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Upgrade to Buy rating on valuation and strong sales momentum

Upgrade to Buy on valuation, strong sales momentum and strong balance
sheet; marginal easing reduces funding pressure for developers

We upgrade Aoyuan to Buy. The company has maintained a faster-than-peer
sales momentum on sufficient landbank, strong execution and a strong balance
sheet. We are marginally more constructive on property sector in 2019. The
easier credit environment both onshore and offshore, the marginal easing on
mortgage and purchase restriction in selective cities to support end demand
may reduce the funding pressure on property sector. We continue to expect
consolidation and increased concentration in the sector.

2018 earnings preview: strong revenue booking and stable GPM; 2019:
new launch of Rmb 190bn to support a 25%-30% contracted sales growth
We forecast 2018 revenue to grow by 61.8% YoY to RMB 30.9bn with a slight
improvement in gross margin at 29%. We forecast attributable net profit to grow
by 61.2% and attr. net margin of 8.5%. The company has achieved RMB 91.3
bn contracted sales in 2018, doubling its size and also exceeding its target of
Rmb 73bn by 25%. During 2016-2018, contracted sales were growing at a
CAGR of 89%. This would support a strong revenue booking in 2019-2020.

2019 contracted sales target of Rmb 110-120 bn or 25%-30% growth

In 2018, due to strong execution, Aoyuan attributable sales ranking improved
to #34 from #43 in 2017. Its sufficient land bank and saleable resources of Rmb
327.5bn (as of Jun-18) would support a new launch of Rmb 190bn. Assuming
60-65% sell-through rate, this would translate to a Rmb 110-120bn contracted
sales in 2019. The company has maintained its land acquisition strategy of 30-
40% contracted sales each year and now has covered almost all Tier 1 and
core T2/T3 cities. As of 1H18, its saleable resources were concentrated in
affluent parts of the country with 49% in South China, 18% in core cities in
Central and Western China, 18% in East China, 8% in overseas market.

GPM is expected to be above 25% in next 3 years

We expect gross margin would stay at a relatively stable level and above 25%
in 2018e-2020e, factoring the rise in land cost and construction cost. As a
result, core attr. net profit will grow at a CAGR of 73% during 2018-2020e.

Sufficient funding to cover maturing dollar bonds in 2019-2020

During Jan-Feb 2019, Aoyuan has issued three dollar bonds: US$275m
Aoyuan 2021 at 7.95%, US$500m Aoyuan 2022 at 8.50% and US$225m
Aoyuan 2023 at 7.95%. Total proceeds of US$1bn is sufficient to cover the
maturing dollar bonds in 2019/20 of US$675M. Net gearing ratio was at 67.5%
as at Jun-18. To take advantage of the easing credit in offshore market, the
company shall explore more opportunities in club loan market.

Revise up price target to HK$8.90, 31% upside, upgrade to “Buy”

Our price target of HK$8.90 implies 55% discount to Dec-19 NAV. The stock is
trading at 60% discount to Dec-19 NAV, 3.5x 2019e core PE and 0.9x 2019e
PB.

Stock code: 3883.HK
Rating: Buy
Previous: Hold

Price target (HK$) 8.90
Previous price target (HKS) 8.10
Current price (HKS, 1 Mar 2019) 6.81
Upside/downside % 31%
Market cap (HKS m) 18,236
Market cap (USS m) 2,324
Avg daily turnover (HKS m) 64

Source: Bloomberg, AMTD Equity Research

Key forecasts

(RMB m) 2017 2018e 2019e 2020e
Revenue 19,115 30,934 50,211 70,299
yoy % 616% 61.8% 623% 40.0%
Attr NP 1638 2672 4419 6,884
yoy % 86.0% 631% 654% 55.8%
Core Attr NP 1,386 2,358 4,106 6,570
yoy % 150.8% 57.2% 654% 55.8%

Gross margin  26.7% 291% 272% 27.3%
Net gearing 510% 9.7% 66.8% 90.9%

EPS 0.52 0.88 154 246
DPS 0.15 0.16 026 041
BPS 3.80 4.64 6.03 820

Source: Company data, AMTD Equity Research

Valuation
2017  2018¢  2019¢  2020e
P/E 10.3 6.0 35 2.2
P/BV 14 1.1 0.9 0.6
Div.

yield 2.8% 3.0% 4.9% 7.7%
ROE 178%  237%  31.0%  36.2%
ROA 1.7% 1.9% 2.7% 3.8%

Source: Bloomberg, AMTD Equity Research
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Figure 1: P&L forecast and key ratios

YoY growth

PnL, RMB mn 2016 2017 2018e 2019 2020e 2016 2017 2018e  2019e  2020e
Revenue 11,827 19,115 30,934 50,211 70,299 23.6% 61.6%  618%  623%  40.0%

Sales of properties 11,240 17,960 29,548 48,687 68,622
Cost of sales (8,550)  (14,004) (21,942)  (36,536)  (51,080)
Gross profit 3,277 5,111 8,992 13,675 19,219 23.8% 56.0%  759%  521%  40.5%
Selling expenses (592) (926) (1,552) (2,168) (2,515) 21.2% 56.4% 67.6% 397%  16.0%
Administrative expenses (489) (800) (1,598) (2,054) (2,383) 21.8% 63.4% 99.8%  286%  16.0%
Share of post-tax loss of
an associate - 0 0 0 0
Share of post-tax
(losses)/profits of joint
ventures (32) (116) (58) (58) (58)

153.4

Finance costs (157) (268) (239) (606) (898) 721% 70.2% 10.7% % 48.2%
Profit before tax 2,085 3,626 5,544 8,789 13,365 10.6% 73.9% 529% 585%  52.1%
Income tax expense (1,078) (1,673) (2,558) (4,055) (6,167)
Profit for the year 1,007 1,952 2,986 4,733 7,198 10.9% 93.9% 53.0% 585% 52.1%
Profit for the year
attributable to:
Net profit 881 1,638 2,672 4,419 6,884 8.5% 86.0%  63.1%  654%  55.8%
Core net profit 678 1,700 2,672 4,419 6,884 183%  150.8%  57.2%  654%  55.8%
Non-controlling interests 126 314 8.6% 8.8% 9.8%
Dividends 245 259 423 699 1,089
Special Dividends - 142
EPS - basic 0.32 0.61 1.00 1.65 2.58
EPS-underlying 0.20 0.52 0.88 1.54 2.46
DPS - basic 0.09 0.15 0.16 0.26 0.41
BVPS 3.27 3.80 4.64 6.03 8.20
Key Ratios, RMB mn 2016 2017 2018e 2019e 2020e
GPM 21.7% 26.7% 29.1% 27.2% 27.3%
NPM 7.4% 8.6% 8.6% 8.8% 9.8%
Core NPM 5.7% 8.9% 8.6% 8.8% 9.8%
ROA 1.5% 1.7% 1.9% 2.7% 3.8%
ROCE 2.9% 3.3% 4.2% 6.6% 8.1%
ROE 7.9% 17.8% 23.7% 31.0% 36.2%
Total Debt / EBITDA 8.2x 10.4x 5.1x 4.4x 3.9x
Total Debt / Equity 125.6%  148.8% 98.5% 122.2% 138.9%
Total Debt /
Capitalization 55.7% 59.8% 49.6% 55.0% 58.1%
Net Debt / EBITDA 3.3x 3.6x 0.5x 2.4x 2.5x
Net Debt / Equity 50.7% 51.0% 9.7% 66.8% 90.9%
Net Debt / Capitalization 22.5% 20.5% 4.9% 30.1% 38.0%
Current Ratio 165.5%  1536%  175.3% 165.5% 181.7%
Cash / Total Assets 16.5% 21.1% 17.2% 11.0% 9.8%

Inventory / Total Assets 66.1% 61.4% 68.3% 76.0% 79.0%
Net debt / Net Inventory 16.9% 17.9% 2.8% 17.4% 23.4%

Quick Ratio 1352%  1185%  143.0% 146.2% 163.1%
Cash Ratio 30.3% 35.1% 32.3% 19.3% 18.7%
Interest Coverage 1.3x 1.8x 0.0x 0.0x 0.0x

Source: Company data, AMTD Equity Research
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IMPORTANT DISCLOSURES

AMTD Investment Ratings

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

Analyst Certification

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

Firm Disclosure

AMTD Global Markets Limited has an investment banking relationship with Aoyuan and/or its affiliate(s) within the past 12
months.

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

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

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

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

The facts, estimates, opinions, forecasts and any other information contained in the research report are as of the date hereof
and are subject to change without prior notification. AMTD, its group companies, or any of its or their directors or employees
(“AMTD Group”) do not represent or warrant, expressly or impliedly, that the information contained in the research report is
correct, accurate or complete and it should not be relied upon. AMTD Group will accept no responsibilities or liabilities
whatsoever for any use of or reliance upon the research report and its contents.

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

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

AMTD controls information flow and manages conflicts of interest through its compliance policies and procedures (such as,
Chinese Wall maintenance and staff dealing monitoring).
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The research report is strictly confidential to the recipient. No part of this research report may be reproduced or
redistributed in any form by any means to any other person without the prior written consent of AMTD Global Markets
Limited.
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