
 

See important disclosures, including any required research certifications, beginning on page 16 

 
■ What's new 
We have reviewed our NAV and 
earnings forecasts for Soundwill 
after taking into account some 
recent developments, such as its sale 
of THE SHARP, the leasing progress 
of Midtown, and its acquisition of 
the Lun Fat Street site in Wanchai.  
 
■ What's the impact 
End-2013E NAV at HKD71.0. We 
think Soundwill has the qualities to 
become more of an active asset 
manager than a passive property 
owner. We think it has succeeded in 
expanding its NAV significantly on 
the back of the rise in achieved rents 
for Soundwill Plaza, the leasing 
progress for Midtown, the sale of 
THE SHARP, and the 4 February 
announcement of its 90% ownership 
stake in the Lun Fat Street site.  
 
High earnings visibility. We are 
revising up our 2014 earnings 
forecast by 6.1% to take into account 
the better-than-expected achieved 
price for Park Haven, and increase 

in rental income. More importantly, 
the company’s earnings visibility is 
high, as the sale of THE SHARP has 
secured its property sales profit for 
FY15, while its latest project in 
Wanchai should help underpin its 
property sales profit for FY16. 
 
 Still solid prospects for a further 
NAV revision. We see a considerable 
‘option element’ in the NAV of 
Soundwill, as the company has not 
disclosed its ownership of some 
strategic sites, and we have not yet 
factored this into our NAV estimate. 
Moreover, we believe the rental and 
NAV growth for its retail properties 
in Causeway Bay will continue and 
we still see considerable room for 
rental revisions, especially for the 
upper floors of Soundwill Plaza and 
Midtown.  
 
■ What we recommend 
While Soundwill’s shares have 
rallied this year, we believe the stock 
still offers deep value. Moreover, we 
also see it as an emerging niche 
property play, with promising 
earnings and NAV growth prospects. 
We hence reiterate our Buy (1) 
rating, with a new six-month target 
price of HKD28.40, now based on a 
60% discount (previously 70%) to 
our end-2013E NAV of HKD71.0. 
The key risk to our call would be a 
major decline in retail rents in 
Causeway Bay.  

■ How we differ 
While we see Soundwill as a quality 
emerging property company, this 
has yet to be widely recognised.  
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Building property and 
investment value  

• The share price has surged, but so has the NAV, which we 
estimate to have risen to HKD71.0  

• Solid track record in terms of growing its NAV and continues to 
improve as a real estate operating company 

• Still a deep value stock; also an emerging quality niche property 
play. Reiterate Buy with target price raised to HKD28.40 

 

 

 
 

 
 

 
 

 

 Source: Daiwa forecasts 
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Share price performance 

Soundwill (LHS) Relative to HSI (RHS)

(HKD) (%)

12-month range 9.80-21.90
Market cap (USDbn) 0.76
3m avg daily turnover (USDm) 0.72
Shares outstanding (m) 275
Major shareholder Madam Foo and family (68.5%)

Financial summary (HKD)
Year to 31 Dec 12E 13E 14E
Revenue (m) 2,386 3,213 3,506
Operating profit (m) 1,068 1,480 1,646
Net profit (m) 858 1,208 1,310
Core EPS (fully-diluted) 3.120 4.394 4.766
EPS change (%) 195.8 40.8 8.5
Daiwa vs Cons. EPS (%) 14.9 5.3 83.0
PER (x) 6.9 4.9 4.5
Dividend yield (%) 0.8 1.0 1.2
DPS 0.180 0.220 0.250
PBR (x) 0.5 0.4 0.4
EV/EBITDA (x) 6.6 4.9 4.1
ROE (%) 7.8 9.7 9.3

Jonas Kan, CFA
(852) 2848 4439

jonas.kan@hk.daiwacm.com
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  Key assumptions 

 

 Profit and loss (HKDm)

 
 Cash flow (HKDm) 

Source: FactSet, Daiwa forecasts 

Year to 31 Dec 2007 2008 2009 2010 2011 2012E 2013E 2014E
Property leasing EBIT (HKDm) 166.0 189.7 208.6 180.5 197.2 256.9 304.2 413.0
Sales of assembled sites EBIT 230.0 85.0 423.0 183.5 12.9 145.2 152.5 573.0

Residential development sales EBIT 
(HKDm)

0.0 0.0 0.0 0.0 (30.2) 649.5 1,005.1 660.0

Year to 31 Dec 2007 2008 2009 2010 2011 2012E 2013E 2014E
Property leasing 166 190 209 225 238 321 380 483
Residential development sales 0 0 0 0 84 1,357 2,084 1,591
Other Revenue 299 149 505 688 579 708 748 1,432
Total Revenue 465 339 714 914 902 2,386 3,213 3,506
Other income 6 4 7 7 17 7 7 7
COGS (176) (72) (343) (446) (581) (1,127) (1,516) (1,633)
SG&A (77) (77) (80) (114) (146) (124) (130) (140)
Other op.expenses (10) (16) (18) (2) (4) (74) (94) (93)
Operating profit 208 178 280 358 189 1,068 1,480 1,646
Net-interest inc./(exp.) (89) (61) (25) (28) (35) (37) (44) (73)
Assoc/forex/extraord./others 58 38 20 23 197 0 0 0
Pre-tax profit 177 155 274 353 351 1,031 1,435 1,573
Tax (12) (25) (29) (51) (64) (148) (207) (215)
Min. int./pref. div./others (4) 2 4 (13) (8) (25) (21) (48)
Net profit (reported) 162 132 250 290 278 858 1,208 1,310
Net profit (adjusted) 162 132 250 290 278 858 1,208 1,310
EPS (reported)(HKD) 0.723 0.567 1.043 1.204 1.061 3.120 4.394 4.766
EPS (adjusted)(HKD) 0.723 0.567 1.043 1.204 1.061 3.120 4.394 4.766
EPS (adjusted fully-diluted)(HKD) 0.677 0.552 1.034 1.186 1.055 3.120 4.394 4.766
DPS (HKD) 0.070 0.070 0.100 0.100 0.130 0.180 0.220 0.250
EBIT 208 178 280 358 189 1,068 1,480 1,646
EBITDA 208 178 280 358 189 1,068 1,480 1,646

Year to 31 Dec 2007 2008 2009 2010 2011 2012E 2013E 2014E
Profit before tax 177 155 274 353 351 1,031 1,435 1,573
Depreciation and amortisation 4 16 6 6 7 7 7 8
Tax paid (8) (16) (25) (30) (34) (89) (124) (129)
Change in working capital (653) (448) 224 226 (631) 716 (65) (335)
Other operational CF items 54 32 21 14 39 37 44 73
Cash flow from operations (426) (260) 501 571 (269) 1,702 1,298 1,190
Capex (2) (5) (2) (5) (6) (7) (1,354) (560)
Net (acquisitions)/disposals (1) (137) (128) (1,441) (12) 0 0 0
Other investing CF items 0 (5) 0 0 0 0 0 0
Cash flow from investing (3) (148) (129) (1,446) (18) (7) (1,354) (560)
Change in debt 509 552 (317) 989 417 (1,000) 0 0
Net share issues/(repurchases) 0 0 0 0 249 0 0 0
Dividends paid (11) (16) (17) (24) (36) (49) (60) (69)
Other financing CF items (90) (62) (26) (14) 9 (50) (55) (90)
Cash flow from financing 408 475 (359) 950 639 (1,099) (115) (159)
Forex effect/others 0 0 0 0 0 0 0 0
Change in cash (21) 67 12 75 352 595 (171) 471
Free cash flow (428) (265) 499 566 (275) 1,694 (56) 630

Financial summary 
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 Balance sheet (HKDm) 

 
 Key ratios (%) 

Source: FactSet, Daiwa forecasts 

 Company profile 

 Soundwill Holdings is a niche player and veteran specialist in assembling old building sites with redevelopment potential. Its 
business of selling assembled sites accounts for over 60% of its total revenue, while its self-developed flagship investment 
property, Soundwill Plaza, contributed over 20% of its total revenue and over 40% of its assets in 2011. The company has also 
tapped into luxury residential property development, leveraging on the low cost advantage of its assembled sites. In addition, it 
derives a small portion of its revenue from urban infrastructure and China property development businesses in Mainland China.

 

As at 31 Dec 2007 2008 2009 2010 2011 2012E 2013E 2014E
Cash & short-term investment 81 329 144 456 758 1,440 1,269 1,739
Inventory 24 33 37 37 43 53 79 15
Accounts receivable 78 71 71 163 122 324 436 447
Other current assets 704 602 635 828 2,481 2,513 2,196 2,387
Total current assets 888 1,034 887 1,484 3,404 4,330 3,981 4,589
Fixed assets 32 40 54 60 160 70 75 80
Goodwill & intangibles 14 7 7 7 6 6 6 6
Other non-current assets 5,467 6,238 7,250 10,153 11,130 11,316 12,889 13,987
Total assets 6,401 7,319 8,199 11,705 14,701 15,722 16,951 18,662
Short-term debt 529 707 2,104 3,092 3,509 2,509 2,509 2,509
Accounts payable 87 95 234 234 312 588 792 813
Other current liabilities 10 216 45 456 542 657 223 223
Total current liabilities 626 1,019 2,383 3,781 4,364 3,754 3,524 3,545
Long-term debt 1,361 1,713 0 0 0 0 0 0
Other non-current liabilities 736 715 872 1,206 59 59 59 59
Total liabilities 2,724 3,446 3,255 4,988 4,423 3,813 3,583 3,604
Share capital 22 24 24 24 27 27 27 27
Reserves/R.E./others 3,633 3,816 4,863 6,602 10,151 11,764 13,205 14,896
Shareholders' equity 3,655 3,840 4,887 6,626 10,179 11,792 13,232 14,924
Minority interests 22 33 57 91 99 117 135 135
Total equity & liabilities 6,401 7,319 8,199 11,705 14,701 15,722 16,951 18,663
EV 7,718 8,010 7,883 8,594 8,716 7,052 7,240 6,770
Net debt/(cash) 1,809 2,091 1,960 2,637 2,752 1,070 1,240 770
BVPS (HKD) 16.331 16.053 20.360 27.440 37.028 42.895 48.137 54.290

Year to 31 Dec 2007 2008 2009 2010 2011 2012E 2013E 2014E
Sales (YoY) 135.3 (27.0) 110.5 28.0 (1.3) 164.6 34.7 9.1
EBITDA (YoY) 94.9 (14.3) 57.0 28.2 (47.4) 466.1 38.5 11.2
Operating profit (YoY) 94.9 (14.3) 57.0 28.2 (47.4) 466.1 38.5 11.2
Net profit (YoY) 30.8 (18.3) 89.3 15.9 (3.9) 208.2 40.8 8.5
Core EPS (fully-diluted) (YoY) 30.0 (18.5) 87.3 14.6 (11.0) 195.8 40.8 8.5
Gross-profit margin 62.1 78.7 51.9 51.1 35.6 52.8 52.8 53.4
EBITDA margin 44.7 52.5 39.2 39.2 20.9 44.8 46.1 47.0
Operating-profit margin 44.7 52.5 39.2 39.2 20.9 44.8 46.1 47.0
ROAE 5.2 3.5 5.7 5.0 3.3 7.8 9.7 9.3
ROAA 2.9 1.9 3.2 2.9 2.1 5.6 7.4 7.4
ROCE 4.3 3.0 4.2 4.3 1.6 7.6 9.8 9.8
ROIC 4.1 2.6 3.9 3.8 1.4 7.0 9.2 9.3
Net debt to equity 49.5 54.5 40.1 39.8 27.0 9.1 9.4 5.2
Effective tax rate 6.8 16.1 10.4 14.4 18.4 14.4 14.4 13.7
Accounts receivable (days) 56.1 80.1 36.1 46.7 57.8 34.1 43.1 46.0
Current ratio (x) 1.4 1.0 0.4 0.4 0.8 1.2 1.1 1.3
Net interest cover (x) 2.3 2.9 11.0 12.8 5.4 28.7 33.4 22.6
Net dividend payout 9.7 12.3 9.6 8.3 12.3 5.8 5.0 5.2

Financial summary continued …
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Building property and 
investment value  

Has already had a strong run, but 
we still see value  

Soundwill’s share price has surged by 37% so far in 
2013 and by 147% since the beginning of 2012. While 
the large run-up in its share price, along with the 
historical share price pattern of smaller property stocks 
in Hong Kong, make it very tempting to take profits, a 
thorough assessment of its fundamentals and NAV has 
led us to conclude that Soundwill shares still offer deep 
value and have promising investment potential. As 
such, any pull-back should be seen as an opportunity to 
accumulate.  

This one is different  

In our opinion, Soundwill is different from many 
typical small property companies in Hong Kong. While 
there are many small property companies in Hong 
Kong that trade at deep NAV discounts, we think 
Soundwill is different in three ways. 
 
#1: An active asset manager rather than 
passive property owner  
First, we believe Soundwill is more than a typical 
owner of property. It has been showing potential to 
become a competent asset manager that can enhance 
the value of its assets. We believe the company has 
been able to continually improve and upgrade the 
tenant profile of its flagship property, Soundwill Plaza, 
which now houses the flagship stores of Burberry and 
Omega (see Appendix I).  
 
We also think the execution of Soundwill Plaza II – 
Midtown (Midtown), is progressing well and its 
positioning and achieved rents are better than 
expected. Based on our latest findings, high-end F&B is 
one main focus of the upper floor space of Midtown, 
and Soundwill has already brought in some Michelin 
star restaurants as tenants.  
 
According to the Hong Kong Economic Times, at least 
six floors in the Mid-town have been leased at rents of 
over HKD100/sq ft. All in, we believe Soundwill has 

demonstrated qualities to become more of an asset 
manager which can enhance the value of the assets it 
owns. Hence, it offers not only a deep NAV discount, 
but that NAV discount is also expanding. 
 
 Soundwill Plaza II-Midtown 

Source: Company 

 
#2: Continuing to improve  
Second, we think Soundwill has demonstrated that it 
has been able to keep on improving as a company (such 
as expanding its business scope, improving 
transparency, etc.), and we believe that it has already 
successfully transformed itself from a site-assembly 
company into a niche developer.  
 
Two years ago, some market observers may still have 
described Soundwill as a property company with just a 
single asset (Soundwill Plaza) and a site-assembly 
business, despite its success in selling the 
WarrenWoods (its first residential development) in 
2010, as some might have considered this development 
a special and one-off case. However, we think such a 
perception cannot hold now. For with the sale of its 
second residential development, Park Haven, in 2012, 
the company has demonstrated that it is capable of 
developing and marketing premium projects (Park 
Haven is currently over 90% pre-sold and has achieved 
an ASP of about HKD21,000/sq ft).  
 
Moreover, we think its credentials as a niche property 
developer have been further strengthened by its recent 
speedy sale of THE SHARP, where it sold out all the 
units above the 3-storey mega shop (which it plans to 
keep as a long-term investment) within several hours, 
raising HKD1.5bn, and locking in over HKD700m in 
property sales profit for FY15, based on our estimates. 
 
#3: Offers solid option value  
Third, we see an important element of ‘option value’ in 
Soundwill’s NAV, as it has accumulated many sites that 
offer strategic and long-term value but these sites have 
not been disclosed to the investment community until 
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its stakes in them reach a certain threshold. Moreover, 
our methodology is to value the sites it may just sell at 
estimated cost, while the market value it can realise 
could be much higher. THE SHARP is a case in point.  
 
We previously valued the site on which THE SHARP 
sits at an estimated cost of HKD388m. However, 
Soundwill was able to raise some HKD1.5bn in sales 
proceeds in early January 2013 from the units on the 
upper floors. Based on the achieved ASPs of these units 
on the upper floors (we estimate them to be 
HKD32,600/sq ft) and the latest achieved rents in 
Russell Street, we estimate that the 3-storey mega shop 
on the ground floor of THE SHARP could be worth 
some HKD720m. As such, we estimate the NAV 
enhancement from THE SHARP is HKD1.6bn or 
HKD5.90/share (see the tables on P.6-7). 
 
 THE SHARP 

Source: Company 

 
 
 

More recently, Soundwill announced that its ownership 
stake in a site at 12-24 Lun Fat Street in Wanchai has 
reached 90%, which effectively means that it can take 
the owners of the 10% remaining units to court if they 
do not sell those units to Soundwill. As the group’s 
ownership in this site had not been disclosed until the 
company’s announcement on 4 February, we estimate 
that this project will add a further HKD2.90/share to 
its current NAV.  
 
We see 12-24 Lun Fat Street as a prime site and believe 
it is well-positioned to benefit from the ongoing 
transformation of Wanchai, which is being helped by at 
least three new developments— Swire Properties’ (Not 
rated) Pacific Place expansion, Hopewell’s (Not rated) 
rolling out of its Hopewell Centre II, as well as the Lee 
Tung Street redevelopment project of Sino Land (83 
HK, HKD14.0, Buy [1]) and Hopewell. 
 
We estimate that the historical cost on its book of the 
group’s investment in its strategic sites is over 
HKD700m, and this should mean that the group has 
solid potential to continue to provide positive surprises 
to the market. In sum, we believe the three 
aforementioned factors have enabled Soundwill to 
continue to grow its NAV, and in the next section we 
present our latest estimate of its NAV. 
 
As most of our NAV is derived from Soundwill’s assets 
in the Causeway Bay area, a key risk to our call would 
come from a major decline in retail rents in Causeway 
Bay. We also note that there may be a liquidity problem 
associated with investing in Soundwill shares, as the 
company’s market capitalisation is about USD760m 
and its average daily turnover in the past three months 
has been USD0.71m. However, for those investors who 
are not constrained by liquidity considerations, we 
continue to think that Soundwill presents a very 
interesting and unusual investment proposition.  
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We estimate the NAV has surged 
to HKD71 

To recap, we see Soundwill’s NAV being composed of 
six parts: Soundwill Plaza, Soundwill Plaza II, the site-
assembly business, the Hong Kong residential 
development business, other rental properties in Hong 
Kong, and China property assets (see our initiation 
report: A deep value stock on the way to asset 
realisation, published on 4 November 2011) Back in 
November 2011, we put our estimate of its end-2012 
NAV at HKD41.7, and then on 22 August 2012 we 
estimate the stock’s end-2012 NAV at HKD46.50 (see 
our 22 August 2012 report, Asset realisation on the 
way). 
 

After a thorough review of the latest market value of 
each of its assets, and after taking into account the 
various developments of the group (such as the sale of 
Park Haven and THE SHARP, the announcement of a 
90% ownership stake in 12-24 Lun Fat Street, etc.), we 
are introducing our end-2013 NAV estimate for 
Soundwill of HKD71.0. A detailed breakdown of our 
NAV and factors driving our NAV revisions are shown 
in the following tables. 
 
 
 
 
 
 
  

 
 Changes in our NAV estimate for Soundwill 
  Previous^ Revised Chg Chg Reasons 
  (HKD/sh) (HKD/sh) (%) (HKD/sh)   

Soundwill Plaza 33 38.3 15.80% 5.2 Continual rise in achieved rents for both the ground floor and upper floors 
Soundwill Plaza II- Mid-town 8.1 13.7 69.60% 5.6 Higher-than-expected positioning and achieved rents. 
Site-assembly business 1.6 11.3 602.80% 9.7 Valuing THE SHARP at market value rather than cost, and taking into account the value of its 12-24 Lun Fat Street.
HK residential development business 7.4 12 63.10% 4.6 Has notably expanded its landbank over the past 18 months. 
Other rental properties in HK 1.6 5 209.70% 3.4 Has added the value of its newly acquired No. 10 Knutsford Terrace 
China property assets 0.6 0.6 0.00% -   
Gross NAV 52.2 80.7 54.60% 28.5   
Net debt* -5.7 -9.7 69.70% -4   
NAV 46.5 71 52.80% 24.5   

Source: Daiwa         Note: *net debt is before reflecting the transfer of the asset value of Park Haven and THE SHARP into cash when completed; ^previous NAV refers to end-2012E, revised 
NAV refers to end-2013E 

 
 Our NAV estimate for Soundwill since November 2011 
  at 4 Nov 2011 at 22 Aug 2012 at 6 Feb 2013 Remark 

  (HKDm) (HKD/sh) (HKDm) (HKD/sh) (HKDm) (HKD/sh)  

1 Soundwill Plaza^ 8,309 30.1 9,117 33.0 10,562 38.3 Achieved rents in Soundwill Plaza continue to rise (see Appendix I). 
2 Soundwill Plaza II – Midtown^ 2,224 8.1 2,224 8.1 3,773 13.7 Its positioning and achieved rents are higher than expected (see Appendix I). 
3 Site-assembly business 442 1.6 442 1.6 3,106 11.3  
 THE SHARP 388 1.4 388 1.4 2,020 7.3 We previously valued THE SHARP at cost. But Soundwill has raised some HKD1.5bn 

through selling just the upper floors. 
 12-24, Lun Fat Street  - - - - 806 2.9 Its ownership of this site was not disclosed previously. We see it as a prime site in Wanchai 

(see Appendix II). 
 HK site-assembly business 54 0.2 54 0.2 280 1.0 Based on estimated cost. Could include some strategic sites similar to 12-24 Lun Fat Street. 
4 HK residential development 

business 
1,375 5.0 2,029 7.4 3,309 12.0  

 Park Haven 1,116 4.0 1,770 6.4 2,004 7.3 Achieved ASP of Park Haven was better than expected. 
 2 special units in WarrenWoods 57 0.2 57 0.2 80 0.3  
 School street project 202 0.7 202 0.7 268 1.0  
 Mosque St. project - - - - 555 2.0 This site not included in our previous estimate. 
 Lai Yin St and St Jones Street 

project 
   155 0.6 This site not included in our previous estimate. 

 Kin Wah & Fort Street project - - - - 248 0.9 This site not included in our previous estimate. 
5 Other rental properties in HK 445 1.6 445 1.6 1,378 5.0  
 No. 10 Knutsford Terrace - - - - 928 3.4 Newly acquired. A quality en-bloc commercial property in an established commercial area in 

Tsimshatsui. 
 Other rental properties in HK 445 1.6 445 1.6 450 1.6 Based on estimated cost. Could include some strategic sites similar to 12-24 Lun Fat Street. 
6 China property assets 153 0.6 153 0.6 153 0.6 Based on estimated cost. 
 Gross NAV 12,948 46.9 14,410 52.2 22,281 80.7  
 Net debt* (1,488) (5.4) (1,580) (5.7) (2,681) (9.7)  
 NAV 11,460 41.5 12,830 46.5 19,600 71.0  

Source: Daiwa 

Note: *net debt is before reflecting the transfer of the asset value of Park Haven and THE SHARP into cash when completed;  

^advertising billboards in HK are now included as part of Soundwill Plaza and Soundwill Plaza II  

 

http://asiaresearch.daiwacm.com/eg/cgi-bin/files/Soundwill111104.pdf#page=1
http://asiaresearch.daiwacm.com/eg/cgi-bin/files/20120822hk_Soundwill.pdf#page=1
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Apart from having achieved notable growth in its NAV, 
Soundwill’s earnings prospects have also improved 
notably over the past six months, in our view, due to 
the better-than-expected achieved ASP for Park Haven, 
the sale of THE SHARP, the new contribution from No. 
10 Knutsford Terrace and 12-24 Lun Fat Street. We 
expect Park Haven to underpin the group’s earnings in 
FY13 and FY14, while THE SHARP, its latest Lun Fat 

Street project in Wanchai and a number of other 
projects should help underpin Soundwill’s property 
sales profit for FY15-16. Among the smaller property 
companies in Hong Kong, we consider it rare to find 
one with such high earnings visibility.  
 
 

 
 Soundwill: detailed breakdown of our end-2013 NAV estimate 
  Spot rent Cap. rate Mkt value Mkt value Remarks 
  (sq ft) HKD/sq ft 

(gross) 
(%) (HKD/sq ft) (HKDm) (HKD/

share)
 

1 Soundwill Plaza    
 - Shops (G/F) 8,800 2,000 4% 600,000 5,280 19.1 Highest achieved rent in Causeway Bay for a retail shop is HKD3,700/sq ft 
 - Shops (1/F floor) 9,500 600 4% 180,000 1,710 6.2  
 - Upper floors 228,100 50 4% 15,000 3,422 12.4  
 Advertising billboards  4% 150 0.5  
  246,400   10,562 38.3  
2 Midtown/ Soundwill Plaza II   Located behind Soundwill Plaza on Russell Street (see Appendix I) 
 - Shops (G/F) 12,500 400 4.5% 106,667 1,333 4.8 The rent we assume represents 20% of our estimated G/F rent for Soundwill 

Plaza  
 - Shops (1-3/F floor) 37,500 100 4.5% 26,667 1,000 3.6  
 - Upper floors 167,000 40 4.5% 10,667 1,781 6.5  
 Advertising billboards  4.5% 53 0.2  
 Outstanding development cost   (395) (1.4)  
  217,000   3,773 13.7  
3 Site-assembly businesses    
a. THE SHARP   Located opposite Times Square (see Appendix I) 
 - Shops (G/F) 1,500 1,000 4.0% 300,000 450 1.6 The rent we assume represents 50% of our estimated ground floor rent for 

Soundwill Plaza  
 - Shops (2-3/F floor) 3,000 300 4.0% 90,000 270 1.0 4,500 sq ft is a good size for a flagship store (in demand and very scarce in 

Causeway Bay) 
 - Upper floors 46,000   1,500 5.4  
 Outstanding development cost   (200) (0.7)  
  50,500   2,020 7.3  
b 12-24 Lun Fat Street 56,000   20,000 806 2.9 We see this as a prime site, well positioned to benefit from the ongoing 

transformation of Wanchai (see Appendix II) 
c HK site-assembly business   280 1.0 Based on estimated cost. Could include many strategic sites like 12-24 Lun Fat 

Street 
    3,106 11.3  
4 HK residential development business    
 The WarrenWoods (2 special units)   80 0.3 See Appendix III 
 Park Haven 131,000   21,000 2,004 7.3 See Appendix III 
 School street project 22,500   18,000 268 1.0 See Appendix III 
 Mosque St. project 46,600   18,000 555 2.0 See Appendix III 
 Lai Yin St and St Jones Street 

project 
13,000   18,000 155 0.6 See Appendix III 

 Kin Wah & Fort Street project 29,200   14,000 248 0.9 See Appendix III 
    3,309 12.0  
5 Other rental properties     
a No.10 Knutsford Terrace 87,000 40 4.50% 10,667 928 3.4 Acquisition price is HKD895m. See Appendix IV. 
b Other rental properties    450 1.6  
    1,378 5.0  
6 China property assets   153 0.55 Based on estimated cost. Translates into about CNY800/sq m 
 Gross NAV   22,281 80.7  
 Net debt*   (2,681) (9.7)  
 NAV   19,600 71.0  

Source: Daiwa        

Note: *net debt is before reflecting the transfer of the asset value of Park Haven and THE SHARP into cash when completed 
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What is the fair price-to-NAV for 
Soundwill?  

For a company with such a solid record in terms of 
growing its NAV and improving as a real-estate 
operating company, we wonder what Soundwill’s 
appropriate P/NAV valuation benchmark would be. 
This raises the question of whether the Hong Kong 
property companies should always trade at a notable 
discount to NAV (it is not uncommon for those in the 
US and other developed markets to trade at close to 
NAV or at a premium to NAV) and whether the smaller 
Hong Kong property companies should always trade at 
a much larger NAV discount versus the big players. 
 
 Soundwill: PBR 

Source: Bloomberg, Daiwa 

 
Without looking too deeply at this complex subject, and 
given its track record and the three aforementioned 
factors, we think it is fair to say that the 70% discount 
benchmark we used before is too conservative. The 
table above indicates what the fair value would be 
under different scenarios for the appropriate NAV 
discount. Our base case is to reduce our NAV discount 
benchmark by 10pp, from 70% to 60% and, 
accordingly, we raise our six-month target price to 
HKD28.40 from HKD13.90.  
 
 Soundwill: fair value estimate  

Fair value Implied 2013E 2014E
Discount HKD/share upside PER (x) PER (x)
70% 21.3 -1% 4.8 4.5
60%  28.4 32% 6.9 4.9
50% 35.5 65% 8.1 7.4
40% 42.6 98% 9.7 8.9
30% 49.7 131% 11.3 10.4
20% 56.8 164% 12.9 11.9
10% 63.9 197% 14.5 13.4

Source: Daiwa forecasts; note: the 60% discount is our base-case scenario 

 
However, we believe there is still considerable value-
creation potential ahead for Soundwill. We think our 
current estimates of Soundwill’s NAV are still not 
aggressive and we see room for further upward revisions 
(please see remarks in our NAV breakdown on P.7) 

Moreover, if Soundwill maintains the progress it has 
achieved in the past 12 months, we would see room for 
further reductions in its NAV discount, not to mention 
that its NAV could also become notably higher.  
 
We think this is possible because we see Soundwill as a 
company that is well positioned to benefit from the on-
going transformation of Causeway Bay as an even 
stronger district for commercial properties. We believe 
that relative to the scale of consumer spending that 
could come into Hong Kong, the current scale of retail 
property assets in the area is too small.  
 
As such, we believe that the Causeway Bay retail area 
will expand both horizontally and vertically, and that 
this could significantly elevate the rent and capital 
values of properties in the less well-located streets in the 
area, as well as those not on ground level in buildings in 
the area. Soundwill’s property assets in Causeway Bay 
and the Greater Causeway Bay area are well positioned 
to benefit from this trend, in our view (see Appendix I).  
 
Meanwhile, the group’s announcement on 4 February 
2013 that it had acquired a 90% stake in 12-14 Lun Fat 
Street Wanchai should make it a beneficiary of what we 
see as the ongoing transformation of Wanchai as well 
(see Appendix II). 
 
All in all, despite the run-up in the share price, we 
continue to see Soundwill as a deep-value stock, offering 
high earnings visibility and promising prospects for 
further NAV growth. Hence, we reiterate our Buy (1) 
rating and are raising our six-month target price to 
HKD28.40, now based on a 60% discount (70% 
previously) to our end-2013 NAV estimate of HKD71.0. 
Any pull-back in its share price should be taken as 
opportunity to accumulate the stock, in our view. 
 
 Soundwill: NAV structure  

HKDm HKD/sh % of total
1 Soundwill Plaza 10,562 38.3 47.4%
2 Soundwill Plaza II – Midtown 3,773 13.7 16.9%
3 Site-assembly business 3,106 11.3 13.9%

THE SHARP 2,020 7.3 9.1%
12-24, Lun Fat Street  806 2.9 3.6%
HK site-assembly business 280 1.0 1.3%

4 HK residential development business 3,309 12.0 14.9%
Park Heaven 2,004 7.3 9.0%
2 special units in WarrenWoods 80 0.3 0.4%
School street project 268 1.0 1.2%
Mosque St. project 555 2.0 2.5%
Lai Yin St and St Jones Street project 155 0.6 0.7%
Kin Wah & Fort Street project 248 0.9 1.1%

5 Other rental properties in HK 1,378 5.0 6.2%
No. 10 Knutsford Terrace 928 3.4 4.2%
Other rental properties in HK 450 1.6 2.0%

6 China property assets 153 0.6 0.7%
Gross NAV 22,281 80.7 100.0%
Net debt* (2,681) (9.7) -12.0%
NAV 19,600 71.0 88.0%

Source: Daiwa      Note: *before reflecting the transfer of the asset value of Park Haven 
and THE SHARP into cash when completed  

Avg since 99: 
0.25x
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Appendix I: Soundwill’s property assets in Causeway Bay  

 Soundwill: its three main retail-property assets in Causeway Bay  

Source: Company 

  Soundwill: its three main retail-property assets in Causeway Bay (cont’d)  

Source: Company 
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 Soundwill Plaza: Burberry’s flagship store in Soundwill Plaza

Source: Daiwa 

 
 Soundwill Plaza: Omega’s flagship store in Soundwill Plaza

Source: Daiwa 

 
 The Causeway Bay area and the location of Midtown  

Source: Jones Lang LaSalle 

 

 Soundwill Plaza II – Midtown 

 

Source: Daiwa 

 Soundwill Plaza II – Midtown: located behind Soundwill Plaza 
and Times Square 

Source: Daiwa 

 
 Soundwill Plaza II – Midtown: a 5-minute walk from Hysan Place  

Source: Daiwa   

Midtown / Soundwill Plaza II

Times Square

Soundwill Plaza

Hysan Place
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Appendix II: the Wanchai area and Soundwill’s 12-14 Lun Fat Street 
project  

 The Causeway Bay area is expanding  

Source: Hopewell, Daiwa 

 
 12-14 Lun Fat Street in Wanchai 

 

Source:  Daiwa   

 
 

12-24 Lun Fat Street

12-14 Lun Fat Street
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Appendix III: Soundwill’s other property projects  

 Soundwill’s residential development landbank  

Source: Company 

 
 Soundwill’s Park Haven project in Causeway Bay 

Source: Company 
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Appendix IV: Others 

 Soundwill’s newly acquired investment property in Tsimshatsui  

Source: Company 

 
 Soundwill: shareholder/corporate structure 

 

Source: Company 
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This research report is produced by Daiwa Securities Capital Markets Co., Ltd and/or its affiliates and is distributed by Daiwa Capital Markets Europe Limited in the European Union, Iceland, 
Liechtenstein, Norway and Switzerland. Daiwa Capital Markets Europe Limited is authorised and regulated by The Financial Services Authority (“FSA”) and is a member of the London Stock 
Exchange, Chi-X, Eurex and NYSE Liffe. Daiwa Capital Markets Europe Limited and its affiliates may, from time to time, to the extent permitted by law, participate or invest in other financing 
transactions with the issuers of the securities referred to herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a position or effect transactions in the 
Securities or options thereof and/or may have acted as an underwriter during the past twelve months for the issuer of such securities. In addition, employees of Daiwa Capital Markets Europe 
Limited and its affiliates may have positions and effect transactions in such securities or options and may serve as Directors of such issuers. Daiwa Capital Markets Europe Limited may, to the 
extent permitted by applicable UK law and other applicable law or regulation, effect transactions in the Securities before this material is published to recipients. 
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This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FSA and should not therefore be distributed to such Retail 
Clients in the United Kingdom. Should you enter into investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that the 
protection afforded by the United Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available. 
 
Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at 
http://www.uk.daiwacm.com/about-us/corporate-governance-and-regulatory. Regulatory disclosures of investment banking relationships are available at 
https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 

Germany 

This document has been approved by Daiwa Capital Markets Europe Limited and is distributed in Germany by Daiwa Capital Markets Europe Limited, Niederlassung Frankfurt which is 
regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the conduct of business in Germany. 

Bahrain 

This research material is issued/compiled by Daiwa Capital Markets Europe Limited, Bahrain Branch, regulated by The Central Bank of Bahrain and holds Investment Business Firm – 
Category 2 license and having its official place of business at the Bahrain World Trade Centre, South Tower, 7th floor, P.O. Box 30069, Manama, Kingdom of Bahrain. Tel No. +973 17534452 
Fax No. +973 535113 

This material is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be made at your own discretion 
and risk. Accordingly, no representation or warranty, express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or correctness of the 
information and opinions contained in this document, Content herein is based on information available at the time the research material was prepared and may be amended or otherwise 
changed in the future without notice. All information is intended for the private use of the person to whom it is provided without any liability whatsoever on the part of Daiwa Capital Markets 
Europe Limited, Bahrain Branch, any associated company or the employees thereof. If you are in doubt about the suitability of the product or the research material itself, please consult your 
own financial adviser. Daiwa Capital Markets Europe Limited, Bahrain Branch retains all rights related to the content of this material, which may not be redistributed or otherwise transmitted 
without prior consent. 
 
United States 
This report is distributed in the U.S. by Daiwa Capital Markets America Inc. (DCMA). It may not be accurate or complete and should not be relied upon as such. It reflects the preparer’s views 
at the time of its preparation, but may not reflect events occurring after its preparation; nor does it reflect DCMA’s views at any time. Neither DCMA nor the preparer has any obligation to 
update this report or to continue to prepare research on this subject.  This report is not an offer to sell or the solicitation of any offer to buy securities. Unless this report says otherwise, any 
recommendation it makes is risky and appropriate only for sophisticated speculative investors able to incur significant losses. Readers should consult their financial advisors to determine 
whether any such recommendation is consistent with their own investment objectives, financial situation and needs. This report does not recommend to U.S. recipients the use of any of 
DCMA’s non-U.S. affiliates to effect trades in any security and is not supplied with any understanding that U.S. recipients of this report will direct commission business to such non-U.S. 
entities. Unless applicable law permits otherwise, non-U.S. customers wishing to effect a transaction in any securities referenced in this material should contact a Daiwa entity in their local 
jurisdiction. Most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as a 
process for doing so. As a result, the securities discussed in this report may not be eligible for sales in some jurisdictions. Customers wishing to obtain further information about this report 
should contact DCMA: Daiwa Capital Markets America Inc., Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-612-7000). 
 
Ownership of Securities 
For “Ownership of Securities” information please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
Investment Banking Relationships 
For “Investment Banking Relationships” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
DCMA Market Making 
For “DCMA Market Making” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Research Analyst Conflicts 
For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The principal research analysts who prepared 
this report have no financial interest in securities of the issuers covered in the report, are not (nor are any members of their household) an officer, director or advisory board member of the 
issuer(s) covered in the report, and are not aware of any material relevant conflict of interest involving the analyst or DCMA, and did not receive any compensation from the issuer during the 
past 12 months except as noted: no exceptions. 
 
Research Analyst Certification 
For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The views about any 
and all of the subject securities and issuers expressed in this Research Report accurately reflect the personal views of the research analyst(s) primarily responsible for this report (or the views of 
the firm producing the report if no individual analysts[s] is named on the report); and no part of the compensation of such analyst(s) (or no part of the compensation of the firm if no individual 
analyst[s)] is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views contained in this Research Report. 
 
The following explains the rating system in the report as compared to relevant local indices, based on the beliefs of the author of the report.  
"1": the security could outperform the local index by more than 15% over the next six months. 
"2": the security is expected to outperform the local index by 5-15% over the next six months. 
"3": the security is expected to perform within 5% of the local index (better or worse) over the next six months. 
"4": the security is expected to underperform the local index by 5-15% over the next six months. 
"5": the security could underperform the local index by more than 15% over the next six months. 
 
Additional information may be available upon request. 
 
Japan - additional notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 
(This Notification is only applicable where report is distributed by Daiwa Securities Co. Ltd.) 
 
If you decide to enter into a business arrangement with us based on the information described in materials presented along with this document, we ask you to pay close attention to the 
following items.  
• In addition to the purchase price of a financial instrument, we will collect a trading commission* for each transaction as agreed beforehand with you. Since commissions may be included in 

the purchase price or may not be charged for certain transactions, we recommend that you confirm the commission for each transaction.  
• In some cases, we may also charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your securities, if you are a non-resident of Japan.  
• For derivative and margin transactions etc., we may require collateral or margin requirements in accordance with an agreement made beforehand with you. Ordinarily in such cases, the 

amount of the transaction will be in excess of the required collateral or margin requirements.  
• There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest rates, exchange rates, stock prices, 

real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount of the collateral or margin requirements.  
• There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by us.  
• Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as certified public accountants.  

*The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current market conditions and the content of 
each transaction etc.  

 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take responsibility for your own decisions 
regarding the signing of the agreement with us.  
 
 Corporate Name:  Daiwa Securities Co. Ltd. 
  Financial instruments firm: chief of Kanto Local Finance Bureau (Kin-sho) No.108  
 Memberships:  Japan Securities Dealers Association, Financial Futures Association of Japan 
  Japan Securities Investment Advisers Association 
  Type II Financial Instruments Firms Association 
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