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KWG (1813 HK)

Attractive valuation

Revenue and core profit increased by 207% to RMB10.6bn and 28.1% to
RMB2.51bn in 1H19, respectively. We estimate end-20 NAV to be HK$19.00. As
a result, we cut TP from HK$11.82 to HK$11.04. Maintain BUY.

B Core profit gained 28% to RMB2.5bn in 1H19. Delivery GFA jumped 152%
to 0.65mn sg m and recognized ASP advanced 34.9% to RMB15,014 per sq
m in 1H19. Meanwhile, rental income expanded 138% to RMB320mn in the
period as more investment properties (IP) operated. Total revenue soared
by 207% to RMB10.6bn. GM enlarged by 3.9ppts to 35.0% in 1H19.
Although net finance expenses increased by 57% to RMB1.0bn, it offset by
6x increase in profit from JCE (about RMB2.68bn) in 1H19. Net and net profit

advanced 1.7x to RMB6.0bn and 28.1% to RMB2.51bn in 1H19, respectively.

B 50% hit rate of contracted sales by Jul. In 1H19, 95 new projects were
launched for pre-sales, of which 15 were new ones. Contracted sales
amount and area soared by 11% to RMB36.0bn and 12% to 2.12mn sq m in
1H19, respectively. Including the contracted sales of RMB®6.71bn in Jul,
KWG achieved hit rate of 50% based on full year sales target of RMB85bn
by Jul. About RMB100bn saleable resources are available in 2019, of which
33% and 32% are located at GBA and YRD. As at Jun 2019, presold and
unbooked properties amounted RMB53bn (attributable).

B 17.72mn sg m attributable land bank in 38 cities. KWG acquired 16 new
projects of attributable GFA of 1.75mn sg m. As at Jun 2019, the Company
had invested 153 properties projects in 38 cities with attributable GFA of
17.72mn sq m. Average land cost was RMB5,000 per sq m, which is
equivalent to 29.4% of pre-sales ASP in 1H19. Total saleable resources
amounted to RMB503bn, of which 52% are in GBA. Furthermore, KWG had
signed urban redevelopment agreements with 12 villages in GBA in total
GFA of 11mn sq m.

B Recurring income increased 51% in 1H19. Recurring income increased
by 51% to RMB1.07bn in 1H19. Eight offices, eight shopping malls and 13
hotels are in operation now. Nine new shopping malls and six new office
buildings will be completed and commence operation in coming future.

B Reiterate BUY. We raise our core earnings forecast by 3.0% to RMB4.87bn in
2019. We also forecast end-20 NAV to be HK$19.00. As a result, we cut TP
from HK$11.82 to HK$11.40, based on 40% discount to NAV.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (RMB mn) 11,543 7,477 23,049 25,805 30,859
YoY growth (%) 30 -35 208 12 20
Net income (RMB mn) 3,620 4,035 8,322 5,780 6,042
EPS (RMB) 1.17 1.28 2.64 1.83 1.92
YoY growth (%) 1.9 9.2 106.7 -30.5 4.5
P/E (x) 5.1 4.6 2.2 3.2 31
P/B (x) 0.7 0.6 0.5 0.5 0.4
Yield (%) 6.9 9.5 11.8 13.0 135
ROE (%) 131 13.6 23.0 145 13.9
Net gearing (%) 67.9 64.8 73.0 78.9 77.0

Source: Company data, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 20,922
Avg 3 mths t/o (HK$ mn) 56.3
52w High/Low (HK$) 9.59/4.64
Total Issued Shares (mn) 3,175

Source: Bloomberg

Shareholding Structure
Kong Jian Min 62.74%
Free float 37.26%

Source: HKEx

Share Performance

Absolute Relative
1-mth -16.0% -6.9%
3-mth -19.7% -14.2%
6-mth -14.0% -3.8%
12-mth -28.7% -21.0%

Source: Bloomberg
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Figure 1: 2019 interim results

1H19 1H18 Growth
(Rmb mn) (Rmb mn) (%) Remark
Turnover 10,647 3,464 207.4%
-Property development 9,713 2,853 240.4% 1.5x gain in delivery GFA & 35% rise in ASP drove revenue growth in 1H19
-Property investment 320 135 137.8% New IP commenced operation
-Hotel 251 223 12.6% Suzhou Courtyard opened in Sep 2018
-Property management 363 253 43.6%
Cost of Sales (6,915) (2,386) 189.9%
Gross Profit 3,732 1,078 246.2% GM enlarged 3.9ppts to 35.0% in 1H19
Other operating income 1,140 1,674 -31.9%
Distribution Cost (375) (208) 80.1%
Administrative Expenses (913) (546) 67.2%
Other Expenses 9) (1) 560.0%
EBIT 3,575 1,996 79.1%
Net finance expenses (1,005) (642) 56.6% Less interest capitalized in 1H19
Associated 2,682 385 595.8%
Exceptional 3,055 1,186 157.6% Revaluation gain of investment properties
Pre-tax Profit 8,307 2,926 183.9%
Taxation (2,158) (762) 183.3%
Profit after Tax 6,149 2,164 184.1%
Minority (186) 7 N.A.
Net Profit 5,964 2,171 174.6% Declared interim dividend of Rmb0.32
Core 2,514 1,961 28.1%

Source: Company data

Figure 2: 1H19 contracted sales breakdown

Figure 3: 2H19 saleable resources breakdown
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Figure 4: Cash flow in 1H19

Source: Company data

Amount

Proceeds from pre-sales
Land premium paid
Construction cost

Interest expenses

SG&A expenses

Tax

Net operating cash outflow

23,120
(9,506)
(9,667)
(3,480)
(1,634)
(2,542)
(3,709)

(RMB mn)

Source: Company data
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Figure 5: Earnings revision

New Old Diff (%)
RMB mn FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 23,049 25,805 30,859 22,775 25,490 30,488 1.2% 1.2% 1.2%
Gross Profit 8,370 9,235 10,518 8,124 8,953 10,184 3.0% 3.2% 3.3%
EBIT 7,521 8,471 9,738 6,927 7,737 8,943 8.6% 9.5% 8.9%
Net profit 8,322 5,780 6,042 4,728 5,238 5,431 76.0% 10.3% 11.3%
Core profit 4,872 5,780 6,042 4,728 5,238 5,431 3.0% 10.3% 11.3%
EPS (RMB) 2.64 1.83 1.92 1.50 1.66 1.72 76.0% 10.3% 11.3%
Gross Margin ~ 36.3%  35.8%  34.1% | 357%  35.1%  334% | 0.6ppt 0.7ppt 0.7 ppt
EBIT Margin 326%  32.8%  31.6% | 30.4%  30.4%  29.3% | 22ppt 25ppt 2.2 ppt
Net Margin 36.1% 22.4% 19.6% 20.8% 20.5% 17.8% | 153 ppt 1.8 ppt 1.8 ppt
Source: CMBIS estimates
Figure 6: End-20 NAV
NAV/share
(Rmb mn) (HK$ mn) (HK$) % of NAV Remark
Properties under development 72,834 81,198 25.58 135% WACC of 7.9%
Investment property 10,645 11,867 3.74 20%  8-10% cap rate
Hotel 3,548 3,956 1.25 7% Rmn 1.0-4.8mn per room
Gross Amount 87,028 97,021 30.56 161%
Net debt (32,910)  (36,689) (11.56) -61%  Dec-20
NAV 54,118 60,332 19.00 100%

Source: CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Financial Summary

Income statement

Cash flow summary

YE Dec 31 (RMB mn) FY17A FY18A FYI19E FY20E FY21E YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 11,543 7,477 23,049 25,805 30,859 EBIT 2,782 3,307 7,521 8,471 9,738
Property sales 10,432 6,064 21,151 23,665 28,398 D&A 147 158 234 322 349
Rental 231 379 675 775 915 Change in working capital (15,567) (7,742) (4,591) (7,100) (3,700)
Hotel 424 468 543 565 621 Income tax paid (710) (1,103) (1,094) (1,530) (2,410)
Property management 455 566 680 800 925 Others 3,879 3,109 5,063 2,825 6,340
Cost of sales (7,523) (5,026) (14,679) (16,569) (20,341) Net cash from operating (9,469) (2,272) 7,133 2,988 10,317
Gross profit 4,020 2451 8,370 9,235 10,518
Capex (870) 1,051 (8,966) (2,936) (4,942)
Other income and gains 633 2,703 1,756 1,533 1,751 Associates/JV (1,174) (4,993) (1,832) (3,000) (5,000)
Distribution expenses (433) (532) (645) (723) (833) Other 0 0 0 0 0
Administrative expenses (937) (1,314) (1,844) (1,445) (1,543) Net cash from investing (2,043) (3,943) (10,799) (5,936) (9,942)
Other expenses (502) (2) (1150 (129) (154)
Operating profit 2,782 3,307 7,521 8,471 9,738 Equity raised 0 0 0 0 0
Change of Debts 26,139 19,166 10,418 6,800 4,100
Finance expenses (330) (1,070) (2,058) (2,308) (2,446) Dividend paid (1,093) (1,156) (1,988) (2,209) (2,429)
Associates/JV 1,808 1,440 3,049 2,557 2,250 Other (74) 1,546 0 0 0
Exceptional 1,205 1,715 3,055 0 0 Net cash from financing 24,972 19,556 8,430 4,591 1,671
Pre-tax profit 5,565 5,391 11,567 8,720 9,543
Net change in cash 13,459 13,341 4,765 1,644 2,046
Profits tax (1,950) (1,236) (2,995) (2,610) (3,110) Cash at the beginning 25,771 39,199 52,578 57,359 59,020
Minority interest 15 (119) (250) (330) (391) Exchange difference (31) 38 17 17 17
Perpetual 0 0 0 0 0 Cash at the end 39,199 52,578 57,359 59,020 61,083
Net profit 3,620 4,035 8322 5780 6,042 Pledged deposit 1,268 4,099 3,070 3,070 3,070
Core profit 3,623 3,812 4,872 5780 6,042 CashatBS 40,467 56,677 60,429 62,090 64,153
Balance sheet Key ratios
YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E YE Dec 31 FY17A FY18A FY19E FY20E FY21E
Non-current assets 53,207 63,761 74,380 80,180 89,900 Sales mix (%)
Fixed asset 4,174 5351 6,080 6,200 6,800 Property sales 90.4 811 918 917 920
Investment properties 13,719 17,491 25,500 28,000 32,000 Rental 2.0 51 2.9 3.0 3.0
Associates/JV 32,832 38,168 40,000 43,000 48,000 Hotel 3.7 6.3 2.4 2.2 2.0
Intangible assets 0 0 0 0 0  Property management 3.9 7.6 3.0 3.1 3.0
Other non-current assets 2,483 2,752 2,800 2,980 3,100 Total 100.0 100.0 100.0 100.0 100.0
Current assets 81,738 120,776 130,849 140,610 147,073 Profit & loss ratios (%)
Cash 40,467 56,677 60,429 62,090 64,153 Gross margin 34.8 32.8 36.3 35.8 34.1
Account receivable 3,499 7,364 9,200 9,800 10,200 Pre-tax margin 241 442 326 328 316
Inventories 37,449 56,222 60,500 68,000 72,000 Netmargin 31.4 54.0 36.1 22.4 19.6
Other current assets 323 513 720 720 720 Effective tax rate 35.1 22.9 259 29.9 32.6
Current liabilities 49,407 89,909 89,800 96,400 105,700 Balance sheet ratios
Borrowings 3,741 17,364 13,200 15,000 16,100 Current ratio (x) 1.7 1.3 15 15 1.4
Trade and other payables 2,644 4,077 5600 6,600 7,300 Receivable day 110.6 359.5 1457 138.6 120.6
Contract liabilities 8,455 21,729 25,000 28,000 35,000 Payable day 83.6 199.0 88.7 93.4 86.3
Deferred taxation 6,638 6,852 8,000 8,800 9,300 Inventory day 1816.9 4082.8 1504.4 1498.0 1292.0
Other current liabilities 27,929 39,887 38,000 38,000 38,000 Netgearing ratio (%) 67.9 64.8 73.0 78.9 77.0
Non-current liabilities 57,292 62,068 77,402 82,682 85,882 Returns (%)
Borrowings 55,905 60,418 75,000 80,000 83,000 ROE 13.1 13.6 23.0 14.5 13.9
Other non-current liabilities 1,387 1,649 2,402 2,682 2,882 ROA 2.7 2.2 4.1 2.6 2.5
Shareholders' equity 27,607 29,567 36,207 39,778 43,391 Per share data
Minority interest 638 2,993 1,820 1,930 2,000 EPS (RMB) 1.17 1.28 2.64 1.83 1.92
Perpetual bond 0 0 0 0 0 DPS (RMB) 0.41 0.56 0.70 0.77 0.80
Total equity 28,246 32,561 38,027 41,708 45,391 BVPS (RMB) 8.75 9.32 1141 1253 13.67

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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