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CHINA VANKE (200002:CH)

Financial summary and valuation

2011 2012 2013 2014E 2015E
Revenue (Rmbm) 71,783 103,116 135419 167,218 206,980
YoY (%) 41.54% 43.65% 31.33% 23.48% 23.78%
Net income (Rmbm) 9,625 12,551 15,118 18,051 20,718
YoY (%) 32.15% 30.40% 20.45% 19.39% 14.78%
EPS (Rmb) 0.88 1.14 1.37 1.64 1.88
Core EPS (Rmb) 0.88 1.14 1.37 1.64 1.88
ROE (%) 19.8% 21.5% 21.5% 21.9% 22.2%
Net Gearing (%) 30% 38% 61% 55% 50%
Dividend Yield (%) 1.4 1.8 4.1 5.0 6.2
PE (x) 11.3 8.7 7.2 6.1 5.3
PB (x) 2.1 1.7 1.4 1.1 0.9

Note: Core EPS is calculated as if all non-recurring items are excluded. P/E is calculated as closing price divided by each year’s core
EPS.
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Investment Highlights:

B-Share green light. On Monday, China’s largest developer, China Vanke, announced that
the total number of B-shares opting to cash out (at HK$12.39/s), rather than transferring
to the H-share market in 09-13 June, reached just c.24m (1.84% of total B-shares). This is
below 33.3%, a percentage that makes the H-share of Vanke meet the minimum 8% of
total issued shares as required by the Hong Kong stock exchange. As a result, the
conversion of B to H-share will continue to go ahead as scheduled.

Key barriers removed. Since the cash option exercise of B-shares has acted as the final
barrier to Vanke’s B-to H-share conversion, we expect a total 1,291m Vanke B-shares
(11.77% of total issued capital including A-shares) to be listed on the Hong Kong main
board shortly before the end of June. This will likely to be later than the preliminarily
announcement date on 19 June. Furthermore, no any new issuance will be involved and
the purpose will primarily serve to improve the stock’s liquidity.

New incentive scheme introduced. Since April, Vanke has officially launched a
partnership system. The new motivation scheme along with an existing options stimuli
(that requires c.22% of annual earnings growth and ROE of no less than 14.5%) will allow
senior management and qualified employees to become partners of projects developed by
Vanke. The partners will then share the returns as a bonus. In the primary stage, 1,320
partners were selected from a total of more than 35,000 employees.

Continuous A-share buyback. As part of the partnership scheme, the bonus attributed to
the partners would all be entrusted to a financial advisory company. The bonus will be
reinvested by the company on behalf of the partners. Since the first buyback on 28 May,
c.187m Vanke A-shares (c.1.7% of total issued capital) were bought to the secondary
market using a total of c.Rmb1.6bn (part from this trust account and part from margin
borrowing).

Potential in valuations catch-up. Vanke A-share is currently trading at 50% discount to
NAV, 0.9x 14E PB, 4.9x 14E PE and Vanke B (H)-share is trading 22% higher at 39%
discount to NAV, 1.1x 14E PB, 6.1x 14E PE. However, in comparison to its H-share peers,
COLI is trading at 28% discount to NAV, 1.3x 14E PB, 7.1x 14E PE. Vanke B (H)-share
implies a 15% cheaper valuation. Given its leading market position, outperforming sales
and limited number of stocks, Vanke may further its H-share stock performance potential.
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Figure 1: Revenue and Earnings
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Source: Company data, SWS Research

Figure 2: Gross and net margin
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Figure 3: Asset turnover and ROE
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Figure 4: Cash on hand and net gearing ratio
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Figure 5: Total and Net assets
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Figure 6: EPS and BPS
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Figure 7: Contracted sales record and target
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Figure 8: Average selling prices recognised through contracted sales
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Figure 9: Land acquisitions by value
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Figure 10: Land acquisitions by areas
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Figure 11: Average cost of land acquired
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Figure 12: New start and completion target
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Figure 13: Vanke has ranked No1 in China’s property market

2013 2012
. Market Contracted . Market Contracted
Developers Ranking Share sales % Chg YoY Ranking Share sales % Chg YoY
Vanke 1 2.10% 171 21% 1 2.19% 141 16%
Greenland 2 2.00% 163 55% 3 1.63% 105 38%
Vanda 3 1.79% 146 32% 2 1.71% 110 16%
A-share Poly 4 1.54% 125 23% 4 1.58% 102 39%
CcOoLl 5 1.36% 111 24% 6 1.38% 89 28%
Countn
Garder:l 6 1.30% 106 123% 9 0.74% 48 10%
Evergrande 7 1.23% 100 9% 5 1.43% 92 15%
CR Land 8 0.81% 66 27% 7 0.81% 52 45%
Shimao 9 0.82% 67 46% 10 0.72% 46 50%
Greentown 10 0.76% 62 22% 8 0.79% 51 55%
Sunac 11 0.62% 51 61% 16 0.49% 32 78%
Longfor 12 0.59% 48 20% 11 0.62% 40 5%
Gemdale 13 0.55% 45 32% 13 0.53% 34 10%
Citic 14 0.55% 45 89% 19 0.37% 24 7%
China
Merchant 15 0.53% 43 19% 12 0.56% 36 73%
R&F 16 0.52% 42 27% 14 0.52% 33 13%
Agile 17 0.50% 40 22% 15 0.51% 33 5%
China Fortune 18 0.46% 37 77% 21 0.33% 21 28%
Sino-ocean 19 0.44% 36 15% 17 0.48% 31 14%
China Railway 20 0.40% 33 94% 24 0.26% 17 45%
19% 18%
Source: Company data, SWS Research
Figure 14: Sales progress remained outperforming in 2014
Yearly Contracted Sales (RMB bn) % Chg YoY, Yearly
Listcos Jan-May14
Sales
000002 CH  Vanke 63 108 122 141 171 200 31% 72% 13% 16% 21% 17% 81.5 16% 41%
600048 CH  A-share Poly 43 66 73 102 125 150 112% 52% 11% 39% 23% 20% 48.6 -5% 32%
688 HK coul 42 54 70 89 111 111 80% 28% 30% 28% 24% 0% 44.9 -14% 41%
2007 HK g‘::g:;y 23 33 43 48 106 128 33% 21% 32% 10%  123% 20% 294 71% 39%
3333 HK Evergrande 30 50 80 92 100 110 402% 66% 59% 15% 9% 10% 56.2 64% 51%
813 HK Shimao 23 31 31 46 67 80 88% 36% 1% 50% 46% 20% 24.0 -5% 30%
1109 HK CR Land 25 22 36 52 66 70 213% -11% 62% 45% 27% 6% 19.3 -32% 28%
3900 HK Greentown 51 54 33 51 65 65 240% 5% -39% 55% 27% 0% 21.7 -8% 33%
1918 HK Sunac 6 8 18 32 51 65 70% 30% 112% 78% 61% 28% 19.4 26% 30%
960 HK Longfor 18 33 38 40 48 57 79% 82% 15% 5% 20% 18% 15.7 -13% 28%
600383CH  Gemdale 21 28 31 34 45 60 78% 35% 9% 10% 32% 33% 12.7 -11% 21%
2777 HK R&F 24 33 29 33 42 70 51% 36% -11% 13% 27% 66% 21.8 40% 31%
3383 HK Agile 20 32 32 33 40 48 73% 61% 2% 5% 22% 19% 16.5 27% 34%
3377 HK Sino-ocean 14 22 27 31 36 40 96% 54% 26% 14% 15% 12% 9.1 -39% 23%
119 HK Poly Ppty 8 12 16 23 27 28 45% 46% 35% 48% 14% 5% 10.1 -11% 36%
1638 HK Kaisa 6 10 15 17 24 30 114% 66% 53% 14% 38% 25% 8.9 2% 30%
2868 HK BCL 11 12 11 13 20 28 183% 17% -11% 20% 48% 43% 5.1 17% 18%
1813 HK KWG 8 11 11 12 16 21 181% 45% 4% 7% 34% 30% 8.2 20% 39%
884 HK CIFI 7 5 10 15 22 - - -16% 75% 61% 44% 8.2 44% 37%
123 HK Yuexiu 6 9 9 12 15 22 98% 54% 2% 36% 19% 50% 7.5 -1% 34%
832 HK Central China 4 5 8 10 14 20 6% 52% 48% 27% 34% 44% 4.1 -14% 20%
81 HK C0GO 3 6 11 14 18 = = 87% 72% 28% 34% 4.4 -16% 24%
754 HK Hopson 15 11 10 12 11 15 58% -27% -10% 17% -3% 33% 15 -65% 10%
845 HK Glorious 7 13 13 11 7 n.a. 76% 89% 5% -18% -33% na. 1.7 -51% =
337 HK Greenland HK 6 6 3 3 3 12 203% 15% -50% -6% 16% 244% 3.9 172% 32%
Average 114% 41% 19% 27% 29% 34% 8% 31%

Source: Company data, SWS Research
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Figure 15: Valuation table

Market Cap Target Return
Company price +/- (%)

(HK$bn) (HK$) 2013 2014

Vanke 000002CH 17 BUY -- -- 7.2 6.0 5.3 1.0 0.9 0.8 -39% 11% -8%
COLI 688 HK 164 O-PF 22.40 11% 8.7 7.1 5.9 1.5 1.3 1.1 -28% -5% -8%
CR land 1109 HK 87 O-PF 18.90 27% 9.2 7.3 6.0 1.0 0.9 0.8 -45% -8% -23%
Country Garden 2007 HK 57 BUY 4.85 54% 5.4 4.2 3.2 1.0 0.9 0.8 -42% 20% -33%
Shimao 813 HK 50 BUY 21.82 51% 5.5 43 3.4 1.0 0.8 0.7 -54% 22% -19%
Longfor 960HK 54 Neutral 10.25 4% 6.9 6.0 5.0 1.2 1.0 0.8 -47% -27% -9%
Evergrande 3333 HK 58 U-PF 3.75 3% 5.6 5.2 4.8 0.6 0.5 0.5 -42% -30% 23%
R&F 2777 HK 31 U-PF 9.11 -7% 4.3 3.8 34 0.8 0.7 0.6 -57% -8% -13%
Sino-ocean 3377 HK 30 Neutral 4.05 -3% 8.0 6.3 54 0.6 0.6 0.5 -48% -9% -18%
Agile 3383 HK 20 Neutral 6.60 17% 33 33 2.9 0.4 0.4 0.3 -66% -22% -32%
Sunac 1918HK 14 BUY 5.20 21% 3.6 2.7 2.1 0.8 0.7 0.5 -67% -21% -8%
Poly Ppty 119 HK 12 U-PF 3.21 -3% 6.2 5.1 4.5 0.4 0.4 0.4 -64% -29% -20%
KWG 1813 HK 13 O-PF 471 1% 4.6 3.8 3.2 0.6 0.5 0.5 -55% -20% 8%
Average 15% 5.9 4.9 4.1 0.8 0.7 0.6 -51% -11% -13%

Source: Company data, SWS Research

Please refer to the last page for important disclosures Page 6
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Information Disclosure :

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate
serves as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed
or any third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company
or the group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market
making activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of
the Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. [ am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a qualified securities investment consulting institute approved by China Securities Regulatory Commission with the code number ZX0065.
Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating,
etc. by issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant
disclosure materials or log into www.swsresearch.com for the analysts' qualifications > the arrangement of the quiet period and the affiliates’
shareholdings.

Introduction of Share Investment Rating

Security Investment Rating -

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Buy : with a markup more than 20% better than that of the market :

Outperform : With a markup 5% to 20% better than that of the market ;

Neutral : with a markup less than 5% better or worse than that of the market ;

Underperform : with a markup more than 5% worse than that of the market.

Sell : with a markup more than 20% worse than that of the market

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight : Industry performs better than that of the whole market :

Equal weight : Industry performs about the same as that of the whole market ;

Underweight : Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer :

This report is to be used solely by the clients of SWS Research Co., Ltd. (hereinafter referred to as the “Company”). The Company will not deem any other
person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for
the sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up
explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.

Please refer to the last page for important disclosures Page 7
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The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this
report. Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior
authorization by the Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by
any means, or be used in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein
are trademarks, service marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the
Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and
Futures Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the
laws of the Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling
within Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as
“Relevant Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this
document or any of its contents.

Disclaimer

This report was prepared, approved, published and distributed by the SWS Research Co., Ltd located outside of the United States (a “non-US Group
Company”). This report is distributed in the U.S. by Enclave Capital LLC, a U.S. registered broker dealer, on behalf of SWS Research Co., Ltd only to major
U.S. institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in
Rule 15a-6 and any transaction effected by a U.S. customer in the securities described in this report must be effected through Enclave Capital LLC (19 West
44th Street, suite 1700, New York, NY 10036).

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the Financial Industry Regulatory
Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports or research analysts. No non-US Group Company is registered as
a broker-dealer under the Exchange Act or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.
The information has been compiled or arrived from sources believed to be reliable and in good faith, but no representation or warranty, express or
implied is made as to their accuracy, completeness or correctness. SWS Research Co., Ltd has not verified the factual accuracy, assumptions, calculations or
completeness of the information. Accordingly, SWS Research Co., Ltd accepts no liability whatsoever for any direct or consequential loss or damage arising
from (i) the use of this communication (ii) reliance of any information contained herein, (iii) any error, omission or inaccuracy in any such Information or
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