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Aoyuan (3883 HK)
Slower growth ahead, but high yield still renders BUY

= Aoyuan’s 2014 core profit rose 12% YoY to RMB 736mn

= Gross margin corrected by 1.1ppt YoY to 29.6%, but net gearing improved
2.2ppt to 62%; DPS of RMB 0.086 implies a 8.4% dividend yield

= Aoyuan’s 2015 presales target implies a 10-15% growth rate; tourism and
overseas projects will be two new key initiatives in 2015

= Maintain BUY with revised TP at HK$ 1.80 (from HK$ 1.90) based on a 60%
discount to end- FY15E NAV

Core profit rose 12% YoY to RMB 736mn. Aoyuan announced its FY14 results. Core
profit (excluding fair value gain of investment properties and one-off items) increased
12% YoY to RMB 736mn, which is 12% below consensus or 27% below our forecast on
lower-than-expected GFA delivery. Gross margin declined slightly by 1.1ppt YoY to
29.6% as competition intensified on oversupply in the Chinese property market.
However, net gearing improved 2.2ppt YoY to 62% (vs. the 70-80% range for small/mid-
cap peers) as Aoyuan divested its 46% stake in its Aoyuan Plaza shopping mall to
Huaxia Insurance for RMB 1bn. Effective interest rate also declined to 10.2% from
11.4% as trust loan amount declined from 28% of total loan in 2013 to 15% in 2014.
Cash collection rate for presales remained healthy at 81% while recurring rental income
surged 45% YoY to RMB 71mn. Overall, the Group’s balance sheet and cash flow
delivered upside surprises. Moreover, Aoyuan announced a generous DPS of
RMBO0.086, implying an 8.4% yield based on its current share price.

Outperform peers on presale. Despite the fact that Aoyuan missed its initial presales
target of RMB 15bn for 2014 (actual: RMB12.2bn), the Group still outperformed with its
presale, rising by 22% YoY, higher than the peer average at 18% YoY. In 2M15, Aoyuan
presales remained strong and rose 28% YoY to RMB1.77bn, compared to a decline of
17% YoY among peers. In 2015, Aoyuan set its presales target at RMB 13.5-14.5bn,
implying a growth rate of 10-15% YoY. This target assumes a sell-through rate of
55-60% (2014: 55%) based on the saleable resources amounting to RMB 24.5bn.
Aoyuan’s presales growth slowed from 91% YoY in 2013 and 22% YoY in 2014 to just
10-15% in 2015F. Management commented land acquisition amount will be similar to
last year. Amid uncertainty, we believe prudent balance sheet and cash flow
management through slower business expansion is a sound strategy.

New: tourism and overseas projects unveiled. After adopting a parallel development
model in residential/commercial properties for years, the Group announced its plan to
enter the tourism property and overseas markets. For its tourism property venture,
Aoyuan will cooperate with Shanshui Scenery Culture, a company that operates and
manages cultural tourism projects, to develop the Aoyuan Shaoguan Impression project
starting from 2015. Enjoying a 3km panoramic river view and comprehensive facilities
(e.g. high-speed rail station), the project involves the development of a world-class
cultural tourism complex in southern China; (continue next page)

Results and Valuation

FY ended Dec 31 2013A 2014A 2015E 2016E 2017E
Revenue (RMB mn) 5,729 6,976 10,536 12,869 14,644
Chg (%,YoY) 45.3 21.8 51.0 22.1 13.8
Underlying Net Income (RMB mn)* 657 736 873 1,047 1,314
Chg (%,YoY) 170.3 12.1 18.6 19.9 25.5
Underlying EPS (RMB) 0.25 0.28 0.33 0.40 0.50
Chg (%,YoY) 170.3 12.1 18.6 19.9 25.5
BVPS (RMB) 2.8 3.0 3.2 3.5 3.8
Chg (%,YoY) 3.9 6.9 7.9 8.8 10.1
Underlying PE (x) 4.1 3.7 3.1 2.6 2.1
P/B (x) 0.4 0.4 0.3 0.3 0.3
ROE (%) 9.1 9.5 10.5 11.6 13.2
ROA (%) 2.2 2.0 2.1 2.2 25
DPS(RMB) 0.08 0.09 0.10 0.12 0.15
Yield (%) 7.7 8.4 9.6 115 145
Net gearing? (%) 64.0 61.8 68.2 51.2 3.6

TUnderlying net income =Net profit - revaluation gain of investment properties and one-off items

Source(s): Bloomberg, ABCI Securities estimates

*Net gearing=Net debt/Total equity
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For its overseas project, the Group formed a 70-30 JV with Ecove (an
Australian developer) in Mar 2015 to acquire a prime site in Sydney, Australia
(130 Elizabeth Street) for residential development. Initial approval has been
granted by the Sydney government. Aoyuan expects the presales to start in
2H15. For the 148 units available for sale, total value is estimated to be AUD
400mn (RMB 2bn), with a gross margin of 25% based on an ASP of AUD
25-27k/sgm. However cash collection will be slower, given that a deposit
equivalent to 10% of total transaction will be received upon contract-signing
while the remaining amount will be collected upon project completion in 2017.

We believe the outlook of Aoyuan’s overseas project would be favorable
because: 1) the Group’s access to low-cost debt enabled by its partnership
with Ecove in Australia. Management commented the borrowing cost could be
even lower than that in HK; 2) Sales network in China. Demand for overseas
property investment in China is increasing, especially among families with
children studying overseas. Australia is one of the popular destination choices
for studying abroad among people in Southern China. Deep rooted in
Guangzhou, we believe Aoyuan can utilize its sales network in China to
capture such investment demand.

Maintain BUY with revised TP of HK$ 1.80. We lower our FY15-16E core
profit forecasts by 20-30% on lower-than-expected delivery and cut our
end-FY15E NAV estimate to HK$ 4.41/share (from HK$ 4.75) to factor in the
slower presales growth on more prudent balance sheet management. We
revise down our TP to HK$ 1.80 (from HK$ 1.90) based on an unchanged NAV
discount of 60%. Despite the slower growth expected, Aoyuan will likely
outperform its peers with its sound balance sheet and generous dividend
payout. The counter’s current valuation is attractive with an 8.4% yield and
3.1x 2015E P/E. Maintain BUY.

Risk factors: 1) Guangdong-concentrated project portfolio; 2) Rising land cost
may erode margins; 3) Increasing anti-corruption effort within the Chinese
property sector; 4) negative operating and investing cashflow during 2011-14,
possible fundraising activities from capital markets

Exhibit 1: Aoyuan’s FY14 results

P&L 2014 2013 YoY Operating statistics 2014 2013 YoY

Chg Chg
RMB mn RMB mn (%)

Turnover 6,976 5,729 21.8 Booked GFA (mn sgm) 0.91 0.82 12.1

Cost of Sales & direct operating costs (4,909) (3,971) 23.6 Booked ASP (RMB/sgqm) 7,441 6,866 8.4

Gross Profit 2,067 1,759 17.6 Booked Sales (RMB mn) 6,803 5,600 215
Gross Margin (%) 29.6 30.7 (1.1)

Contracted GFA (mn sgm) 1.34 1.07 25.3

Selling and distribution costs (379) (319) 18.8 Contracted ASP (RMB/sgm) 9,099 9,364 (2.8)

Administrative expense (391) (351) 11.3 Contracted Sales (RMB mn) 12,220 10,038 21.7
EBIT 1,297 1,088 19.2

EBIT Margin (%) 18.6 19.0 0.4) Balance sheet Dec-14 Dec-13 HoH %

RMB RMB
mn mn

Other income, 110 115 4.7) Gross debt 11,497 9,524 20.7

Fair value gain of investment properties 98 85 14.8 Cash 5,917 4,712 25.6

One-off gains and losses 0 21 (100.0) Net debt 5,580 4,812 16.0

Share of profit from JCE/ Associates 9 0) NA Net gearing (%) 61.8 64.0 2.2ppt
Finance cost (65) (44) 47.9
Profit before tax 1,449 1,265 14.5
Tax (666) (513) 29.8
-LAT (386) (193) 100.4
- Enterprise tax (280) (320) (12.7)
Profit after tax 783 752 4.1
Minority Interest 26 (16) NA
Net profit 809 736 10.0
Core profit 710 673 5.5
Core profit (ex MI) 736 657 12.1
Core net margin 10.6 11.5 (0.9)

Source(s): Company, ABCI Securities
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Exhibit 2. 2M15 presales growth rate (YoY, %)
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Exhibit 3: Land acquisitions in 2014
Month Project Locaiton Interest Land capex Total GFA Avg land cost
RMBmn mn sgm RMB/sgm
Jan-14 Yingde Aoyuan Wonderland Guangdong 100% 219 0.76 290
Jan-14 Yunfu Aoyuan Guangdong 100% 28 0.26 109
Apr-14 Chongging Beyond Era Phase 1 Chongging 100% 620 0.17 3,656
May-14 Chongging Beyond Era Phase 2 Chongging 100% 775 0.24 3,249
May-14 Guangzhou Luogang Aoyuan Plaza (Ph 2) Guangzhou 51% 315 0.03 9,364
Jul-14 Aoyuan Shaoguan Impression Shaoguan 100% 956 0.68 1,409
Aug-14 Jiaoling Aoyuan Plaza Chongqing 100% 1,490 0.46 3,273
2014 total 4,403 2.59 1,702
Jan-15 Jiaxing project Zhejiang 100% 221 0.20 1,105
Feb-15 Shanghai Yayuan Hotel- elder care project Shanghai 67% 300 NA
Mar-15 130 Elizabeth Street Sydney, Australia 70% 600 NA
Source(s): Company, ABCI Securities
Exhibit 4: Cash flow in 2014 Exhibit 5 : Cash collection ratio in 2014
RMBmn 2014 RMBmn
Presales 9,880
Others 220 14.000 12,220
Total cash inflow 10,100 12,000
Land (2,730) 10,000 1 —7
Construction (5,880) 8,000 -
Tax (1,040)
SG&A (700) 6,000 -
Interest expenses (1,110) 4000 4
Others (220) ’
Total cash outflow (11,680) 2,000 A
Net cash flow (1,580) -

Source(s): Company, ABCI Securities

cash proceeds received

Source(s): Company, ABCI Securities

Presales
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Exhibit 6: Aoyuan’s FY15E NAV

Attr. GFA Net assets value
(M sgm) (RMB m)
Property development
Guangzhou 1.6 4,005
Qingyuan 1.4 1,317
Jiangmen 0.2 183
Foshan 0.4 255
Ganzhou 0.5 473
Chongqging 1.8 2,911
Shenyang 2.2 1,975
Others 6.7 4,733
Subtotal 10.9 15,851
Investment Properties 172
Total 2015E GAV 16,023
2015E Net debt (6,803)
Total 2015E NAV 9,220
No. of share outstanding (diluted) 2,616
NAV per share (RMB) 3.53
Ex rate 1.25
NAYV per share (HKD) 4.41
Target discount (%) 60%
Target Price (HKD) 1.80
WACC 13.0%
Cost of debt 10.0%
Cost of Equity 20.0%
Debt/ ( Debt + Equity) 56%

Source(s): Company, ABCI Securities estimates

% of total

25%
8%
1%
2%
3%

18%

12%

30%

99%

1%
100%

-42%

58%

Valuation Implied value per sqm
Method (RMB)

2,455
913
900
DCF at WACC of 698
13.0% 919
1,660
917
704
1,457

6.0% cap rate on 2015E attributable net rental income
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Consolidated income statement (2013A-2017E)

FY Ended Dec 31 (RMB mn) 2013A 2014A 2015E 2016E 2017E
Revenue 5,729 6,976 10,536 12,869 14,644
Cost of sales (3,971) (4,909) (7,733) (9,511) (10,495)
Gross Profit 1,759 2,067 2,804 3,357 4,149
SG&A expenses (670) (770) (955) (1,137) (1,341)
EBIT 1,088 1,297 1,848 2,221 2,808
Finance cost (44) (65) (61) (60) (64)
Share of profit of associates 0) 9 - - -
Other income/ (expenses) 115 110 55 61 86
Fair value gain of investment properties 85 98 - - -
Disposal/one-off items 21 - - - -
Profit before tax 1,265 1,449 1,842 2,222 2,830
Tax (513) (666) (766) (927) (1,210)
Profit after tax 752 783 1,076 1,295 1,620
Minority interest (16) 26 (203) (248) (307)
Reported net profit 736 809 873 1,047 1,314
Less: exceptional items (79) (73) - - -
Underlying net profit 657 736 873 1,047 1,314
Per share
Underlying EPS (RMB) 0.25 0.28 0.33 0.40 0.50
DPS (RMB) 0.08 0.09 0.10 0.12 0.15
Payout ratio (%) 32% 31% 30% 30% 30%
BVPS (RMB) 2.76 2.95 3.19 3.47 3.82
Growth %
Revenue 45.3% 21.8% 51.0% 22.1% 13.8%
Gross Profit 48.2% 17.6% 35.6% 19.7% 23.6%
EBIT 87.7% 19.2% 42.5% 20.1% 26.5%
Underlying net profit 170.3% 12.1% 18.6% 19.9% 25.5%
Margin %
Gross margin 30.7% 29.6% 26.6% 26.1% 28.3%
Gross margin (post-LAT) 28.0% 24.7% 23.2% 22.6% 24.1%
EBIT margin 19.0% 18.6% 17.5% 17.3% 19.2%
Core net margin 11.7% 10.0% 10.2% 10.1% 11.1%

Key assumptions

Contracted Sales (RMBm) 10,038 12,220 13,626 16,217 18,913
GFA sold (m sgm) 1.07 1.34 1.95 2.05 2.29
ASP (RMB/sgm) 9,364 9,099 6,990 7,901 8,257
Booked Sales (RMB) 5,600 6,803 10,344 12,660 14,417
GFA delivered (m sgm) 0.82 0.91 1.25 1.64 1.83
Booked ASP (RMB/sgm) 6,866 7,441 8,249 7,723 7,859

Source: Company, ABCI Securities estimates
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Consolidated balance sheet (2013A-2017E)

As of Dec 31 (RMB mn) 2013A 2014A 2015E 2016E 2017E
Current assets 26,781 33,150 37,339 41,764 47,352
Cash 2,812 1,989 1,766 3,988 10,138
Restricted cash 1,899 3,928 3,928 3,928 3,928
Trade & other receivables 1,064 1,849 1,849 1,849 1,849
Property under development 19,437 24,947 29,359 31,562 31,001
Other current assets 1,569 437 437 437 437
Non-current assets 3,150 3,636 4,381 4,925 5,470
Property, plant & equipment 415 501 546 591 635
Investment properties 2,419 2,728 3,228 3,728 4,228
Investment in Associate and JCE 5 63 263 263 263
Other non-current assets 311 344 344 344 344
Total Assets 29,932 36,786 41,720 46,689 52,822
Current Liabilities 14,963 20,378 24,378 28,417 33,374
Short term borrowings 2,411 4,464 5,464 6,464 7,464
Trade & other payables 2,953 3,501 3,501 3,501 3,501
Pre-sales deposits 6,463 8,772 11,772 14,811 18,768
Other current assets 3,136 3,641 3,641 3,641 3,641
Non-current liabilities 7,444 7,374 7,374 7,374 7,374
Long term borrowings 7,113 7,033 7,033 7,033 7,033
Other payables 0 0 0 0 0
Other non-current assets 332 341 341 341 341
Total Liabilities 22,408 27,752 31,752 35,791 40,748
Net Assets 7,524 9,034 9,968 10,898 12,074
Shareholders Equity 7,219 7,719 8,331 9,063 9,983
Minority Interest 305 1,315 1,646 1,843 2,100
Total Equity 7,524 9,034 9,976 10,907 12,083
Key ratio
Gross debt (RMBm) 9,524 11,497 12,497 13,497 14,497
Net debt (RMBm) 4,812 5,580 6,803 5,581 431
Net gearing (%) 64% 62% 68% 51% 4%
Contracted sales/ Total assets (x) 0.34 0.33 0.33 0.35 0.36

Source(s): Company, ABCI Securities estimates
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Consolidated cash flow statement (2013A-2017E)

FY ended Dec 31 (RMB mn) 2013A 2014A 2015E 2016E 2017E
EBITDA 1,122 1,323 1,874 2,246 2,834
Change in Working Capital (4,740) (2,620) (273) 1,946 5,714
Tax payment (496) (666) (766) (927) (1,210)
Operating Cashflow (4,114) (1,963) 835 3,265 7,338
Purchase of PP&E (70) (70) (70) (70) (70)
Addition of Investment Properties (500) (500) (500) (500) (500)
Proce_e(_:I_s from disposal/ 115 110 (145) 61 86
(acquisition)

Investing Cashflow (455) (460) (715) (509) (484)
Debt raised 7,137 5,000 5,000 5,000 5,000
Debt repaid (1,064) (2,820) (4,000) (4,000) (4,000)
Interest expenses (848) (1,276) (1,200) (1,170) (1,260)
Equity raised 0 0 0 0 0
Dividend to shareholders (209) (228) (262) (314) (394)
Others (50) 950 128 (50) (50)
Financing Cashflow 4,965 1,626 (334) (534) (704)
Net cash inflow/ (outflow) 396 (797) (214) 2,222 6,150
Cash- beginning 2,381 2,777 1,981 1,766 3,988
Cash- year-end 2,777 1,981 1,766 3,988 10,138

Source(s): Company, ABCI Securities estimates
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Buy Stock return = Market return rate
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dividend yield over the next 12 months

Market return: 5-year average market return rate from 2009-2013

Time horizon of share price target: 12-month

Definition of share price risk
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