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A Major Step in Building a Healthcare and Beauty Business Empire

Aoyuan acquired a land to develop a Healthcare and Beauty Complex
in Shanghai, which we estimate will generate a ROIC of ~14% for the
project itself. China Aoyuan Group (3883.HK) will bear the cost of the
construction, so that Aoyuan Healthy life will remain asset-light. This
marks a major step in Aoyuan Healthy Life in developing its Healthcare
and Beauty Empire, in our view.

Development of Aoyuan'’s first Healthcare and Beauty Complex

On 12 Dec 2019, Aoyuan Healthy Life announced that they have
successfully acquired a land in Shanghai Fengxian District to develop a
Healthcare and Beauty Industrial Complex. We believe this is a key
milestone in realizing the company’s long term vision into the development
of Healthcare and Beauty business line. Company also announced on 17
Dec 2019, that China Aoyuan Group will bear the cost of construction which
should allay investors’ concerns that Aoyuan Healthy Life is diverting away
from their asset-light Prop Management + Healthcare business model. We
believe that the development of the hardware (i.e. the complex) is only the
first step. The more important assets are the Healthcare and Beauty
business network that it will help Aoyuan build up and establish themselves
in this new industry, in our view.

We estimate ~14% ROIC for the project, driving shareholders’ returns
The land cost was only RMB82m for a Scientific Research and Design use
land with GFA of 75,923sgm. This implies an AV of RMB1,080/sgm. If we
add in a construction cost of ~RMB6,000/sgm the total cost of the complex
will only be ~RMB7,000/sgm. To assess the value of this project, we can
assume a rental value of ~RMB80/sgm/month, the unleveraged ROIC will be
~14%, plus the potential profits that will be generated from Aoyuan’s
Healthcare and Beauty businesses developed inside this complex. Just as
a reference point, residential/commercial land sites in Shanghai Fengxian
District has an AV of ~NRMB15,000/sqgm and residential properties are selling
at an ASP of ~RMB30,000-35,000/sgm.

New Service Offering to Aoyuan Community

Customer acquisition cost is often a key obstacle when building any new
business, but Aoyuan Healthcare can easily leverage on their community of
potential customers living in their properties and cross-sell such Healthcare
& Beauty services to this existing customer base, which we estimate at
~500,000 as of 2019. This will add to the earnings growth of the company in
additional to the steady stream of property management fees.

Management expertise already in place to create value

Aoyuan Healthy Life has already added a strong management team of
Healthcare specialists to help develop the Healthcare Business. Mr. Su Bo,
Executive Vice President of Aoyuan Healthcare was previously President of
Panyu Central Hospital and has extensive experience in Healthcare Industry.
Meanwhile, Mr. Bai Chengmin, VP of Aoyuan Healthcare and GM of Aoyuan
Medical Beauty, was previously CEO of Oracle Medical Group which had 70
beauty clinics across Asia.
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Rating: Buy

Price target (HK$) 7.0
Current price (HK$, 16 Dec 2019) 5.64
Upside/downside % 24%
Market cap (HK$ m) 22,832
Market cap (US$ m) 2,946
Avg daily turnover (US$ m) 3.6
Source: Bloomberg, AMTD Equity Research
Key forecasts
(RMB m) 2018 2019e 2020e 2021e
Revenue 619 893 1275 1,771
yoy % 419% 444% 427% 38.9%
Net profit 78 123 208 293
yoy % 119% 575% 689% 40.7%
Adjusted NP 94 150 208 293
yoy % 119% 575% 689% 40.7%
Gross margin 33.7% 344% 344% 34.6%
Net gearing Net Cash Net Cash Net Cash Net Cash
EPS 0.13 0.21 029 040
DPS 0.00 0.05 0.08 0.1
BPS 0.16 0.17 1.14 1.42
Source: Company data, AMTD Equity Research
Valuation
2018 2019  2020e  2021e
PIE 38.0 24.6 17.7 126
P/BV 322 29.3 45 36
DG 00%  16%  23%  32%
yield
ROE 66.2%  289%  224%  24.8%
ROA 146%  105%  157%  18.0%

Source: Bloomberg, AMTD Equity Research
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Figure 1: Aoyuan Healthy Life Financial Forecasts and Key ratios

PnL, RMB mn 2017 2018 2019 2020e 2021e
Revenue 436.0 618.8 8934 12746 1,770.6
COGS (287.5) (“10.1) (586.2) (836.1) (11582
Gross Profit 148.5 2088 307.2 4385 6123
Selling and marketing expenses 0.3 (1.3 (1.4) (1.9) 27)
General and administraive expenses 41.9 (89.0) (115.3) (161.9) (221.3)
Impairment losses on trade receivables (2.0) (1.0) (0.5) (0.5 0.7)
IPO expenses (4.6) (15.5) (27.0) - -
Other income and other gains and losses 0.8 6.6 82 15.1 19.3
Interests on bank borowing - (0.0) - - -
Profit before tax 100.4 108.5 7.2 289.2 406.9
Income tax expense (30.5) (30.2) (47.9) (81.0) (113.9)
Net profit 69.9 783 123.3 208.2 293.0
Shareholders' Profit 69.8 781 1231 208.0 2927
Minority Interest 0.2 0.1 0.1 0.2 0.3
Shareholders' Core Net Profit 744 93.7 150.1 208.0 292.7
Dividends - 170 39 60 83
Special Dividends - - - - -
EPS - basic - 011 017 029 0.40
EPS-underlying - 0.13 021 029 0.40
DPS - basic - 0.05 0.08 0.1
BPS 0.16 017 1.14 142
Cash Flow Statement, RMB mn 2017 2018 2019e 2020e 2021e
Profit Before Tax 100.4 108.5 7.2 289.2 406.9
Operating CF before Working Cap 104.3 107.5 174.4 2923 4101
PUD 0.0 0.0 (0.1) - (0.0)
Trade & Other Receivables (53.8) 29 42 (32.5) 75
Trade & Other Payables 90.3 292 (5.8) 434 34
Increase in contract liabilities 96 757 (27.2) 422 1.7
Deferred Contract Costs (5.8) 27 1.1 (36) 205
Others (106.9) 55 (31.5) (107.8) (1154)
Net Operating Cashflows 371.7 223.6 115.2 233.9 337.9
Net Investing Cashflows 5.6 (249.2) (1.1) (21) (21)
Bank & Other Borrowings - 18 -
Others 51.4 40.5 577.0
Net Financing Cashflows 51.4 42.2 577.0
Net Cash Flows 94.7 16.6 691.1 21.8 335.8

Balance Sheet, RMB mn 2017
Property, plantand equipment 56
Intangible assets 39
Goodwill 35
Deferred tax assets 15
Deposits paid for acquisition of PPE -
Deferred contract costs 34
Amount due from a fellow subsidiary -
Non-current assets 179
Inventories and other contract costs 0.1
Trade and other receivables 87.3
Deferred contract costs 1.2
Amounts due from fellow subsidiaries 2834
Amounts due from related parties 6.7
Bank balances and cash 164.4
Current assets 553.0
Contract Liabilities 451
Bank and Other Borrowings -
Trade and Other Payables 196.5
Others 2173
Current liabilities 4589
Deferred tax liability 1.0
Others -
Non-current liabilities 1.0
Capital and reserves 1105
Shareholders' equity 110.5
Non-controlling interests 05
Total equity 111.0
Key Ratios, RMB mn 2017
GP Margins 34%
Net Margins 16%
Core Atiri Net Margins 17%
ROE 73%
ROA 15%
Net Debt/ Total Equity Net cash
Net Debt/ Shareholders' Equity Net cash
Total Assets / Total Equity 514%
Total Assets / Shareholders' Equity 517%
Asset Tumover 7%

2018 2019 20208 2021e
127 127 127 127
30 24 19 16
35 35 35 35
74 74 74 74
11 - . .
23 23 23 23
30.0 283 2738 274
01 02 02 02
87.0 824 144 106.1
95 84 120 85)
1759 1636 1933 196.2
02 07 08 09
2003 8914 11282 14500

4131 1,146.6 1,444.0 1,754.0

120.8 936 135.8 147.5
18 18 18 18
2262 2205 263.9 267.3
21.2 317 34.8 36.4
376.0 3476 436.3 452.9
0.8 0.8 0.8 0.8
0.8 0.8 0.8 0.8
125.7 825.9 1,034.2 13271
1257 825.9 1,034.2 1,3271
0.6 0.6 0.6 0.6
126.3 826.6 1,034.8 1,327.8
2018 2019e 2020 2021e
34% 34% 34% 35%
13% 14% 16% 17%
15% 17% 16% 17%
66% 29% 2% 25%
15% 10% 16% 18%
Net cash Net cash Net cash Net cash
Net cash Net cash Net cash Net cash
398% 142% 142% 134%
400% 142% 142% 134%
15% 106% 96% 109%

Source: Company data, AMTD Equity Research
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Valuation and Risks

DCF valuation — HK$7.0 per share

Our price target of HK$7.0 is based on the three-stage discounted cash flow model. This
implies 2020e P/E (recurring) of 21.5x (in-line with industry average). We use a three-
stage DCF model to derive our valuation. In the first stage (the fast growth stage), we
forecast explicitly five year of free cash flows to the enterprise. In the second stage
(medium term), the growth rates are gradually phased down towards the perpetual growth
rate. We derive the terminal multiple using the standard (1+g)/(wacc-g). This cash flow
stream is discounted using 11.7% weighted average cost of capital (“WACC”) assumption.

Figure 2: Derivation of DCF valuation

Stage 1 518
Stage 2 1,214
Stage 3 1,854
Net cash 890
Total equity value (Rmb mn) 4,475
Total equity value (HK $mn) 5,085
Shares outstanding (mn) 726
| Dec-20 Price target (HK$) 7.0 |
Implied 2019e PE 29.8x
Implied 2020e PE 21.5x

Source: AMTD Research

Figure 3: Peers Valuation comparison
Date 12/16/2019 Share Price ADTV Mkt cap
(HK$) (USD mn) (USD mn) | FY18 PIE FY19E P/E FY20E P/E| FY18 PIB FY19E P/B FY20E P/B| Div. yield

Equity

China Property Management

3662 HK  Aoyuan Healthy Life 5.64 3.57 526 37.9x 24.6x 17.7x 32.2x 29.3x 4.5x NA
2168 HK  Kaisa Prosperity 18.80 1.07 338 37.6x 17.8x 13.4x 5.2x 4.6x 3.6x] NA
6098 HK  Country Garden Services 26.30 17.33 9,152 71.2x 46.9x 35.3x 29.1x 14.4x 11.1x] 0.5%
3319 HK  A-Living Services 26.85 19.68 4,595 43.3x 31.4x 22.4x 2.1x 6.0x 5.1x 0.0%
1778 HK  Colour Life 4.20 1.85 767 11.1x 10.3x 8.9x] 1.8x 1.5x 1.4x 3.7%
2869 HK  Greentown Service 8.04 6.76 2,878 47.3x 39.2x 29.9x 9.6x 8.3x 6.9x] 0.9%
Total 41.4x 28.4x 21.2x 13.3x 10.7x 5.4x

Source: Bloomberg Estimates, “AMTD Equity Research Estimates
Note: As of 16t Dec, 2019; *Div Yield is Trailing Dividend Yield

Key Risks

Key risks for the stock includes (1) the capital deployed into Healthcare and Beauty sector
will create uncertainty and business risks; (2) Slower than expected project completion
and delivery of property projects affecting the growth in Properties Under Management.

AMTD Equity Research 3
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IMPORTANT DISCLOSURES

AMTD Investment Ratings

Buy Stock with potential return of over 20% over the next 12 months

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

Sell Stock with potential loss of over 20% over the next 12 months
Analyst Certification

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

Firm Disclosure

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

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

GENERAL DISCLOSURES
The research report is prepared by AMTD Global Markets Limited (fAMTD”) 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 (i) 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 fithess for a particular purpose or use. Third party content providers shall not be
liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses,
legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content. Credit
ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They
do not address the suitability of securities for investment purposes, and should not be relied on as investment advice.

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

AMTD controls information flow and manages conflicts of interest through its compliance policies and procedures (such as,
Chinese Wall maintenance and staff dealing monitoring).

The research report is strictly confidential to the recipient. No part of this research report may be reproduced or

redistributed in any form by any means to any other person without the prior written consent of AMTD Global Markets
Limited.
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