn) 1,290
Free float (%) 40.0
52-wk range (Rs) 521 - 340
ADTO-6M (US$ mn) 15.3

Est. pot. % chg. to TP 17.2
Blue sky scenario (Rs) 720.0
Grey sky scenario (Rs) 480.0
Performance 1M 3M 12M
Absolute (%) 11.5 27.3 49.8
Relative (%) 7.7 19.3 (2.1)

Year 3/21A 3/22E 3/23E 3/24E
Revenue (Rs mn) 80,480.0 93,417.0 103,238 113,773
EBITDA (Rs mn) 15,910.0 17,026.0 20,453.5 23,083.1
EBIT (Rs mn) 14,520.0 15,552.7 18,882.7 21,414.9
Net profit (Rs mn) 11,740.0 12,588.4 15,119.6 17,200.0
EPS (CS adj.) (Rs) 9.1 9.76 11.72 13.34
Chg. from prev. EPS (%) n.a. (2.2) 0.5 n.a.
Consensus EPS (Rs) n.a. 10.06 11.56 13.1
EPS growth (%) 15.0 7.2 20.1 13.8
P/E (x) 56.2 52.4 43.7 38.4
Dividend yield (%) 0.9 1.1 1.4 1.6
EV/EBITDA (x) 41.1 38.2 31.6 27.8
P/B (x) 17.61 15.48 13.51 11.92
ROE (%) 34.7 31.4 33.1 33.0
Net debt/equity (%) (17.0) (22.5) (28.2) (32.3)
Source: Company data, Refinitiv, Credit Suisse estimates

(2) health supplements, (3) soya chunks and (4) healthy noodles. The
overall TAM of Saffola Foods has expanded from Rs6-7 bn to Rs45 bn
due to these extensions. We see the strongest promise in honey and
soya chunks in terms of scaling up to over Rs1 bn in revenues. On the
other hand, noodles and health supplements are likely to be niche plays
with lower revenue potential.

In our base case we see Saffola Food reaching revenues of Rs7 bn
in FY24, which would also be a strong achievement for a portfolio
that was just ~Rs1 bn in FY17. This would need oats to grow at
15-20% CAGR over FY21-24, while honey and soya chunks would
need to cross Rs1 bn in revenues. However it is not implausible to build
a scenario that sees Saffola Foods growing to the management target
of Rs8.5 bn by FY24. This is not a blue sky scenario. It would need at
least one more new category foray which would scale up to ~Rs1 bn in
revenues, or it would need honey or soya chunks to scale up faster than
we expect.

Figure 2: With one more new category Marico can achieve Rs8.5 bn foods target

Source: Company data, Credit Suisse estimates

If Marico achieves its revenue target for Saffola Foods by FY24, it
would be one of the most successful TAM expansion stories among
the Indian FMCG companies in the past decade. Saffola scores
strongly on the two key factors for TAM expansion: (1) brand
extendibility and (2) potential for a new entrant in target categories.

▪

Saffola has extended into (1) honey, (2) health supplements, (3) soya
chunks and (4) healthy noodles in FY21. Among these we see the
most promise for honey and soya chunks, as these are fast growing
categories with large unbranded consumption, and do not have more
than two major players.

▪

In our base case we see Saffola Foods reaching ~Rs7.4 bn of
revenues in FY24, with oats seeing a 15-20% CAGR. The path to
reach its target of Rs8.5 bn in foods would be through one more
category entry, and faster ramp-up in honey and soya chunks.

▪

We marginally lower our FY22E EPS (~2%) due to near-term margin
pressures but keep FY23 unchanged. The Saffola foods expansion
can drive a rerating in Marico. We roll forward to Jun-FY23 and
increase our target multiple to 50x (in line with Dabur) to raise TP to
Rs600 (from Rs490).

▪
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Indonesia Property Sector
New report: Short-term hiccup, opportunity to accumulate

Short-term slowdown from tightening. The recent spike in new
COVID-19 cases in Indonesia has caused the government to tighten
the country’s social restriction. Most of the impact will be on the
developers’ mall traffic as mall operating hours are reduced until 8 PM
(from previously 9 PM) and the maximum capacity is limited to 25%
(from previously 50%). A recent news indicated that the government
also plans to put stricter limitations with mall operation hours reduced to
5pm with no dine in allowed.

Figure 1: We forecast 21E aggregate marketing sales to grow by 29% YoY

Source: Company data, Credit Suisse estimates

Tax cut extension to support 2H21 pre-sales. We raise our
aggregate marketing sales target for 2021E by 10% as we upgrade
our assumptions for SMRA, CTRA and PWON. We believe these
three companies will benefit the most from the government’s extension
of VAT discounts. Our 2021E aggregate marketing sales of Rp21 tn
are implying 29% YoY growth and this will be the highest aggregate
marketing sales since 2015. On an aggregate, we are 18% higher than
the company’s guidance and we expect SMRA to see the strongest
growth of 61%, followed by CTRA’s 20%.

Figure 2: New COVID cases vs.
property companies’ share price
performance

Source: Ministry of Health, Refinitiv

Figure 3: 1Q21 pre-sales as % of CSe
and co guidance

Source: Company data, Credit Suisse
estimates

Maintain OVERWEIGHT on the sector, with CTRA and SMRA as
top picks. We reiterate our overweight call on the Indonesia property
sector. Our top picks continue to be CTRA and SMRA as we maintain
our thesis that landed housing will continue to be the main marketing
sales driver. In addition, both companies have geographically diversified
projects and high amount of inventory that benefits from the VAT
discount extension. We maintain our OUTPERFORM rating on all four
developers and raise our target price for CTRA, SMRA and PWON as
we raise their marketing sales target, adjust our model to incorporate
2020/1Q21 achievement and introduce 2023E numbers.

Figure 4: Discount to NAV and TP by
company

Source: Credit Suisse estimates

Figure 5: 2020 development vs recurring
revenue breakdown

Source: Company data, Credit Suisse
estimates

We reiterate our overweight call on the Indonesia property sector
and we believe this correction is an opportunity to accumulate. Our
top picks continue to be CTRA and SMRA as both companies have
strong landed projects, are geographically diversified and benefit from
the VAT discount extension.

▪

The recent spike in new COVID-19 cases in Indonesia has caused
the government to tighten the country’s social restriction. As such, we
expect a delay in the mall revenue recovery as mall operators will likely
have to provide larger rental discounts in 2H21.

▪

We raise our aggregate marketing sales target for 2021E by 10%
as we upgrade our assumptions for SMRA, CTRA and PWON.
We believe these three companies will benefit the most from the
government’s extension of VAT discounts.

▪

We maintain our OUTPERFORM rating on all four developers and
adjust our target price for CTRA (from Rp1,360 to Rp1,420), SMRA
(from Rp988 to Rp1,080) and PWON (from Rp610 to Rp590) as we
raise their marketing sales target, adjust our models to incorporate
2020/1Q21 achievement and introduce 2023E numbers.

▪

Valuation metrics
TP Up/dn DYRating Price Target

chg to TP

Year EPS Chg(%) EPS EPS grth (%) P/E (x)

(%)

P/B (x) ScenarioCompany Ticker

(prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky

Ciputra CTRA.JK O 885.0 1,420 (1,360) 4.4 60.5 12/20 38.6 14.0 73.33 65.34 2.9 (10.9) 12.1 13.5 1.2 1.0 1,710 630.0

Summarecon SMRA.JK O 790.0 1,080 (988) 9.3 36.7 12/20 (17.5) (8.0) 23.23 37.11 98.1 59.8 34.0 21.3 0.1 1.5 1,360 520.0

Pakuwon PWON.JK O 450.0 590.0 (610.0) (3.3) 31.1 12/20 (14.1) (4.1) 27.01 34.49 40.0 27.7 16.7 13.0 0.6 1.4 700.0 390.0

BSD BSDE.JK O 955.0 1,470 0.0 53.9 12/20 0.0 0.0 72.73 83.58 439.9 14.9 13.1 11.4 0.0 0.6 1,660 860.0

Source: Refinitiv, Credit Suisse estimates
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PT Bank Pembangunan Daerah Jawa Barat dan Banten T
(BJBR.JK)

In-line May results, softer loan growth

BJBR reported its May-2021 monthly bank-only results, with NII/PPOP/
NPAT growth of +16%/+71%/+73% YoY to Rp605/266/187 bn.
5M21 net profit of Rp782 bn (+27% YoY) represents 42%/42% of our/
consensus FY21 estimates, and hence, is in line with expectations.

Softer loan growth in May, deposit growth remains strong. BJBR
reported its May-2021 loan growth of +7% YoY (flat MoM) to Rp90.8
tn, while total deposit grew 24% YoY (flat MoM) to Rp112 tn. This
resulted in LDR of 81% (FY20: 90%; bank-only). Note that for FY21,
BJBR has guided (i) 8-9% loan growth (FY20: 9%), (ii) 9-10% deposit
growth (FY20: 20%), (iii) NIM of 5.4-5.7% (FY20: 5.4%); (iv) CoF of
4.0-4.5% (FY20: 4.9%); (v) Gross NPL of 1.5-1.7% (FY20: 1.4%);
(vi) coverage ratio of 130-140% (FY20: 139%); and (vii) CASA ratio of
45-50% (FY20: 42%).

Profitability-wise, NII continued to improve to Apr-May average of
Rp650 bn (+17%/+24% vs avg. 1Q21/FY20) mainly on lower funding
cost. Non-interest income grew to Rp130 bn (+55%/+39% vs avg.
1Q21/FY20). CIR trended down to 68% as of 5M21 (FY20: 76%). On
credit cost, higher provision was made in the past two months to an
annualised level of ~0.6% (FY20: 0.15%).

Changes to our earnings estimates. Following BJBR's May-2021
monthly bank-only results, we adjust our 2021/22/23 earnings
estimates by -1%/-1%/-1%, mainly as we fine-tune our margin
assumptions. We maintain our OUTPERFORM rating on BJBR with an
unchanged TP of Rp2,000. BJBR currently trades at 0.9x 2021E P/B,
near -1 SD of its 5-year average of 1.5x.

Price (25-Jun-21, Rp) 1,255
Mkt cap (Rp bn/US$ mn) 12,224 / 848
Number of shares (mn) 9,740
Free float (%) 50.0
52-wk range (Rp) 1,760 - 760
ADTO-6M (US$ mn) 1.6

Est. pot. % chg. to TP 59.4
Blue sky scenario (Rp) 2,400
Grey sky scenario (Rp) 1,100
Performance 1M 3M 12M
Absolute (%) (4.9) (18.5) 63.0
Relative (%) (8.5) (15.7) 40.0

Year 12/20A 12/21E 12/22E 12/23E
Pre-provision Op profit (Rp bn) 2,348.5 2,503.0 2,744.0 2,991.7
Pre-tax profit (Rp bn) 2,167.0 2,326.7 2,573.5 2,806.1
Net attributable profit (Rp bn) 1,686.2 1,810.5 2,002.3 2,183.1
EPS (CS adj.) (Rp) 173.9 186.72 206.5 225.15
Chg. from prev. EPS (%) n.a. (1.0) (1.2) (1.2)
Consensus EPS (Rp) n.a. 182.87 208.24 243.42
EPS growth (%) 8.3 7.4 10.6 9.0
P/E (x) 7.2 6.7 6.1 5.6
Dividend yield (%) 7.7 8.2 9.9 11.7
BVPS (CS adj.) (Rp) 1,238 1,330 1,434 1,536
P/B (x) 1.01 0.94 0.88 0.82
ROE (%) 14.0 14.5 14.9 15.2
ROA (%) 1.3 1.2 1.2 1.3
Tier 1 Ratio (%) 14.6 14.1 14.4 14.7
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 1: BJBR 12M forward P/B band

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse

Figure 2: Changes to our earnings estimates

Source: Credit Suisse estimates

BJBR reported its May-2021 bank-only results, with NII/PPOP/NPAT
growth of +16%/+71%/+73% YoY. 5M21 net profit of Rp782 bn
(+27% YoY) represents 42%/42% of our/consensus FY21
estimates, and hence, is in line with expectations.

▪

Loan growth trended slower this month at 7% YoY (flat MoM) to
Rp90.8 tn, while total deposit grew 24% YoY (flat MoM) to Rp112
tn. This resulted in LDR of 81% (FY20: 90%, bank-only). Note that
for FY21, BJBR has guided 8-9% loan growth and 9-10% deposit
growth.

▪

NII continued to improve to Apr-May average of Rp650 bn
(+17%/+24% vs avg. 1Q21/FY20) mainly on lower funding cost.
Non-interest income grew to Rp130 bn (+55%/+39% vs avg. 1Q21/
FY20). CIR trended down to 68% as of 5M21 (FY20: 76%). On
credit cost, higher provision was made in the past two months to an
annualised level of ~0.6% (FY20: 0.15%).

▪

We maintain our OUTPERFORM rating with an unchanged TP of
Rp2,000. We revise our 2021/22/23 estimates by -1%/-1%/-1% as
we fine-tune our margin assumptions. BJBR currently trades at 0.9x
2021E P/B, near -1 SD of its 5-year average of 1.5x.

▪
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PT Bank Pembangunan Daerah Jawa Timur Tbk (BJTM.JK)

In-line May results, resilient loan growth

BJTM reported its May-2021 monthly results, with NII/PPOP/NPAT
growth of +14%/-22%/+7% YoY to Rp374/149/80 bn. 5M21 NPAT
of Rp625 bn (+3% YoY) formed 41%/40% of our previous/consensus
FY21 estimates, and hence, in line with expectations.

Resiliency in loan growth continues, reaching ~9% YoY (flat MoM)
to Rp42.3 tn in May. This was in line with FY21 management guidance.
On deposit front, third-party deposit grew ~25% YoY (-1% MoM),
which was higher than FY21 management guidance of 8-9% YoY. This
resulted in a lower LDR of ~55%.

In terms of profitability, we saw NII sequentially improve to Apr-
May average of Rp378 bn (+5%/+10% vs avg. 1Q21/FY20) on better
funding cost, while non-interest income was flat. However, opex
trended higher to Rp272 bn (+63%/+29% vs avg. 1Q21/FY20) due to
staff expense. We think this was likely a one-off and will normalise in the
coming period. Meanwhile, YTD credit cost was stable at an annualised
level of 1.1% (FY20: 1.4%).

Changes to our earnings estimates. Following BJTM's May monthly
financial results, we revise our 2021/22/23 earnings estimates by
-1%/+7%/26%, as we adjust our (i) loan growth (9%/10% from
11%/10%), (ii) LDR (57%/57% from 67%/67%), (iii) CIR (51%/51%
from 53%/55%), and (iv) credit cost assumptions (1.1%/1.0% from
0.8%/0.8%).

Maintain OUTPERFORM rating with higher TP. We continue to like
BJTM given its resilient performance and revise our TP to Rp900 (from
Rp690), as we roll over our valuation base to 2022E. BJTM currently
trades at 1.0x 2021E P/B, lower than its 5Y average of 1.2x.

Price (25-Jun-21, Rp) 720.00
Mkt cap (Rp bn/US$ mn) 10,703 / 742
Number of shares (mn) 14,865
Free float (%) 19.5
52-wk range (Rp) 965 - 500
ADTO-6M (US$ mn) 2.9

Est. pot. % chg. to TP 25.0
Blue sky scenario (Rp) 1,200
Grey sky scenario (Rp) 600.0
Performance 1M 3M 12M
Absolute (%) (2.7) (10.6) 42.6
Relative (%) (6.3) (7.8) 19.6

Year 12/20A 12/21E 12/22E 12/23E
Pre-provision Op profit (Rp bn) 2,081.9 2,425.7 2,732.5 3,126.0
Pre-tax profit (Rp bn) 1,505.1 1,929.1 2,212.0 2,606.2
Net attributable profit (Rp bn) 1,486.7 1,504.7 1,725.1 2,032.4
EPS (CS adj.) (Rp) 99.01 100.21 114.89 135.35
Chg. from prev. EPS (%) n.a. (1.2) 7.1 25.9
Consensus EPS (Rp) n.a. 93.29 99.94 100.2
EPS growth (%) 7.7 1.2 14.6 17.8
P/E (x) 7.3 7.2 6.3 5.3
Dividend yield (%) 6.7 6.8 8.0 9.9
BVPS (CS adj.) (Rp) 630.82 682.83 749.0 827.01
P/B (x) 1.14 1.05 0.96 0.87
ROE (%) 16.4 15.3 16.0 17.2
ROA (%) 1.9 1.7 1.8 1.9
Tier 1 Ratio (%) 19.3 17.5 16.4 15.4
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 1: BJTM trailing P/B band

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse

Figure 2: Changes to our earnings estimates

Source: Credit Suisse estimates

BJTM reported its May-2021 monthly results, with NII/PPOP/NPAT
growth of +14%/-22%/+7% YoY. 5M21 NPAT of Rp625 bn (+3%
YoY) formed 41%/40% of our previous/consensus FY21 estimates,
and hence, overall in line with expectations.

▪

In May, BJTM reported loan growth of ~9% YoY (flat MoM) to Rp42.3
tn, in line with guidance. Meanwhile, total deposit grew ~25% YoY
(-1% MoM), tracking much above its FY21 guidance of 8-9% YoY.
This resulted in LDR of ~55%, below guidance of 60-65%.

▪

NII sequentially improved to Apr-May average of Rp378 bn
(+5%/+10% vs avg. 1Q21/FY20) on better funding cost, while non-
interest income was flat. Opex trended higher to Rp272 bn
(+63%/+29% vs avg. 1Q21/FY20) due to staff expense. YTD credit
cost was stable at an annualised level of 1.1% (FY20: 1.4%).

▪

We revise our 2021/22/23E earnings by -1%/+7%/26%, as we
adjust our (i) loan growth, (ii) LDR, (iii) CIR, and (iv) credit cost
assumptions. Maintain OUTPERFORM with higher TP of Rp900
(from Rp690) as we roll over our valuation base to 2022E. BJTM
trades at 1.0x 2021 P/B, below its 5Y mean of 1.2x.

▪
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PT Medikaloka Hermina Tbk (HEAL.JK)

Full leverage on COVID-19

Strongest 1Q21 results among hospitals

HEAL booked Rp1.59 tn revenue and 43% EBITDA in 1Q21, much
stronger than expectations as it accounts for 50% of our and
consensus full-year estimates. HEAL is the most leveraged hospital
against COVID-19 so far, given its lower revenue intensity base.

Given the most recent outbreak, we believe 3Q21 numbers could be
similarly impacted as bed allocation and occupancy are likely to be even
higher compared with January.

Figure 1: Inpatient days trend

Source: Company data

Figure 2: Revenue intensity trend

Source: Company data

Our new assumptions

We expect 3Q21 COVID-19 treatment volume to be slightly stronger
than in 1Q21 as HEAL looks to increase its bed allocation from 1,700
to 2,000 (January was at 1,700 as well). This should lift overall revenue
per patient by 48% in FY21, driven by longer average length of stay and
higher revenue per day.

As a result, revenues could reach Rp6 tn for FY21 and grow 38%
compared with FY20, while EBITDA could reach Rp2.28 tn, +70%
YoY. We expect earnings to normalise in FY22 and, thus, an EBITDA
decline of 40%, assuming no strong COVID-19 waves next year.

Price (28-Jun-21, Rp) 5,425
Mkt cap (Rp bn/US$ mn) 16,156 / 1,116
Number of shares (mn) 2,978
Free float (%) 18.0
52-wk range (Rp) 5,425 - 2,960
ADTO-6M (US$ mn) 0.5

Est. pot. % chg. to TP 21.7
Blue sky scenario (Rp) 7,800
Grey sky scenario (Rp) 3,800
Performance 1M 3M 12M
Absolute (%) 17.9 19.2 79.0
Relative (%) 16.4 21.4 57.9

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rp bn) 4,416.0 5,968.3 4,996.0 5,469.5
EBITDA (Rp bn) 1,406.9 2,363.2 1,448.1 1,456.0
EBIT (Rp bn) 1,041.9 1,742.0 1,004.0 1,016.1
Net profit (Rp bn) 477.9 837.1 476.0 513.5
EPS (CS adj.) (Rp) 160.76 281.55 160.11 172.72
Chg. from prev. EPS (%) n.a. 104.8 1.1 n.a.
Consensus EPS (Rp) n.a. 161.57 182.85 220.83
EPS growth (%) 87.2 75.1 (43.1) 7.9
P/E (x) 33.7 19.3 33.9 31.4
Dividend yield (%) 0.2 0.4 0.7 0.4
EV/EBITDA (x) 12.0 7.1 11.6 11.2
P/B (x) 6.32 4.89 4.41 3.92
ROE (%) 20.3 28.6 13.7 13.2
Net debt/equity (%) 20.8 16.4 11.6 3.2
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 3: Operational assumptions

Source: Company data, Credit Suisse estimates

Other things that we like

Other than the strong financial performance, we also like that HEAL
expensed its doubtful COVID-19 receivable/claims (Rp85 bn in 1Q21)
as there are likely to be impairments on reimbursement disputes with
the government. At the same time, trading liquidity has been improving
in the past couple of weeks, which will be followed by a 5:1 stock split
in late July. This may narrow valuation discount to regional and domestic
peers.

Valuations and earnings changes

We raise HEAL's revenue by 40% and EBITDA by 100% given the
stronger-than-expected impact of COVID-19 on FY21 earnings, while
we raise EBITDA by 8% for FY22. We value HEAL at 14.5x average
2021-22E EBITDA, which is more representative, given we expect
steep normalisation in earnings next year.

We raise HEAL's TP to Rp6,600 (from Rp4,400) as earnings should
be better than earlier estimates as a result of the sudden COVID-19
wave at the end of 2Q21. Hence, HEAL could reach EBITDA of
Rp2.2 tn in 2021, double that of our previous estimates. Maintain
OUTPERFORM.

▪

Looking at the examples from other countries, the current wave could
last 1.5-3 months, depending on how fast mobility drops due to
fear and stricter government policies. This should positively impact
HEAL's 2Q21 and 3Q21 earnings, similar to that in 1Q21.

▪

HEAL's COVID-19 beds are more than 90% occupied, hence, the
company plans to increase allocation from 1,700 to 2,000 beds
(~40% of total op beds). HEAL may be able to accommodate slightly
more patients as the non-COVID beds are still at 50% occupancy .

▪

We introduce our FY23 estimates, roll forward our valuations to mid
2022, and adjust earnings by +105%/+1% for 2021/22E. On top
of stronger earnings outlook, and better trading liquidity—which may
continue after the 5:1 stock split approved for late July may allow
HEAL to trade closer to regional peers (13-20x EV/EBITDA).

▪
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Malaysia Market Strategy
Another RM150 bn stimulus package

The Malaysian government has unveiled an aid package worth RM150
bn to help cushion the impact of COVID-19. The government had
initiated 7 stimulus packages since the start of the COVID-19
pandemic, totaling RM380 bn, and the latest package brings the total
stimulus since 2020 to RM530 bn (39% of 2020 GDP). Out of the
RM150 bn, RM10 bn will be direct fiscal injection by the government.

Key noteworthy items:

6 months loan moratorium - Individual borrowers and micro
entrepreneurs will be granted a six-months moratorium from servicing
debts on an "opt in" basis. Borrowers will only need to apply and
approval will be given automatically by the banks. The loan moratorium
application will open from 7 July 2021 and borrowers are required to
apply and sign an agreement on the related loan terms.

EPF withdrawal (RM30 bn) - The EPF will be introducing a new
withdrawal facility - i-Citra - where a total of 12.6 mn EPF members
can make withdrawals of up to RM5,000 with fixed-payment rate of
RM1,000/month for five months. This is expected to result in potential
withdrawals of RM30 bn. Application is expected to begin on 15 July
with first payment to be credited in August 2021.

Fuel subsidy (RM6 bn) - The government will continue to maintain the
retail price for RON95 petrol, diesel and LPG, which is expected to
involve subsidies of RM6 bn.

Cash handouts (RM4.6 bn) - The Bantuan Khas COVID-19 aid will
encompass 11 mn households in the B40 and M40 group with an
allocation of RM4.6 bn.

Wage subsidy 4.0 (RM3.8 bn) - RM3.8 bn has been allocated for the
fourth Wage Subsidy Programme which is expected to benefit >2.5 mn
workers. The government will support up to 500 workers per employer
with assistance of RM600 per worker for four months. There will be no
salary limit conditions.

Deferment of insurance policy premiums (RM2.6 bn) - Life
insurance policy holders can apply for a deferment of premium
payments until 31 Dec 2021, which is estimated to benefit 1 mn policy

holders. This is expected to result in RM2.6 bn deferred premium
payments.

Discount on electricity bills - A discount on electricity bills of
between 5-40% up to a maximum usage of 900 kWh a month will be
given. Furthermore, hotel operators, theme park operators, convention
centres, shopping malls and tour operators will receive a three month
extension of electricity bill discounts of 10% from Oct to Dec 2021.

1GB free daily data until the end of the year - Telcos have agreed
to extend the 1GB of daily free data until the end of the year.

Implications for market/sectors

Market - Local institutions have been the largest net sellers of the
market YTD, contributing total net outflows of RM6.3 bn. We believe
that the withdrawals from EPF for i-Sinar (estimate of up to RM90 bn
withdrawals) could have been among the key contributing factors to
the sizeable local institutional selling. Therefore, the i-Citra scheme that
could lead to RM30 bn of withdrawals from EPF could further fuel local
institutional outflows.

Banks - Investors could be somewhat relieved that banks have not
been asked to offer a blanket automatic loan moratorium (similar to
during end-Mar to end-Sep 2020) and instead are only offering a
6-month loan moratorium on an "opt in" basis to all individuals and
micro entrepreneurs. We understand that many banks have already
been offering a moratorium from loan servicing to borrowers, regardless
of income category, since late 2020. While there is possibility of some
uptick in level of restructured loans, we do not expect a significant
increase given it is an "opt in" scheme. Also, unlike the blanket
moratorium last year, borrowers might need to agree to changes in
terms of the loans at the point of application for the loan
moratorium, which should enable banks to avoid incurring sizeable
modification losses. Overall we believe the impact on banks is more
muted than initially feared by investors. We stay constructive on banks
as robust revenue momentum should help to cushion any upward
pressure on credit cost guidance arising from the prolonged lockdown.
Overall, we still expect banks to deliver material ROE improvements
over 2021-22E. Top picks: CIMB, RHB.

Telcos - Mobile operators will continue to be negatively impacted by
free daily data offered as it will add more pressure to their topline.
Data monetisation will continue to be difficult, especially in the prepaid
segment (consumers no longer need to purchase data add-ons since
they are given data for free). We are inclined to stick to our clear
preference for fixed broadband. Time is our preferred pick, followed by
Telekom Malaysia. Top picks in mobile: Maxis followed by Axiata (both
rated OP).

Consumers - Cash handouts should have a favourable impact on
consumption, especially smaller-ticket items. Preferred pick is Mr DIY.

No impact on TNB - The electricity discounts will be funded by the
Electricity Industry Fund so Tenaga should be unaffected.

The Malaysian government has unveiled an aid package worth RM150
bn to help cushion the impact of COVID-19. Direct fiscal injection by
the government only amounts to RM10 bn.

▪

The package includes EPF withdrawals that could lead to outflows of
RM30 bn and contribute to further local institutional outflows.
▪

Investors could be somewhat relieved that banks have not been asked
to offer a blanket automatic loan moratorium and instead are only
offering a 6-month loan moratorium on "opt in" basis to all individuals
and micro entrepreneurs.

▪

Mobile operators will continue to be negatively impacted by free daily
data offered, hence we prefer fixed broadband operators.
▪

Households of hardcore poor will receive RM500 in Aug, RM500 in
Nov, and RM300 in Dec. Singles in this category will receive RM200
in Aug and RM300 in Nov.

▪

B40 households will receive RM500 in Aug and RM300 in Dec.
Singles in this category will receive RM200 in Aug.
▪

M40 households will receive RM250 while singles in this category will
receive RM100 in Aug.
▪
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Malaysia Market Strategy
New report: 25W21 flows — Foreign outflows resumed

Institutional investors returned to net selling. Foreigners returned
to net selling during the week in review (from 21 June to 25 June)
with net outflows of RM469.4 mn (+RM75.7 mn a week earlier, May
2021’s -RM161.4 mn vs April 2021’s -RM1.13 bn). While foreign
institutions have were net sellers of banks in 25W21 (-RM79.3 mn), they
remained positive on CIMB (+RM119.2 mn). YTD, foreign institutional
net outflows amounted to RM3.81 bn vs net selling of RM24.3 bn
in 2020. Local institutions remained net sellers in 25W21, with net
outflows of RM297.7 mn (vs net outflow of RM381.9 mn in 24W21)
and YTD net outflow growing to RM6.3 bn. Local retailers were huge
net buyers, with net inflows increasing to RM584.1 mn (vs 24W21’s
+RM222.1 mn). Cumulatively, local retailers’ net inflows amounted to
RM7.95 bn YTD (2020’s +RM15.6 bn).

We continue to see evidence of foreign investors’ sentiment turning less
negative on Malaysia. Overall, we noticed that foreign fund outflows
slowed from May 2021. For Jan-Apr 2021, foreign fund outflows
amounted to RM2.86 bn (average of >RM0.7 bn monthly), but the
outflows slowed to RM0.95 bn in May-June 2021. Top 5 buys by
foreigners (May-Jun 2021): CIMB (+RM445.1 mn), Press Metal

(+RM210.8 mn), Mr DIY (+RM114.8 mn), Kossan (+RM103.5 mn) and
IJM Plantations (+RM74.0 mn). Top 5 sells by foreigners (May-Jun
2021): Gamuda (-RM416.3 mn), Hartalega (-RM376.0 mn), Dialog (-
RM148.6 mn), Frontken (-RM106.8 mn), GENP (-RM105.8 mn).

Short-selling higher WoW. Short-selling activity was 11% higher
WoW in 25W21, with the total value of short-selling increasing to
RM118.8 mn (from RM107.1 mn in 24W21, and well below the levels
in 1-2W21 (1W = RM1.8 bn, 2W = RM392 mn). The energy sector
remains the focus of short-sellers during the week, constituting 20.8%
or 9.4 mn shares of the total short positions. This was followed by
the healthcare and technology sectors, at 20.1% (9.1 mn shares) and
18.0% (8.2 mn shares), respectively.

Market activity lower WoW. Market activity was lower WoW, with
market average daily value (ADV) down by 38% WoW to RM2.85
bn on lower ADV by all market participants. Foreign institutional, local
institutional and local retail ADV were all weaker, by 38%, 22% and
13% WoW, to RM481 mn, RM1.25 bn, and RM1.12 bn, respectively.
Local institutions and local retail participation increased to 43.9% and
39.2%, respectively, from a week earlier, while foreign institutions’
participation was lower at 17% (24W21: 21%).

All sectors were weaker WoW. Overall, the benchmark KLCI index
was weaker WoW at 1,560 points (-1.8%) with all sectors in the red.
The best performing sectors were financial services (-0.2% WoW),
REITs (-0.6%), telco & media (-1.5%), and consumer products
(-1.7%). Energy was the worst-performing sector during the week
(-4.2%), followed by healthcare (-4.2%) and technology (-4.0%). YTD,
the KLCI index is 4.2% lower, with the top performing sector being
technology, having gained 13.2% YTD. The worst performing sectors
YTD are healthcare (-17.1%), plantation (-10.7%), and energy (-9.9%).

Figure 1: Net buying/(selling) by sectors - 25W21 (RM' mn)

Source: DiBots

Foreigners returned to net selling in 25W21 with net outflows of
RM469.4 mn (+RM75.7 mn in 24W21). Local institutions remained
net sellers (-RM297.7 mn) while local retailers were net buyers
(+RM584.1 mn).

▪

Top 5 sells by foreigners: PBK (-RM101.9 mn), Harta (-RM81.1 mn),
MAY (-RM59.1 mn), Mr DIY (-RM39.0 mn), TNB (-RM27.7 mn).Top
5 buys by foreigners: CIMB (+RM119.2 mn), CMSB (+RM21.4 mn),
Digi (+RM21.2 mn), HLB (+RM20.7 mn) and IJMP (+RM19.1 mn).

▪

Short-selling activity +11% WoW with the total value of short-selling
increasing to RM118.8 mn (from RM107.1 mn in 24W21). The energy
sector made up 20.8% or 9.4 mn shares of total short positions.

▪

The EPF withdrawals under the fiscal stimulus package unveiled by
the government could lead to more pressure on local institutional fund
flows. There could be some relief among investors that banks have
not been roped in to offer blanket loan moratoriums but instead will be
offering 6-month loan moratorium to individuals on “opt in” basis.

▪

Foreign institutions: Foreigners were net sellers across the board
except in telco & media (+RM15.1 mn) and industrial sector (+RM0.8
mn). While foreign institutions were net sellers of banks in 25W21
(-RM79.3 mn), they remained positive on CIMB, net purchasing
RM119.2 mn worth of shares. The sectors that suffered most foreign
institutional outflows were: (1) healthcare (-RM134.9 mn);
(2) technology (-RM88.5 mn); and (3) financial services (-RM79.6
mn).

▪

Local institutions: Local institutions’ net selling was mainly focused
on the healthcare and industrial sectors with net outflows of RM156.9
mn and RM150.6 mn, respectively. Local institutions also net sold
the energy sector (-RM120.5 mn), utilities sector (-RM64.9 mn) and
plantation sector (-RM11.7 mn), but were net buyers in financial
services (+RM105.1 mn), technology (+RM47.3 mn) and transport &
logistics (+RM22.4 mn).

▪

Local retail: In 25W21, local retailers’ net buying was mainly in
the healthcare (+RM200.0 mn) and energy (+RM120.3 mn) sectors,
while they disposed of shares in financial services (-RM18.3 mn),
transport & logistics (-RM11.6 mn), and telco & media (-RM10.5 mn).

▪
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Leong Hup Intl (LEOG.KL)

Setback in recovery pace in Malaysia

Surge in Covid infections impacting poultry prices in Malaysia

The rise in Covid-19 cases in Malaysia and subsequent tightening of
movement restrictions, coupled with the post Raya festive season, have
led to an easing of livestock prices in Malaysia. Based on our channel
checks, both day-old-chicks (DOC) and broiler ASP have corrected
approximately 25% since end-Apr and are back to 4Q20 levels.

Despite this, we understand that sales volume have continued to grow.
The group's downstream expansion via The Baker's Cottage (TBC) has
helped as any excess production goes to the restaurant chain, which
have registered good store sales despite the current lockdown. In our
view, this is attributed to its modern quick-service restaurant (QSR)
model, which is increasingly gaining popularity due to convenience,
coupled with attractive price points which cater to the mass market.
There are 136 TBC stores in Malaysia currently, with a target for 160
outlets by end-2021 and 280 by end-2023.

ASP holding up in other key markets

The other key markets, despite experiencing a similar surge in cases,
have seen poultry prices being fairly stable. In Indonesia, the DOC ASP
has fallen ~5% since end-Apr but broiler ASP is still about 2% higher.
In our view, this could be largely attributed to the government's ongoing
exercise to control supply. Just last week, the Ministry of Agriculture
has issued another culling instruction for Jun-Jul 2021, making it the fifth
culling instruction in 2021.

In Vietnam, both DOC and broiler ASP are up 1% and 14%,
respectively, compared to April prices, while the Philippines' DOC ASP
was 25% lower although broiler ASP was 9% higher.

Cut FY21-23 EPS by -10/-2%

We adjust down our FY21-23 EPS by -10/-2%, mainly to incorporate
the falling livestock prices in Malaysia, as well as lower feed margin
in view of the rising feed costs. What could be a positively surprise
is if TBC's contribution is higher than expected, or if livestock prices
recover sooner than expected as Covid-19 cases are contained. Our
target price which pegs FY22 EPS to regional peers' average PE of
14x, falls marginally to RM0.88 (from RM0.90).

Price (25-Jun-21, RM) 0.70
Mkt cap (RM/US$ mn) 2,555 / 616
Number of shares (mn) 3,650
Free float (%) 10.3
52-wk range (RM) 0.94 - 0.64
ADTO-6M (US$ mn) 0.4

Est. pot. % chg. to TP 25.0
Blue sky scenario (RM) 1.2
Grey sky scenario (RM) 0.5
Performance 1M 3M 12M
Absolute (%) (4.1) 0.7 (11.4)
Relative (%) (3.0) 3.3 (16.1)

Year 12/20A 12/21E 12/22E 12/23E
Revenue (RM mn) 6,040.7 6,280.0 6,703.0 7,202.2
EBITDA (RM mn) 512.9 653.2 708.3 753.5
EBIT (RM mn) 282.6 422.9 465.1 501.1
Net profit (RM mn) 113.1 189.1 229.2 256.1
EPS (CS adj.) (RM) 0.03 0.05 0.06 0.07
Chg. from prev. EPS (%) n.a. (9.8) (1.6) (1.5)
Consensus EPS (RM) n.a. 0.05 0.06 0.06
EPS growth (%) (26.8) 67.2 21.2 11.7
P/E (x) 22.6 13.5 11.1 10.0
Dividend yield (%) 1.3 2.2 2.7 3.0
EV/EBITDA (x) 8.7 6.6 6.1 5.8
P/B (x) 1.49 1.38 1.27 1.17
ROE (%) 6.7 10.6 11.9 12.2
Net debt/equity (%) 83.7 74.1 69.3 64.3
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 1: MY DOC and broiler prices
have fallen ~25% since end-Apr

Source: Company data, Credit Suisse
estimates

Figure 2: ID broiler ASP +2%, helped by
government controlled supply

Source: Company data, Credit Suisse
estimates

Figure 3: VN's DOC and broiler ASP
+1% and 14% from end-Apr

Source: Company data, Credit Suisse
estimates

Figure 4: PH's DOC -25% but broiler
+9% since end-Apr

Source: Company data, Credit Suisse
estimates

Temporary setback; maintain OUTPERFORM

Despite the short-term blip in recovery path as high COVID infections
linger, we remain optimistic of an ASP upcycle in the medium term,
as supply adjustment continues to take place. The current challenging
operating environment would likely accelerate consolidation among
smaller farmers, in our view, and thus benefitting larger integrated
poultry players like Leong Hup. In terms of fund flows, local institutions
have net sold RM0.9 mn YTD, but foreign institutions and retailers have
net bought RM5.2 mn and RM3.9 mn YTD, respectively.

The post-Raya celebration coupled with fresh lockdowns have led
to broiler ASP in Malaysia easing ~25% since end-Apr. But sales
volume continued to grow, helped by TBC's store sales performance.
Despite a similar surge in cases in Indonesia, broiler ASP continued
to grow. The government has just issued its 5th culling instruction in
2021 thus the supply limitation has benefitted the industry.

▪

We cut FY21-23 EPS by -10/-2% to incorporate the falling livestock
prices in Malaysia, as well as lower feed margin in view of the rising
feed costs. Our target price falls marginally to RM0.88.

▪

Maintain Outperform; we remain optimistic of an ASP upcycle, albeit
mindful of the choppy short-term recovery path as a high Covid
infection rate lingers. The current challenging operating environment,
in our view, would result in an acceleration of supply adjustment
particularly from struggling small farmers, which would only benefit
larger integrated poultry players like Leong Hup.

▪
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Philippines Property Sector
Resi price QoQ trend could be bottoming?

Prices still weak...

The latest Residential real estate price index (RREPI) survey by the
Bangko Sentral ng Pilipinas (BSP) shows the weakness in property
prices in the Phils, i.e., 1Q21 showed a 4.2% YoY contraction for
Phils as a whole, with Metro Manila posting a 10% YoY decline,
while Provincial average prices relatively resilient as it was up by 0.8%
YoY. Looking at it from a QoQ point of view, we think the trend is
stable and may already be bottoming out, i.e., Phils average prices only
down by -1.6% QoQ (Metro Manila -0.8% and Provincial -2.1%). By
type of housing unit, we saw the sharpest contraction for duplex units
specifically in the provinces (-27.9% YoY, -22.1% QoQ), while condo
units were the weakest in Metro Manila (-12.8% YoY, +1.7% QoQ).

Figure 1: Resi real estate price index (RREPI), as at 1Q21

Source: BSP, Credit Suisse

...as demand remains tentative

The price trend is reflective of tepid demand as resi real estate loans
(RRELs) granted in 1Q21 were down by 14.7% YoY and 32.0% QoQ.
We also note that RREL NPLs continue to trend higher, i.e., at 9.44%
(+0.21 pp QoQ, +5.97 pp YoY). The market still appears to be end-user
driven given that 79.5% of RRELs were for new housing purchases,
of which ~52.1% is for condo units and 38.6% for single-detached
units. By region, Metro Manila accounted for 48.4% of RRELs, while
CALABARZON was the largest provincial market at 25.4%.

Figure 2: Phils / Metro Manila/ Provincial RREPI trend

Source: BSP, Credit Suisse

Sustained resilience of provincial markets

While Metro Manila remains the biggest resi market in the Phils, we
think provincial markets are better poised to recover back to pre-Covid
price levels and demand activity. Amid the impact of mobility restrictions
and WFH, resi buyers tend to look for horizontal developments with
larger living spaces and open, hence, provincial estates have flourished.
This could be a more sustainable trend moving forward especially if the
government pushes on its infra program.

Are we closer to the bottom?

The YoY trend may still be weak for 2Q21 mainly on high base effects,
but we think the QoQ price trends are more encouraging, which could
be a signal that the resi market is closer to the bottom. On the supply
side at least in Metro Manila, Colliers International Philippines forecasts
10,387 resi units will be completed in 2021E, or a supply growth
of 8% YoY in the secondary market (after only growing by 2.5%
YoY in FY2020). Vacancy rates still look elevated at 16.3% as at
1Q21, though, we do not expect any significant uptick from hereon
as new launches are still conservative and low interest rates and
accommodative financing could limit cancellations. For the resi players
under our coverage, we highlight that earnings risk is largely hinged
on the resi segment (i.e., construction delays or sharper decline in
margins). But improving visibility on a turn in the cycle (i.e., specifically
on a bottoming of resi prices) is a valuation catalyst. Our top pick in the
space is RLC (cheaper mobility play, Chengdu as a bottom up revenue
catalyst, strong balance sheet), though, ALI (NEUTRAL) could be better
proxy play for a resi recovery theme.

The Bangko Sentral ng Pilipinas (BSP) released its 1Q21 Resi real
estate price index (RREPI) survey recently, which showed average
prices in Phils contracting by 4.2% YoY, with Metro Manila down by
10% YoY. Nevertheless, we noticed prices started to stabilise QoQ.

▪

By type of housing unit, duplex units were specifically weakest in the
provinces, while prices of condo units were the main drag in Metro
Manila. The price trend is reflective of tepid demand as resi real estate
loans (RRELs) granted in 1Q21 were -14.7% YoY and -32.0% QoQ.

▪

YoY price trends may still show a dip in 2Q21 due to high base
effects, but we think QoQ numbers have so far been encouraging,
signaling a potential bottoming out. Forecasted new supply looks
lumpy, but we do not expect a sharp increase in vacancy for now.

▪

We monitor any sustained price resilience in the provincial markets
as it has benefited from reverse migration, WFH and affordability. In
general, better visibility on resi price recovery is a potential valuation
catalyst; RLC is still our top pick, but ALI is best proxy play.

▪
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Emperador Distillers Inc. (EMP.PS)

Diversification paying off

Upgrade to OUTPERFORM. We raise 2021/22E earnings 8%/12%
to factor in the impact of the CREATE bill which reduces corporate tax
rates from 30% to 25%. We also introduce 2023 estimates, showing
sustained growth of 16% over 2022-23. We lift our TP to P13.0 (from
P10.1) and upgrade the stock to OUTPERFORM from Underperform.
Although the company has lost market share from its highs of ~47%
in 2013-14, we recognise Emperador's steady recovery of its market
share in 2020. As Emperador diversifies its revenue streams, it also
shields itself from the rising domestic taxes. With at least 30% of its
consolidated revenues now from catering to the international markets,
this lessens its exposure to regulatory risks, specifically higher domestic
excise taxes on alcohol. However, the likelihood of the company being
able to significantly turn around its core business is expected to take
some time. Its whisky business is not slowing down and has helped
buoy the overall performance of Emperador.

Figure 1: EBIT breakdown (brandy vs whisky)

Source: Company data, Credit Suisse estimates

Brandy business hanging steady. Revenues from Emperador’s
brandy business grew 7.7% YoY to P8.2 bn in the first quarter. This is
an improvement relative to the 1.4% sales decline in 1Q20. Growth was
achieved amid improving demand for both local and offshore brandy
sales, as both its Emperador and Fundador brands saw robust volumes
during the quarter. Meanwhile, gross profit margin (GPM) from the
brandy business dropped 380 bp YoY to 28.2% amid higher input
costs and a more unfavourable sales-mix. Nevertheless, profits from the
brandy business still managed to grow 20.4% YoY to P1.4 bn as the

Price (25-Jun-21, P) 11.38
Mkt cap (P/US$ mn) 179,081 / 3,689
Number of shares (mn) 15,736
Free float (%) 14.1
52-wk range (P) 11.50 - 7.80
ADTO-6M (US$ mn) 0.4

Est. pot. % chg. to TP 14.2
Blue sky scenario (P) 19.0
Grey sky scenario (P) 5.0
Performance 1M 3M 12M
Absolute (%) 21.1 10.3 42.3
Relative (%) 11.5 4.1 28.6

Year 12/20A 12/21E 12/22E 12/23E
Revenue (P mn) 52,834.3 56,007.9 64,239.2 73,802.7
EBITDA (P mn) 12,702.6 15,031.5 17,449.7 19,785.0
EBIT (P mn) 9,985.4 11,682.7 13,399.6 15,763.5
Net profit (P mn) 7,968.3 8,748.9 10,418.5 12,103.7
EPS (CS adj.) (P) 0.49 0.54 0.64 0.75
Chg. from prev. EPS (%) n.a. 8.4 12.0 n.a.
Consensus EPS (P) n.a. 0.52 0.57 0.77
EPS growth (%) 18.5 9.8 19.1 16.2
P/E (x) 23.2 21.1 17.7 15.3
Dividend yield (%) 0.4 1.4 1.7 2.0
EV/EBITDA (x) 15.9 13.1 11.5 10.2
P/B (x) 2.63 2.05 1.9 1.75
ROE (%) 11.3 10.9 11.1 11.9
Net debt/equity (%) 33.9 20.9 22.6 23.0
Source: Company data, Refinitiv, Credit Suisse estimates

company continues to focus on cost-control initiatives over marketing,
promotions, and representation expenses.

Whisky business robust. Sales from Emperador’s whisky segment
grew 27.2% YoY to P3.9 bn (vs -7.7% YoY in 1Q20). The growth was
led by the continued pick up in off-premise and e-commerce channels.
Its Jura brand is now the No. 1 brand in the UK off-trade, delivering
38% volume growth. Meanwhile, its Tamnavulin brand holds the No.
2 spot, with volumes up 80% vs last year. Management indicated that
most international markets are recovering amid the reopening of the
global economy, with the Asian markets leading the growth. GPM was
up 670 bp YoY due to better product-mix, while operating costs were
also down, which allowed whisky profits to grow 122% YoY and 9%
higher vs pre-pandemic profits.

Expanding capacities for whisky. Emperador is eyeing to further
expand facilities and capacity after seeing an increased demand for its
single malt brand, Tamnavulin. Tamnavulin hit the Top 25 Single Malt
Brands, as well as its other brands- The Dalmore and Jura. Emperador
is looking to invest more in expanding Tamnavulin facilities after seeing
increased popularity in Taiwan and China. Emperador is allotting a P1.5
bn budget for capital expenditures this year as it accelerates global
expansion plans. Its brandy and whisky products are available in over
100 countries across six continents.

We raise 2021/22E earnings by 8%/12% to factor in the impact
of the CREATE bill which reduces corporate tax rates from 30% to
25%. We also introduce 2023 estimates, showing sustained growth
of 16% over 2022-23. We lift our TP to P13.0 (from P10.1) and
upgrade the stock to OUTPERFORM from Underperform.

▪

Although the company has lost market share from its highs of ~47%
in 2013-14, we recognise Emperador's steady recovery of its market
share in 2020.

▪

As Emperador diversifies its revenue streams, it also shields itself
from the rising domestic taxes.
▪

Emperador is eyeing to further expand facilities and capacity after
seeing an increased demand for its single malt brand, Tamnavulin.
The company is allotting a P1.5 bn budget for capex this year as it
accelerates its global expansion plans.

▪
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Yangzijiang Shipbuilding (Holdings) Ltd (YAZG.SI)

Navigating capacity constraints

New order wins to exceed US$5 bn in FY21, but to slow in FY22.
With 2021 YTD new orders at US$4.7 bn, we believe YZJ could exceed
its FY21 US$5 bn new order target. However, FY22 new orders would
likely be lower than FY21, as YZJ believes that an overly large order
backlog leaves it exposed to the risk of steel price inflation. YZJ views
that a US$5-6 bn order backlog that covers 2-3 years of shipbuilding
revenue is optimal, and estimates ~US$2.5 bn in shipbuilding revenue
could be recognised in FY22E (~US$0.6 bn/quarter).

We pencil in US$1.8 bn in new orders for YZJ in FY22, placing YZJ's
orderbook between the US$5-6 bn order backlog optimal range.

Figure 1: YZJ orderbook stands at ~US$6.7 bn* 2021 YTD

Source: *note: includes US$0.7 bn in new orders announced in Jun-21, Company data,
Credit Suisse estimates

Capacity constraint; possible increase of capacity by 5-10%.
Similar to peer yards, YZJ yards are relatively full, with vessel deliveries
until 1Q24. As such, investor queries were around YZJ's capacity
constraints, with YZJ noting the possibility of acquiring nearby small
shipyards, which could increase its shipyard capacity by 5-10%. For
reference, YZJ's earlier announced Changbo yard re-opening in
response to capacity constraints increased YZJ's capacity by 10-15%
(or 6-8 small/medium size bulkers or US$200-300 mn), while its JV
Yangzi-Mitsui Shipbuilding Co (YAMIC) yard has capacity for 4-6 LNG/
LPG vessels and 6-8 small/medium bulkers per year.

15-20% shipbuilding margins on new orders. YZJ noted that FY21
margins would be lower as it is currently working on legacy orders
from ~2019, but is confident on FY22-23 margins, as it enjoys 15-20%
margin on new orders, using the following assumptions: Rmb6.5k/ton

Price (28-Jun-21, S$) 1.40
Mkt cap (S$/US$ mn) 5,564 / 4,141
Number of shares (mn) 3,974
Free float (%) 46.7
52-wk range (S$) 1.53 - 0.88
ADTO-6M (US$ mn) 33.5

Est. pot. % chg. to TP (3.6)
Blue sky scenario (S$) 1.6
Grey sky scenario (S$) 0.9
Performance 1M 3M 12M
Absolute (%) (6.0) 8.5 46.6
Relative (%) (4.4) 10.5 26.5

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Rmb mn) 14,841.3 19,443.6 20,731.8 22,003.1
EBITDA (Rmb mn) 3,154.0 3,397.1 3,921.3 4,303.0
EBIT (Rmb mn) 3,154.0 3,397.1 3,921.3 4,303.0
Net profit (Rmb mn) 2,516.4 2,804.3 3,214.5 3,559.5
EPS (CS adj.) (Rmb) 0.64 0.72 0.82 0.91
Chg. from prev. EPS (%) n.a. 0.0 0.0 0.0
Consensus EPS (Rmb) n.a. 0.74 0.86 0.95
EPS growth (%) (18.4) 11.4 14.6 10.7
P/E (x) 10.4 9.4 8.2 7.4
Dividend yield (%) 3.2 3.5 3.9 4.3
EV/EBITDA (x) 7.7 7.6 6.1 5.0
P/B (x) 0.81 0.77 0.72 0.67
ROE (%) 7.9 8.4 9.1 9.4
Net debt/equity (%) (7.2) (3.0) (7.8) (12.6)
Source: Company data, Refinitiv, Credit Suisse estimates

steel cost and 6.2 RmbUsd. As steel is around 20-25% of shipbuilding
contract prices, every 10% change in steel cost price has a 2-3%
impact on shipbuilding margins. For currency exposure, around half of
YZJ's RmbUsd exposure is hedged.

Building capabilities for greener vessels. YZJ believes that
Chinese yards could be ahead of Korean yards for LPG/LNG vessels in
3-5 years. For instance, the perception that Chinese yards are low-cost
producers may not necessarily be the case, with YAMIC's customer
paying ~US$2 mn more per LPG vessel, compared to a comparable
vessel built at Korean yards. According to YZJ, the pricing premium is
reflective of good LPG capabilities and reputation, particularly arising
from its JV with Japanese yard Mitsui (YAMIC) that is working on the
LPG deliveries. YZJ shared that it had secured ~30% margins on LPG/
LNG vessels in the past, higher than Korean yards, and has longer-term
opportunities to build greener vessels given growing green emphasis in
China. YZJ is also seeing some enquires due to IMO regulations.

Figure 2: LNG vessels make up ~4% of YZJ orderbook* by vessel count

Source: *note: as of Mar-21, Company data

Other highlights. YZJ noted that it would limit growth of its debt
investments to focus on shipbuilding; Debt investments stood at
Rmb14.9 bn as of 1Q21. Separately, YZJ mentioned that its dividend
lower limit is S$0.045/year, suggesting that dividends could be raised.

We hosted Yangzijiang (YZJ) at our 2021 SGX-CS Corporate day.
With 2021 YTD new orders at US$4.7 bn, we believe YZJ could
exceed its FY21 US$5 bn new order target, but FY22 new orders
would likely be lower than FY21. We pencil in US$1.8 bn in new
orders for YZJ in FY22, placing YZJ's orderbook between the US$5-6
bn order backlog optimal range.

▪

Investor queries were around YZJ's capacity as the company is nearly
at full capacity. Management noted the possibility of acquiring nearby
small shipyards as an option, which could increase its shipyard
capacity by about 5-10%. YZJ also shared that shipbuilding margins
on new orders are around 15-20%.

▪

YZJ expects to build its greener vessel capabilities over time, with
YAMIC clinching its first batch of orders for 3 units of 40,000 CBM
LPG carriers. Notably, YZJ shared that it was able to charge a US$2
mn premium/vessel, reflective of its capabilities and reputation.

▪

We believe valuation at 0.8x P/B is fair, with further new order wins
likely to slow on capacity constraints. We maintain our NEUTRAL
rating.

▪
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Hyundai Motor Company (005380.KS)

Expect solid 2Q21E OP, better 2H21E awaited

Figure 1: Hyundai Motor - 2Q21E earnings preview

Source: the BLOOMBERG PROFESSIONAL™ service, Company data, CS estimates

Expecting solid 2Q21E OP, better 2H21E awaiting

1) Strong auto demand and product mix to meet 2Q21E OP. With
COVID-19 low base and strong auto demand in key markets, especially
in Korea and the US, we estimate HMC’s 2Q21 wholesale volume
at 1.0 mn units (up 48% YoY). Given HMC allocates chips to more
popular and profitable models including SUVs and Genesis to minimise
chip shortages, and used car price hike further lifts auto financing
division’s OP (+, we estimate HMC will post 2Q21 revenue of W29 tn
(+32% YoY) and OP of W1.9 tn (+223% YoY, +15% QoQ).

(2) Better 2H21 awaited. Easing chip shortages and very tight inventory
of 1.9 months, the lowest since 2014, should support production
volume rebound in 2H21E to 2.2 mn units, which we estimate to be
15% higher than in 1H21. With the engine recall low base (Excessive
recall provision sweeps out 2020E earnings), we expect 2H21E OP
growth of 298% YoY.

(3) EV driven product cycle begins in 2Q21E. Global debut of HMC’s
E-GMP (Electric Global Modular Platform) based model IONIQ5 and
Genesis GV60 should lead HMC’s xEV sales growth to 43% YoY in
2021E. With longer driving range and faster charging time, we estimate
HMC’s battery EV (BEV) sales volume to grow at 44% CAGR in
2020-25E and its BEV sales portion to rise to 12% in 2025 from 3%
in 2020. Given high sales growth, a loss-making business typically re-
rates when earnings start to turn positive, we believe HMC’s successful
profitability turnaround in EV, which we expect to reach BEP in 2022,
could be the next key share catalyst (link).

Price (28-Jun-21, W) 241,000
Mkt cap (W bn/US$ mn) 51,494 / 45,586
Number of shares (mn) 213.67
Free float (%) 68.8
52-wk range (W) 267,500 - 97,700
ADTO-6M (US$ mn) 370.8

Est. pot. % chg. to TP 24.5
Blue sky scenario (W) 340,000
Grey sky scenario (W) 200,000
Performance 1M 3M 12M
Absolute (%) 3.9 9.8 141.0
Relative (%) 0.3 2.2 86.3

Year 12/20A 12/21E 12/22E 12/23E
Revenue (W bn) 103,998 117,887 125,489 130,509
EBITDA (W bn) 6,580.0 11,541.8 12,311.8 12,978.1
EBIT (W bn) 2,394.7 7,309.1 7,898.1 8,385.6
Net profit (W bn) 1,424.4 6,611.4 7,008.6 7,451.2
EPS (CS adj.) (W) 5,143 23,873 25,307 26,906
Chg. from prev. EPS (%) n.a. 0.1 0.2 0.6
Consensus EPS (W) n.a. 22,697 26,138 28,327
EPS growth (%) (52.2) 364.1 6.0 6.3
P/E (x) 46.9 10.1 9.5 9.0
Dividend yield (%) 1.2 1.7 1.7 1.8
EV/EBITDA (x) 5.9 3.5 3.2 3.0
P/B (x) 0.96 0.91 0.83 0.77
ROE (%) 2.0 9.2 9.1 8.9
Net debt/equity (%) (16.3) (14.4) (14.4) (13.4)
Source: Company data, Refinitiv, Credit Suisse estimates

Figure 2: Used car price hike to lead solid auto financing OP...

Source: Manheim, Company data, Credit Suisse estimates

Figure 3: EV model cycle to begin from 2H21 and expect consensus OP to rise...

Source: the BLOOMBERG PROFESSIONAL™ service, Company data, CS estimates

We expect Hyundai Motor’s (HMC) limited chip shortage impact,
continuous product mix improvement, and better auto financing
division’s earnings to meet 2Q21E consensus OP. OUTPERFORM.

▪

With COVID-19 low base and strong auto demand in key markets,
we estimate HMC’s 2Q21 wholesale volume at 1.0 mn units (up 48%
YoY). Given HMC allocates chips to more popular and profitable
models including SUVs and Genesis, and used car price hike further
lifts auto financing division’s OP, we estimate HMC to post 2Q21 OP
of W1.9 tn (+223% YoY, +15% QoQ).

▪

Easing chip shortages and tight inventory should support production
volume rebound in 2H21E. Especially, the global debut of IONIQ5
and Genesis GV60 should lead HMC’s xEV sales growth to 43% YoY
in 2021E. HMC’s profitability turnaround in EV, which we expect to
reach BEP in 2022, could be the next share catalyst.

▪

We tweak our 2021E/22E EPS by +0.1%/+0.2% and maintain our
target price of W300,000 by applying 12.4x to 2021E EPS, which we
derive from the global peer average PER. In our Korea auto universe,
HMC remains sector top-pick along with Kia.

▪
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Asset World Corp (AWC.BK)

Clarification on SF take-over

Potential interest in Siam Future Development (SF)

AWC has today (28 June) submitted filing to SET to provide clarification
about its interest in acquiring SF ownership and it will notify the
regulator once there is any progress on this matter. Thus, we believe
AWC is interested in acquiring stakes in SF, along with CPN (which
notified SET last week of its interest in such deal, without specifying any
detail).

Figure 1: Occupancy rates of retail assets

Source: Company data, Credit Suisse estimates

Our initial take : this could be beneficial for AWC

While there is no definite conclusion, we believe the acquisition of SF
(if any) could benefit AWC. As shown in Figure 1, SF has a stronger
track record, with average occupancy rates of its retail portfolio ranging
between 92% and 94% during FY17-19 compared with AWC's
average occupancy rates of 73-75%. We believe SF is a more
experienced retail operator than AWC and thus it could help AWC
improve the performance of its own retail assets. Also, SF can help
diversify AWC's portfolio further, with Mega Bangna being a unique
community mall (super large size and with IKEA as the joint venture
partner as well as an anchor tenant).

AWC balancesheet able to absorb SF

While the potential offer price is not known, Khao Hoon newspaper
reported last week that CPN plans to buy 29.58% stake in SF from
MAJOR (the biggest shareholder in SF, followed by 23% owned by

Price (28-Jun-21, Bt) 4.42
Mkt cap (Bt/US$ mn) 141,440 / 4,435
Number of shares (mn) 32,000
Free float (%) 25.0
52-wk range (Bt) 5.50 - 2.88
ADTO-6M (US$ mn) 10.4

Est. pot. % chg. to TP 40.3
Blue sky scenario (Bt) 7.2
Grey sky scenario (Bt) 3.8
Performance 1M 3M 12M
Absolute (%) (7.9) (14.2) 16.3
Relative (%) (7.7) (13.5) (2.4)

Year 12/20A 12/21E 12/22E 12/23E
Revenue (Bt mn) 6,011.1 5,362.1 11,932.6 16,720.0
EBITDA (Bt mn) 1,161.9 897.8 4,593.4 6,644.4
EBIT (Bt mn) (1,160.9) (1,374.0) 2,011.4 3,668.0
Net profit (Bt mn) (1,881.2) (2,377.9) 553.7 1,518.9
EPS (CS adj.) (Bt) (0.06) (0.07) 0.02 0.05
Chg. from prev. EPS (%) n.a. 0.0 0.0 0.0
Consensus EPS (Bt) n.a. (0.03) 0.04 0.07
EPS growth (%) n.m. n.m. n.m. 174.3
P/E (x) n.m. n.m. 255.5 93.1
Dividend yield (%) 0.0 0.0 0.2 0.4
EV/EBITDA (x) 157.5 209.1 44.6 31.4
P/B (x) 1.99 2.06 2.05 2.02
ROE (%) (2.3) (3.4) 0.8 2.2
Net debt/equity (%) 58.4 67.3 91.7 96.2
Source: Company data, Refinitiv, Credit Suisse estimates

SF's management) at Bt12/share. Based on the cited price and an
assumption that 100% ownership is acquired, AWC should be able to
absorb SF business. This implies that AWC's DE ratio would rise to
1.3-1.35x over FY22-FY23), based on our sensitivity analysis, which is
still below its debt covenant ratio of 1.5x.

Earnings neutral, but potential value enhancement in the long
term

Based on the above assumption and SF's FY19 recurring earnings
(Bt616 mn) the transaction would imply neutral impact on AWC's
earnings, based on our sensitivity analysis. Nonetheless, potential value
could come from value enhancement based upon SF's expertise (as
discussed above). Also, SF has some land plots that can be developed
into new projects, i.e., a 250 rai land plot in Rangsit area (which can
be developed in to super big community mall similar to Megabangna
project) and 50 rai land plot in Bangyai area (opposite Central Plaza
Westgate belonging CPN).

Key risk

It is too early to factor any contribution into our current AWC
model. Regarding this potential deal, however, we see the offer price as
being the key risk, i.e., if AWC offers excessive price for SF stakes that
the transaction becomes value destructive rather than accretive.

MAJOR - sentiment likely to be bolstered

With one more big player showing interest, we believe MAJOR would
see enhanced sentiment in the near term. Based on our analysis and
Bt12/share offer price, the transaction would imply a rise in our TP price
from Bt26 to Bt31, leaving all other factors in the DCF model
unchanged.

AWC has submitted filing to SET to provide clarification about
its interest in acquiring SF ownership. Management simply clarified
that it has not reached any conclusion on this matter yet and if there is
any progress it will inform SET accordingly.

▪

We believe acquisition of SF (if any) would be good for AWC from
an operational point of view. SF appears to be a more experienced
community mall operator, with a stronger occupancy record and
should be able to help improve and diversify AWC's retail assets.

▪

Based on tender offer price cited in the news of Bt12/share, AWC's
balance sheet should be able to absorb that without capital increase
risk. At this price, the transaction implies neutral impact on earnings,
based on our sensitivity analysis, but synergy and future projects of
SF could help improve AWC's long-term earnings, in our view.

▪

The key risk (assuming the take-over materializes) depends upon the
final offer price. We also see improved sentiment for MAJOR with one
more bidder in the equation now (CPN last week informed SET it is
also studying the acquisition of SF).

▪
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