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China Aoyuan (3883 HK)

One of our top picks

Revenue and core profit gained by 19% YoY to RMB28.2bn and 21% YoY to
RMB2.45bn in 1H20, respectively. Given contracted sales amount of RMB60bn
in 7M20, hit rate was 46% by Jul. The Company acquired land bank through multi-
method. As of Jun 2020, total land bank amounted to 48.74mn sq m (attributable:
78%). We maintain our TP of HK$15.48. Reiterate BUY recommendation.

B Core profit surged 21% YoY in 1H20. Revenue and net profit increased by
19.3% YoY to RMB28.2bn and 6.3% YoY to RMB2.42bn in 1H20, respectively.
The rise in revenue was driven by 39% increase of delivery GFA to 2.88mn sq
m in the period. Profit margin was stable but effective tax rate expanded by
5.1ppts to 53.6% in 1H20. Excluding FX loss and revaluation gain in investment
properties (IP), core earnings soared 21.0% YoY to RMB2.45bn in 1H20.

B 46% hit rate by Jul. Contracted sales amounted to RMB60.4bn in 7M20, up
0.2% YoY. Aoyuan accomplished 46% of full year sales target of RMB132bn
by Jul. The Company plans to launch RMB220bn worth of properties for
sales in 2020. It will strengthen the sales pace in the Southern China for the
rest of the year in order to complete the sale plan. Furthermore, the
acquisition 29.3% stake of Kinghand Industrial (000615 CH, NR) will
supplement the sales force in Northern China.

B Multi-channel land bank replenishment. Aoyuan acquired 44 property
projects with total GFA of 6.95mn sg m (attributable: 76%) in 1H20. As of Jun
2020, total land bank was 48.74mn sq m (attributable: 78%) and spanned 90
mainland and overseas cities. Average land cost is RMB2,727 per sq m.
Beside the traditional land bank acquisition method such as auction, Aoyuan
obtains land bank by M&A and urban redevelopment projects. In the period, it
acquired 29.3% interest of Kinghand Industrial which has projects in Beijing,
Tianjin, Chongqing, Chengdu, Nanjing, Guangdong and Hebei, etc.
Furthermore, it has participated in over 50 urban redevelopment projects with
estimated saleable GFA of 17.59mn sg m, of which 95% are located in GBA.

B Reiterate BUY. As of Jun 2020, pre-sales and unbooked properties totaled
RMB180bn that provided a high earning visibility next two years. Net gearing

ratio stood at 79.8% while cash/short term debt ratio was 1.5x as of Jun 2020.

Financial position was healthy. We slightly adjust our earnings forecast by
inclusion of revaluation gain of IP. We forecast net profit to grow by 57% to
RMB6.58bn in 2020 and 13% to RMB7.40bn in 2021. We maintain our TP
of HK$15.48, based on 50% discount to end-20 NAV of HK$30.95.

Earnings Summar
(YE 31 Dec)

FY18A FY19A FY20E FY21E FY22E

Revenue (RMB mn) 31,006 50,531 82,856 96,702 117,850
YoY growth (%) 62.2 63.0 64.0 16.7 21.9
Net income (RMB mn) 2,409 4,201 6,577 7,399 8,720
EPS (RMB) 0.90 1.56 2.44 2.75 3.24
YoY growth (%) 46.6 74.0 56.2 125 17.9
Consensus EPS N.A. N.A. 2.33 3.02 3.69
P/E (x) 9.6 55 35 3.2 2.7
P/B (x) 2.0 1.6 1.2 1.0 0.8
Yield (%) 4.2 6.3 11.3 12.7 15.0
ROE (%) 20.3 27.9 34.7 31.6 30.4
Net gearing (%) 58.9 74.9 64.4 70.2 65.5

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Stock Data

Mkt Cap (HK$ mn) 26,110
Avg 3 mths t/o (HK$ mn) 91.10
52w High/Low (HK$) 13.12/7.17
Total Issued Shares (mn) 2,703
Source: Bloomberg

Shareholding Structure

GUO ZI WEN 55.2%
Free float 44.8%

Source: HKEXx

Share Performance
Absolute Relative

1-mth -10.6% -8.7%
3-mth 6.6% 2.1%
6-mth -16.7% -8.4%

Source: Bloomberg

12-mth Price Performance
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Figure 1: Interim results

1H20 1H29 Change
(RMB mn) (RMB mn) (%) Remark
Revenue 28,243 23,670 19.3%
Property development 27,341 22,421 21.9% Delivery GFA increased by 39% to 2.88mn sgm but ASP declined by 12%
perty P!
Property investment 98 88 11.3%
Others 804 1,160 -30.7%
Cost of sales (19,961) (16,624) 20.1%
Gross profit 8,282 7,046 17.5% Gross margin narrowed by 0.4ppts to 29.3% in 1H20
Other income 641 369 74.0% FXloss of RMB213mn
Marketing expenses (1,105) (944) 17.1%
Administrative expenses (1,460) (1,153) 26.5%
EBIT 6,358 5,317 19.6% EBIT margin stayed flat at 22.5% in 1H20
Finance costs (444) (276) 60.5%
Share from associates and JVs (147) 26 N.A.
Exceptional 352 367 -4.1% Fair value change of investment properties
PROFIT BEFORE TAX 6,120 5,434 12.6%
Income tax (3,280) (2,634) 24.5% Effective tax rate increased by 5.1ppts to 53.6% in 1H20
PROFIT FOR THE YEAR 2,840 2,800 1.4%
Non-controlling interests (424) (528) -19.8%
Net profit to shareholders 2,416 2,272 6.3% Net margin narrowed 1.0ppts to 8.6% in 1H20
Core profit to shareholders 2,450 2,025 21.0%
Source: Company data, CMBIS
Figure 2: 1H20 cash flow
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Figure 3: Contracted sales by region in 1H20

Figure 4: Saleable resources in 2020E
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Figure 5: Land bank by region (48.74 sq m)

Source: Company data

Figure 6: Land bank acquisition method in 1H20
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Figure 7: Earnings revision
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 82,856 96,702 117,850 82,856 96,702 117,850 0.0% 0.0% 0.0%
Gross Profit 23,505 27,440 32,890 23,505 27,440 32,890 0.0% 0.0% 0.0%
EBIT 16,382 19,069 22,628 16,382 19,069 22,628 0.0% 0.0% 0.0%
Net profit 6,577 7,399 8,720 6,366 7,399 8,720 3.3% 0.0% 0.0%
EPS (RMB) 2.44 2.75 3.24 2.37 2.75 3.24 3.2% 0.0% 0.0%
Gross Margin 28.4% 28.4% 27.9% 28.4% 28.4% 27.9% 0 ppt 0 ppt 0 ppt
EBIT Margin 19.8%  19.7%  19.2% | 19.8%  19.7%  19.2% 0 ppt 0 ppt 0 ppt
Net Margin 7.9% 7.7% 7.4% 7.7% 7.7% 7.4% 0.3 ppt 0 ppt 0 ppt
Source: CMBIS estimates
Figure 8: End-20 NAV
NAV NAV/share NAV/share

|RMBmn)  (RVB) (Hkg) 2OTNAV Remark
Development properties 100,248 37.26 41.54 134% DCF method with 10% WACC
Investment properties 3,549 1.32 1.47 5% 10% cap rate
Aoyuan Healthy Life 2,147 0.80 0.89 3% 54.6% interest of mkt cap
GAV 105,945 39.38 43.90 142%
Less: Net debt (31,244) (11.61) (12.95) -42%
NAV 76,848 28.56 30.95 100%

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 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 31,006 50,531 82,856 96,702 117,850 Profit before tax 6,954 10,589 15,756 17,919 21,343
Property development 29,740 48,091 79,900 93,120 113,505 D&A, impairment 144 263 80 80 80
Property investment 186 273 355 461 600 Change in working capital 7,829 (2,447) (6,091) (10,353) (6,076)
Others 1,080 2,167 2,601 3,121 3,745 Others (6,340) (10,231) (7,475) (8,690)
Cost of sales (21,372) (35,510) (59,351) (69,262) (84,960) Net cash from operating 8,588 (1,825) 2,271 (1,044) 4,839
Gross profit 9,634 15,021 23,505 27,440 32,890
Capex, net (713) (20,626) (500) (400) (400)
Other income 350 485 500 525 580 Associated companies (11,564) (11,259) (2,500) (2,500) (3,500)
Selling and distribution (1,432 (2,138 (3,480 (4,061) (4,950 Others (4,686) 444 - - -
Administrative expenses (1,736 (2,435 (4,143 (4,835) (5,892 Net cash from investing (16,963) (31,442) (3,000) (2,900) (3,900)
EBIT 6,816 10,933 16,382 19,069 22,628
Equity raised (291) (281) - - -
Associates and JVs 35 (51) (60) 20 65 Change of debts 17,439 44,184 10,785 6,739 6,229
Finance costs (411) (718) (918) (1,170) (1,350 Others (777) 2,418 (2,631) (2,960) (3,488)
Exceptional 514 425 352 - - Net cash from financing 16,370 46,321 8,154 3,780 2,741
PROFIT BEFORE TAX 6,954 10,58 15,756 17,919 21,343 Netchange in cash 7,995 13,054 7,425 (165) 3,680
Cash at the beginning of the 24,769 32,937 46,104 53,529 53,365
Income tax (4,015 (5,368 (7,535) (8,670) (10,444) Exchange difference 173 113 - - -
PROFIT FOR THE YEAR 2,939 5,222 8,222 9,249 10,900 Cash at the end of the year 32,937 46,104 53,529 53,365 57,045
Non-controlling interests (531) (1,021 (1,644) (1,850) (2,180)
Net profit to shareholders 2,409 4,201 6,577 7,399 8,720
Core net profit 2,574 4,122 6,295 7,399 8,720
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31Dec FY18A FY19A FY20E FY21E FY22E
Current assets 171,808 262,458 286,028 306,968 328,453 Sales mix (%)
Properties for sale 114,894 158,931 180,132 195,698 205,043 Property development 95.9 95.2 96.4 96.3 96.3
Trade and other receivables 12,274 26,259 33,142 38,681 47,140 Property investment 0.6 0.5 0.4 0.5 0.5
Amount due from 2,267 5,369 5,369 5,369 5,369 Others 35 43 3.1 3.2 3.2
Bank balances and cash 36,012 58,043 53,529 53,365 57,045 Total 100 100 100 100 100
Others 6,360 13,855 13,855 13,855 13,855
Profit & loss ratios (%)
Non-current assets 17,051 27,423 30,635 33,475 37,359 Gross margin 311 29.7 28.4 28.4 27.9
PP&E 2,057 2,686 2,806 2,926 3,046 EBIT margin 22.0 21.6 19.8 19.7 19.2
Investment properties 8,833 10,072 10,725 10,925 11,125 Net margin 7.8 8.3 7.9 7.7 7.4
Investment in associates and 1,939 5,865 8,305 10,825 14,390 Effective tax rate 57.7 50.7 47.8 48.4 48.9
Others 4,221 8,799 8,799 8,799 8,798
Growth (%)
Total assets 188,858 289,880 316,663 340,443 365,812 Revenue 62.2 63.0 64.0 16.7 21.9
Gross profit 88.5 55.9 56.5 16.7 19.9
Current liabilities 121,033 196,847 220,416 235,678 275,772 EBIT 93.7 60.4 49.8 16.4 18.7
Trade and other payables 25,565 36,838 59,351 69,262 84,960 Net profit 46.9 74.4 56.6 12.5 17.9
Contracted liabilities 59,966 86,056 85,536 86,376 82,407
Amount due to 4,755 22,822 26,810 26,810 26,810 Balance sheet ratios
ST loan 23,732 41,873 39,461 43,971 72,337 Current ratio (x) 1.4 1.3 1.3 1.3 1.2
Others 7,015 9,258 9,258 9,258 9,258 Receivable turnover days 144 190 146 146 146
Payables turnover days 437 379 365 365 365
Non-current liabilities 37,092 56,037 53,659 55,888 33,751 Inventory turnover days 1,962 1,634 1,108 1,031 881
LT loan 33,990 53,891 51,514 53,742 31,605 Netdebt/ total equity ratio (%) 58.9 74.9 64.4 70.2 65.5
Others 3,102 2,146 2,146 2,146 2,146
Returns (%)
Total liabilities 158,124 252,884 274,076 291,566 309,523 ROE 20.3 27.9 34.7 31.6 30.4
ROA 1.6 1.8 2.6 2.7 3.0
Total equity 30,734 36,997 42,587 48,876 56,288
Equity to shareholders 11,872 15,030 18,976 23,416 28,647 Per share data
Non-controlling interests 18,862 21,967 23,611 25461 27,641 EPS (RMB) 0.90 1.56 2.44 2.75 3.24
DPS (RMB) 0.36 0.55 0.98 1.10 1.30
BVPS (RMB) 4.43 5.58 7.05 8.70 10.65
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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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.

For recipients of this document in the United States

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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