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Better growth & returns outlook justifies a higher valuation

Vanke B: valuation should be at least comparable to COLI

We believe the relisting of Vanke B as H, from a marginalized market to a main board for foreign
investors/QDII, will help Vanke broaden its financing alternatives and reduce its financing costs,
which we view as crucial for a Chinese homebuilder to improve returns on capital. This would also
level the playing field for Vanke with its Hong Kong listed peers (which enjoy much lower
financing costs than Vanke), suggesting the current wide valuation gap between Vanke B and its
HK listed peers should narrow. Given Vanke’s leading industry position, solid track record and
higher growth visibility/returns, we believe Vanke B should trade comparably with COLI, thus we
set our TP for Vanke B at a 10% discount to our NAV of HK$25.0, in line with COLI, or HK$22.5,
implying 49% potential upside.

Vanke A: Deserves a rerating based on higher flexibility of financial
leverage from reduced funding costs

Moreover, Vanke A has traded at a discount to its A-share listed peers in 2012 on concerns of
slower growth from a large base, particularly given Vanke’s conservatism in using financial
leverage vs. its peers. We believe accessibility to cheaper funding should provide Vanke more
room/flexibility to optimize its capital structure, driving a better growth/returns outlook amid a trend
of industry consolidation. Its current longer duration land bank (6.6 years vs. COLI 6.5 and Poly
6.2 years, using end-12E land bank balance divided by 2012 sales volume) has already placed
Vanke at a slight advantage versus its peers in terms of relative margin sustainability in the
coming years. We upgrade our TP for Vanke A by 12% to Rmb15.0 (from Rmb13.4) after
narrowing our TP discount by 5ppt to 25%, in line with that for Poly A, and upgrade our end-13E
NAV by 5% after factoring the past month’s new acquisitions (Rmb15.7bn), implying 28%
potential upside. Our TP-implied 2013E P/E multiple for Vanke A is 10.1X, which represents a
small premium to our TP-implied P/E (9.4X) for Poly A (as the closest A-share listed peer for
Vanke), vs. historically in line, as we believe Vanke A should be re-rated against Poly A.
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El3&1: Summary of estimate changes

Old forecast New forecast

1. End-2013E NAV for existing land bank

Change (%)

A share (Rmb/shr) 19.12 20.03 5
B share (HKD/shr) 23.90 25.00 5
2. 12-month target price

A share (Rmb/shr) 13.40 15.00 12
B share (HKD/shr) 14.30 22.50 57
3. Contracted sales (Rmb bn)

A & B shares

2012 130.0 141.2 9
2013E 141.6 170.4 20
2014E 142.4 1721 21
4. Net profit (Rmb mn)

A & B shares

2012E 13,192 12,880 (2)
2013E 15,791 16,315 3
2014E 18,040 19,903 10
5. EPS (Rmb/shr)

A & B shares

2012E 1.20 1.17 (2)
2013E 1.44 1.48 3
2014E 1.64 1.81 10
6. Net gearing

A & B shares

2012E 27% 35% 7 ppt
2013E -13% -24% -11 ppt
2014E -42% -70% -28 ppt
ZE#FE: Company data, Gao Hua Securities Research estimates
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El%2: Better ROE than COLI for 2012E-2014E justifies a higher P/B multiple
Adjusted P/B vs. ROE metrics for our offshore coverage universe

AdjP/B (x)
3.5 -
3.0 -
COGO
Vanke (B) (TP implied)
2.5 - A
1
COLI ; Longfor
2.0 1 CRL 1
Franshion |
Sino Ocean
15 - (B)
Yanlord SOHO CG Sunac
Agile EvergrandeGreentown
1.0 -
ShuiOn Land KWG
Poly Property (H)
0.5 -
Undervalued
0.0 Average 12E-14E underlying ROE
0% 5% 10% 15% 20% 25% 30% 35%

Note: We have excluded all revaluation gains/losses recorded in earnings and book value.

Z#IFJE: Datastream, Gao Hua Securities Research estimates.

E3&3: Are-rating for Vanke A is warranted based on higher flexibility of financial leverage, with potentially reduced
funding costs
Onshore sector 12mth forward P/E comparison

P/E (12mth forward)

Nov 11 - Jun 12 upturn Jan 09 - July 09 upturn 2009
Company Ticker Rating LU L Current Max  Median Min Max Median Min Max Median Min
2013E P/E

Vanke A 000002.SZ Buy* 10.1X 7.8X 7.2X 6.6X 6.1X 25.0X 15.9X 14.0X 25.0X 17.8X 14.0X
BCD 600376.SS  Buy* 9.6X 7.4X 9.7X 7.9X 5.7X 25.7X 10.9X 6.2X 25.7X 16.5X 6.2X
CMP 000024.SZ  Buy 12.8X 11.6X 121X 9.9X 8.8X 34.5X 22.9X 14.4X 34.5X 24.7X 14.4X
Zhongnan 000961.SZ  Buy 11.5X 8.8X 11.4X 9.0X 6.8X n.a. n.a. n.a. 27.9X 22.8X 19.2X
Gemdale 600383.SS  Neutral 8.3X 8.3X 9.5X 7.7X 6.0X 17.7X 9.2X 6.6X 17.7X 13.2X 6.6X
Poly 600048.5S  Neutral 9.4X 9.3X 9.3X 7.5X 6.4X 24.1X 14.4X 10.8X 24.1X 18.1X 10.8X
WorldUnion 002285.5Z  Neutral 17.0X 19.6X 25.4X 21.7X 17.1X n.a. n.a. n.a. 37.6X 27.6X 17.3X
OoCcT 000069.5Z  Neutral 11.8X 11.6X 12.4X 10.7X 10.0X 25.8X 17.3X 12.8X 25.8X 18.9X 12.8X
Risesun 002146.SZ  Neutral 9.4X 111X 10.2X 8.3X 6.3X 17.4X 10.8X 7.4X 21.2X 15.3X 7.4X
SMC 600823.5S  Sell 8.2X 9.4X 10.8X 9.8X 7.9X n.a. n.a. n.a. n.a. n.a. n.a.
Onshore sector 10.1X 9.6X 10.3X 8.6X 7.1X 243X 145X 10.3X 25.2X 18.4X 114X

ZHIFE: Wind, Gao Hua Securities Research estimates.

*indicates the stock is on our regional Conviction List
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Valuation: At lower end of its history & discount to closest peers

Vanke A/B is trading at lower end of its historical range...

El%&4: Vanke A is trading at a 41% discount to end-13E
NAV vs historical average of 12% since 2006
Vanke A historical NAV discount

NAV discount
200%

150%

+2STD
100%
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50%
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El%&5: Vanke B is trading at a 40% discount to end-13E
NAV vs historical average of 15% since 2006
Vanke B historical NAV discount

NAV discount
200%
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100%
1 +28TD

Nra
o J S V. \AHL\ -
0% A M
" '\\JJ‘" V Average
-50% A_/vvv.rf‘
-

-1STD
-100%
-2STD
-150%
e F & & & QAPPSO NN Y O
FEIFLSF IS FEFIFFFLEELFHTH L H S
EFTPTESTFTESTPETTES PSSP

F#FE: Datastream, Gao Hua Securities Research estimates.

F#FE: Datastream, Gao Hua Securities Research estimates

El$%6: Vanke A is trading at a 7.9X 2013E P/E
Vanke A 12month forward P/E

Vanke (A) 12mth forward P/E(x)

70.0
60.0
50.0
+2STD
40.0
i
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30.0
2001 Average
10.0
"
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El$R7: Vanke B is trading at a 8.4X 2013E P/E
Vanke B 12month forward P/E

Vanke (B) 12mth forward P/E(x)
45.0

40.0
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F#FE: Datastream, Gao Hua Securities Research estimates.

F#FE: Datastream, Gao Hua Securities Research estimates.
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El$28: Vanke A is trading at a 1.6X 2013E P/B El$29: Vanke B is trading at a 1.7X 2013E P/B
Vanke A 12month trailing P/B Vanke B 12month trailing P/B
Vanke (A) 12mth trailing P/B(x) Vanke (B) 12mth trailing P/B(x)

+2STD
I

70
40
60 15
50 30 W
w0l B0 Average IJ\AM.
] 20 !
30 | +1STD :
N N ASTD
#9 aversge W M 1 -

1.0

W -2STD
0.0 0.0

PSS EEE LS ST IS ST ESS S8 S8 SRS RSSO S &8 9*’ S \s“ LI ER T LT ®
ovzf}o‘\oz o“oe" OXS 006ooe‘%ooe‘}ooméoom‘)ooz"y“oef’ RN 'a" o 5°¢0°‘>§°<\0° Wof ooo‘}‘ & &N O& & & Q& & & o"@ S & N & RORCENS & RO o"*

ZFHIFEIE: Datastream, Gao Hua Securities Research estimates. F#FE: Datastream, Gao Hua Securities Research estimates.

..and discount to its closest peers listed off/onshore

We think COLI and Poly A are the closest peers for Vanke A among our offshore and onshore
coverage universe respectively, given the many similarities between them that we discuss in the
section below: Many similarities but better growth and return outlook for Vanke. Despite a similar
strong fundamental outlook for Vanke vs. its peers, its A/B shares are trading at discount to both
COLI and Poly A in all key valuation metrics, as shown in Exhibits 10-12.

We believe this is partly due to the valuation compression since 2010 for the A share stock
market overall. But the recent widening of the valuation discount between Vanke A and Poly A is
difficult to justify, as we discussed in our last sector report published on Dec 4 2012, 2013
Outlook: Start of a virtuous cycle; raising targets; Vanke A to CL-Buy.
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El%10: Vanke A/B has traded at an NAV disc. to COLI since July 09/Sept 08; and Vanke A

to Poly A since Dec 09
Vanke A/B, COLI and Poly A historical NAV discount

——Vanke A NAV discount COLINAV discount ——Poly A NAV discount ——Vanke B NAV discount
200%

150%

100%

50%

0%

-50%
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© o ©
& &
S &E S S @ S

@ Y F @

Z#IFE: Datastream, Gao Hua Securities Research estimates.

El$11: Vanke trades at a 7.9X 2013E P/E vs. COLI 13.7X and Poly A 9.4X
Vanke A/B, COLI and Poly A historical 12month forward P/E

12mth forward P/E(x) ——VankeAPE ——VankeBP/E ——PolyA P/E COLIPE
70.0 -

60.0 -

50.0 -

40.0 4

10.0 4

0.0 T T T T T
P O O QS S N N 9
N Q Q N N N N N
» \ N \ N \ N \
» Sb(\ » 5‘3(\ » 3’0(\ » 5’??(\

9
N
5:\\

F#IFR: Datastream, Company data, Gao Hua Securities Research estimates.
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El%12: Vanke A/B trades at 1.6X /1.7X 2013E P/B vs. COLI at 2.1X and Poly at 1.9X
Vanke A/B, COLI, and Poly A historical 12month trailing P/B

12mth trailing P/B(x)
12.0 4

—Vanke A —VankeB Poly A CcoLl

10.0 4
8.0 1
6.0 -

4.0 -

M
wﬂ" \WM/V/V Vs

0.0 e e e I B B S e o o e B B e L B B o e e e e B LA B e e Es p |
s F PFFEE S FLES LS FF LTSS \0%%“\@ \0“’\6"@ ISAVENRMNES \\"v\\f»
\\Q (¢) \\0 O \\(\ (€ QQ (e) QQ (¢) \)Q (e) QQ (¢) \\Q 0\\ R 0 0\\ 0 R 0 8 0 \\(\ (¢ 00 Q(\ 0
0505050505050505050505030505050505050

Z#FE: Datastream, Company data, Gao Hua Securities Research estimates.

Many similarities but better growth and return outlook for Vanke

Many similarities between Vanke, COLI and Poly

We see these three developers sharing many similarities in terms of their growth path (from Tier-1
to Tier-2/-3), industry position (all top ranked), brand image, geographic/product focus and
average land cost/ASP etc., as shown in Exhibits 13-19.
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El3&13: Vanke, COLI and Poly A have been growing their land bank at similar pace...
Attributable unbooked land bank growth from 2005-2012E

(mnsgm) mVanke A mPoly A ~ COLI
70 ~
60 -
50 - 2005-2012E CAGR:
Vanke A: 30%
COLI: 20%
Poly A 24%
40 H
30 A
20 A
) l
0 - . . . T .
QA Q ) Q N &
Q Q Q N N
B S S 0 s <Y

Note:End-2012E land bank balance is calculated based on end-1H12 land bank balance + acquisition in 2H12 — estimated
GFA to be booked in 2H12

ZEHIFE: Company data, Gao Hua Securities Research.

El%&14: ...similar exposure in city tier (though Vanke is El%15: ...similar regional footprints
slightly higher in Tier 1 exposure) Land bank breakdown by regions
Land bank breakdown by city tier
mTier1 Tier2 mTier3 & others mYRD =mPRD  Pan-Bohai North Western Mid mOthers
100% 100% 7 g A [a%
90% 90% 1 21% 32 17%
80% 80%
5% 13%
70% 70% 18%
15%
60% 60% 23%
12%
50% - 50% 12%

9%
40% - e 61% 50 20%
o

20%

30%

s

30%

s

20%

s

20%

s

10% 10%

0% - 0% -

Vanke A coLl Poly A Vanke A CcoLl Poly A

ZEHIFE: Gao Hua Securities Research estimates. ZFHIFE: Gao Hua Securities Research estimates.
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E13%16: ...similar land cost as a % of ASP
Land cost as % of 2013E ASP
(Rmb/sqm) m Average land cost = ASP e Land costas % of ASP
80,000 T 50%
na% 9
70,000 4 * T 48%
1 40%
60,000 -
32% 1 35%
50,000 | e 30%29% .
* o 27/027 /0260/02 o, T 30%
i 24/"240/24°/ o, 1 o,
40,000 “23A»23A,21%21% s 25%
¢ . 18%18%1-0/179710 1 20%
30,000 1 . 18/“17617617%»160/16%15(y 20%
°14%
® 12%,., T 15%
20,000 - 11%
® 8%l 10%
L ]
10,000 - I 1 5%
0 - 1—.' =s + 0%
vch\zo\ > 2 SOk 0 L0 N LS O
fo 2 e, ) N o
A & <(,\«b\,)\c) I @Q%, < s e = o A4S Q}Q}
23 o\*
B3
F#IFR: Company data, Gao Hua Securities Research estimates
El3&R17: ...though the distribution of land bank value by end-12E is slightly different
Existing land bank value breakdown by acquisition year
Poly A
| m Before 2006
: 2007
coLl 2008
2009
3 3 : : : : 3 3 : : m2010
i i 1 1 i ] H H i H =201
| § i i | 2012
Vanke A
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
F#IFR: Company data, Gao Hua Securities Research estimates.
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El$:18: Contracted sales growth of Vanke comparable to
COLL. Poly is the highest mainly due to low base in 2005
Contracted sales comparison (2005-2012)

(Rmb bn) mVankeA mPolyA © COLI
160 -
140
120 A
2005-2012E CAGR:
Vanke A: 39%
100 + COLI: 38%
Poly A57%
80 -+
60
40 -+
20 A I
o s B \
H L A L 3 QS N N2
& § S S S N » N
S S & & &S S F

ZE#FE: Company data, Gao Hua Securities Research.

El$:19: ASPs are in a similar category given their similar

mass, upper-middle residential segment focus.
Difference lies in city mix
Contracted sales ASP comparison (2005-2012)

Rmb/sgm —-0-Vanke A Poly A 4 COLI
14,000 -
13,000
A
12,000 -
2005-2012E CAGR: T~ :
11,000 - Vanke A: 9% . )
COLI: 6%
10,000 1 Poly A 9%
9,000 -+ A

X
A
8000 {
7,000 - D//
6,000

5,000

3 Q N \Z
QQ N N N!

» A ®
§ N S
© ® o S o ® ®

> ®

Note: We excluded COLI's contracted sales from HK in year 2007-2012 for ASP

comparison

F#FE: Company data, Gao Hua Securities Research.

But still, there are differences today that could drive divergence in

the future

Apart from the fact that both COLI and Poly are SOEs and Vanke is not (see Exhibit 31 for
latest available shareholding structure), which is partly the reason for the differences in
financing cost (as shown in Exhibit 27), we see the following key differences:

1. Vanke has been growing its city presence faster than COLI, suggesting a more

balanced growth outlook

We note that Vanke's pace of city expansion is faster than COLI, as shown in Exhibit 20.
Despite the fact that Vanke and COLI were established in the same year, Vanke now has
exposure to 58 cities while COLI is exposed to 38 (incl. COGO, 0081.HK, Neutral). We

attribute this to the fact that COLI was very slow in city expansion during early stage of the
industry upcycle in the early 2000s, given its focus on Hong Kong at that time. COLI's
expansion in Tier-3 cities in 2010 was also behind Vanke and Poly as its utilization of COGO

as its development arm in lower tier cities only started in Yinchuan and Guilin in 2H10. In

addition, we note that apart from COLI, COLI's parent China State Construction Group
(601668.SS, NC) also has another property development arm, China State Construction
Land (CSC LAND), which is not listed but has been growing land bank very quickly in the
past few years (from GFA11 mn sgm in 2008 to GFA31mn sgm by end 1H12) with a similar
city focus to COLI, suggesting possible competition for new land acquisitions within the

group.
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E13&20: Established in the same year as COLI, Vanke has been growing its presence faster
than COLI.

Incremental no. of cities to which Vanke, COLI and Poly A have gained exposure during their
development history

No. of cities
63 T
60 | 58
57 1 2012
54 +
51 I -
48 +
42
45 38
42 +
39 L 2010 2012
36 1 - 2012
33 +
30 + 2008
27 + 2007 2010
24 +
21 + 010} —
18 + . 2005
12 T 2003 2008 —
T 2007
91 1997-2001 2008
2002
3+ 1994-1995 2004 1995-2001
0+~ 19881993 " <
Vanke A Poly A coul

F#IFR: Company data, Gao Hua Securities Research estimates.

More lately, though the total land acquisition amount/total contracted sales ratio for Vanke
and COLI is similar (at 37-39%) in 2012 (Poly is higher at 48%) and similar in geographic
focus, the timing of acquisitions by Vanke is better given rapid acceleration of land prices
in major cities since late 3Q, as shown in Exhibits 21-22.
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El$221: COLI’'s land acquisition is more concentrated in
late 2012; Vanke’s was mainly 2-3Q, which had better

pricing
Land acquisition/contracted sales breakdown by quarters of 2012

160% -

140%

120% -

100%

80%

60% -

40%

20% -

0%

—0—Vanke A land acquisitions as % of contractsales

COLIland acquisitions as % of contractsales

Poly A land acquisitions as % of contractsales

El$222: Land prices in HPR cities have already recovered
to 2010 levels since late 3Q2012
Land price in HPR/non-HPR cities

mmm Monthly land ASP transacted premium to ASP launchedin cities with HPR (LHS) (Rmb/sam)
70% - C—Monthly land ASP transacted premiumto ASP launchedin cities without HPR (LHS) 3,500
-o= Monthly land ASP transacted in cities with HPR (RHS)
——Monthly IancﬁASPtransacted in cities without HPR (RHS)

60% - - 3,000

50% - 2,500

40%

/ o

20% \ . A 1,000

10%

T | 0%

2012Q1

2012Q2

2012Q3 201204 Jan-10 May-10 Sep-10 Jan-11  May-11  Sep-11  Jan-12 May-12 Sep-12

Note: We have excluded COLI’'s contracted sales and land acquisitions in HK.

F#IFR: Company data, Gao Hua Securities Research.

F#IFE:  Soufun/CIA, Gao Hua Securities Research.

2. We expect COLI’s EPS growth to be slower than Vanke during 2012E-2014E

Despite a similar underlying EPS growth path during 2005-2011 (but higher for Poly due to

a lower base than the other two), we believe 2011 was a watershed for the three companies,
meaning that Vanke and Poly’s EPS growth will be more stable than COLI’s on the back of
their more rapid growth in lower-tier cities, an initiative to gain market share.

As shown in Exhibit 23, by using reported sales figures (note COLI’'s monthly sales figures
include subscription sales but only contracted sales for both Vanke and Poly), all three
companies have locked-in our 2012E & 2013E revenue booking forecasts. However, by
using cash already collected as of end-1H12, COLI’s figure is a lot lower than Vanke’s and
Poly’s.

In addition, though we expect similar growth of saleable resources for all three companies
(30% yoy), given higher growth in new projects for Vanke in terms of contribution to such
saleable resources which is also more front-end loaded in TH13, we expect Vanke is more
likely to surprise on the upside than the other two.
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El3&23: High-quality earnings are locked in by Vanke and
Poly vs. COLI when it comes to actual cash received from
presales

Revenue forecast lock-in ratio comparison

mVankeA mPolyA  COLI

...by presale deposit as of TH12 ...by FY12 full year contracted sales

100% 100% 100% 100% 100% 100% 100% 100%

100% -
90% -
80% o |

70% -
60% |

50% |

40% -
30% -

20% 15%
10%

0% T L o% I T |

2012E 2013E 2012E 2013E

El%&24: We estimate 30% yoy growth of saleable
resources in 2013 for all three companies but higher
contribution from new projects for Vanke

No. of projects selling in 2012/2013, breakdown by 1H/2H

Rmb bn M Year beginning sellable resources (LHS)
4 No. of project selling in 1H (RHS)
No. of project selling in 2H (RHS)
100 Vanke A Poly A coLl 400
90 - 350
80 307

- 300
70

60 250

50 200

40 - 150
30
100
20

2012E 2013E 2012E 2013E 2012E 2013E

F#IFR: Company data, Gao Hua Securities Research estimates.

F#IFR: Company data, Gao Hua Securities Research estimates.

El%25: We estimate EPS growth for COLI will be much slower than Vanke and Poly in

coming 3 years

Underlying EPS comparison, 2005-2014E

Rmb mmm Vanke AEPS COLIEPS Poly AEPS
——Vanke A EPS growth — — Poly AEPSgrowth ~ eeeee COLIEPS growth
2.00 - - 140%
H 2012E-2014E CAGR:
J : Vanke: 24% |
180 AN COLI: 1% 120%
H Poly A: 23%
1.60 - - 100%
1.40 - - 80%
1.20 - - 60%
| 2005-2011 CAGR: - - - L o
1.00 Vanke A: 17% 40%
COLI: 67%
0.80 1 Ppoly A: 57% - 20%
0.60 - - 0%
0.40 - - -20%
0.20 ] - -40%
= T T T T T T '60%

2005 2006 2007

2008 2009 2010 201 2012E  2013E  2014E

F#FHE: Company data, Gao Hua Research estimates.

3. We expect Vanke to deliver higher ROE than COLI during 2012E-2014E

Vanke has been perceived as being conservative in utilizing financial leverage (Exhibit 26), partly
due to high financing costs, in our view. As shown in Exhibit 27, being unable to substantially tap
the overseas financing channel, its 2010-2012E gross borrowing rate has been on average 3-
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4ppts higher than COLI’s (i.e., COLI has completed four guaranteed note issuances in 2012 alone,
with coupon rates as low as 3.95%-5.35% with tenure ranged from 5-30 years). Compared with
onshore peers such as Poly A with an SOE background, Vanke’s debt structure was also more
tilted toward short-term borrowing during 2010-2011’s credit tightening period (Exhibit 26).

E13&26: Vanke has been conservative in utilizing financial leverage vs. its peers
Debt structure and leverage comparison, 2005-2014E

ST debtas % of total debt (LHS) LT debt as % of total debt (RHS)
—— Netgearing ratio (RHS) e Total debtto total assetratio (RHS)

100% 140%
90% 120%
80% 100%
70% 80%
60% 60%
50% 40%
40% 20%
30% 0%
20% + -20%
10% + -40%

0% -60%

F#FHE: Company data, Gao Hua Securities Research estimates.

As a result, the gap between Vanke’s gross profit margin and COLI’s is widened further at the
pre-tax level, as shown in Exhibit 28.
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El$227: Vanke has to burden a higher financing cost than
CoLl
Financing cost comparison, 2005-2014E

~o-Vanke COLI +---- Poly A
12.0% -

GS estimates

10.0% -

8.0% -

6.0% -

4.0%
2.0%

0.0% T T T T T T |
2005 2006 2007 2008 2009 2010 2011 2012H1 2012E 2013E 2014E

El1$228: ...that resulted in lower pre-tax/net margins
compared with COLI, while gross margins were at similar
levels

Adjusted GPM, pre-tax margin and net margin comparison, 2005-
2014E

—0—Vanke A - COLI Poly A
60%

Gross margin

Pre-tax margin Net margin

50% -

40%

30% -

20% -

10%

s .ﬁ@f&& 'S\e@\;&'{o &
Note: 1) Adjusted gross margin=gross profit/gross revenue; 2) Adjusted pre-tax
margin=(pre-tax profit-net income from associates)/gross revenue; 3) Adjusted
net margin=net profit/gross revenue; 4) we added back LAT (Land Appreciation
Tax) to gross profit when calculating gross profit for Vanke and Poly due to
different accounting treatment on LAT between Vanke/Poly and COLI.

F#FHE: Company data, Gao Hua Securities Research estimates.

F#FHE: Company data, Gao Hua Securities Research estimates.

Nevertheless, we estimate Vanke will still achieve higher ROE during 2012E-2014E than COLI on
the back of its faster asset turnover, as well as higher backlog of unbooked sales that will be

booked in the coming three years.
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E3&29: We expect Vanke to deliver higher ROE than COLI during 2012E-2014E

Underlying ROE comparison, 2005-2014E

—0—-Vanke AROE

35%

COLIROE -

Poly A ROE

30%

25%

20%

15%

10%

5%

0%

2005 2006 2007 2008

2009

2010

201

2012E

2013E

2014E

FHFHE: Company data, Gao Hua Securities Research estimates.

Moreover, we believe better accessibility to cheaper funding should give Vanke more
room/flexibility to optimize its capital structure and thus increase the visibility of its longer-term
growth/return outlook versus peers. Even without assuming a higher leverage, as shown in our
ROE vs. financing cost sensitivity analysis in Exhibit 30, we estimate every 100 ppt reduction of
its financing cost from our base-case assumption will lift its 2013E/2014E ROE by 50/30 ppt. If
Vanke’s financing costs fell to COLI’s levels, we calculate its ROE would improve to 24%+ and

22%+ respectively.

E3&30: 100 ppt reduction of Vanke’s financing cost would help lift its 2013-2014 ROE by 0.3-0.5%

Vanke 2013E-2014E ROE to financing cost sensitivity analysis

2013E ROE (%)

% Change from base-case

Financing cost change ROE change
Base case=8.0% 50ppt  -100ppt  -150 ppt  -200 ppt  -250 ppt  -300 ppt 50 ppt  -100ppt -150 ppt  -200 ppt  -250 ppt  -300 ppt
22.8% 23.0% 23.3% 23.5% 23.8% 24.0% 24.3% +27ppt +52ppt +77ppt  +102ppt  +126ppt  +151ppt

2014E ROE (%)

% Change from base-case

Financing cost change ROE change
Base case=7.5% 50ppt  -100ppt  -150ppt  -200 ppt  -250 ppt  -300 ppt -50ppt  -100ppt -150ppt -200 ppt  -250 ppt  -300 ppt
22.7% 22.9% 23.0% 23.2% 23.3% 23.4% 23.6% +14ppt +28ppt +42ppt +56ppt +70ppt +84ppt
FHFHE: Gao Hua Securities Research estimates.
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Shareholding structure
E3&31: Vanke’s shareholding structure as of end 1H12
State-owned Assets
Supervision and
Administration
Commission of the State
Council
100%
100%
CRNC
(note1)
China Resources
99.9961%
CRC (note1) E-Fund mgmt Harvest Fund B!F)::’a ( O?I!;I:;:p:r'::::t?icn:: d) Others
14.73% 2.85% 2.59% 1.97% 0.368% 77.49%
Note: CRNC refers to China Resources National Corporation and CRC refers to China Resources Co., Ltd.
F#FE: Company data.
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El3&32: China developers’ valuation comparison

N
o
=
w
H
BN
In
N
w
m

Company Ticker Mkt Price as of Potential  Target End-13 NAV scenario lysi: FD Core P/E (x) P/B(x) Dividend yield (%)

Cap 12 mth upside/ price Shr price Shr price Shr price|

(Uss$ Price  downside disc. to (disc)/ prem to (disc)/ prem to (disc)/ prem to|

bn) Rating 22/Jan/13 target (%) NAV Base-case NAV | Bull-case NAV Bear-case NAV 12E 13E 14E 12E 13E 14E 12E 13E 14E
H-share listed
Agile 3383.HK 54 Neutral 112 (HKS) 115 3 -40% 19.2 (42) 221 (49) 171 (35)) 7.7 6.8 6.2 14 1.2 1.0 28 3.0 32
COGO 0081.HK 33 Neutral 10.6 (HKS) 10.0 (5) -20% 125 (16) 14.1 (25) 10.8 (2) 1.7 9.6 8.6 31 24 20 1.0 22 25
COLI 0688.HK 258 Neutral 247 (HK$) 24.7 0 -10% 27.5 (10) 31.0 (21) 249 (1) 128 137 12.6 23 2.1 1.8 1.6 13 14
CRL 1109.HK 175 Buy 234 (HK$) 26.5 13 -10% 29.5 (21) 34.9 (33) 271 (14)) 16.3 126 10.0 2.0 1.8 17 13 17 22
CG 2007.HK 9.5 Buy 4.1 (HK$) 4.6 13 -30% 6.6 (38) 7.8 (48) 5.6 (27) 9.7 749 7.6 1.7 115 1.3 3.6 44 4.6
Evergrande 3333.HK 85 Buy 4.3 (HK$) 4.7 9 -50% 9.3 (54) 113 (62) 83 (48) 6.4 6.4 5.7 1.3 il 1.0 39 32 3.6
Franshion 0817.HK 4.0 Neutral 2.9 (HKS) 31 7 -30% 4.4 (33) 4.8 (40) 41 (28)] 135 109 10.2 11 1.0 09 17 1.4 15
Greentown China 3900.HK 4.6 Buy* 16.6 (HKS) 17.4 5 -30% 249 (33) 30.7 (46) 20.8 (20) 6.0 54 5.7 1.5 1.2 1.0 1.7 i) 1.8
R&F 2777.HK 6.2 Neutral 14.9 (HKS) 14.2 (5) -30% 20.4 (27) 24.6 (39) 17.2 (13) 9.2 o) 9.9 1.5 14 1.3 38 3.6 35
KWG 1813.HK 22 Buy 6.0 (HKS) 7.2 19 -30% 10.2 (41) 11.9 (49) 9.0 (33)] 74 6.7 6.3 1.0 0.9 0.8 29 3.0 32
Longfor 0960.HK 104 Buy* 14.9 (HKS) 211 42 -20% 26.3 (44) 30.2 (51) 24.0 (38)] 115 10.2 84 22 1.9 1.6 14 14 17
Poly Property (H) 0119.HK 3.0 Buy 6.44 (HKS) 7.5 16 -40% 12,5 (48) 15.1 (57) 10.0 (35) 10.8 9.8 85 0.9 0.8 08 2.1 20 24
Shimao 0813.HK 74 Neutral 16.7 (HKS) 17.8 6 -30% 25.4 (34) 30.7 (45) 21.2 (21)) 8.9 8.8 83 13 1.2 11 34 34 3.6
Shui On Land 0272.HK 3.1 Neutral 3.8 (HKS) 3.9 4 -50% 7.8 (52) 8.4 (56) 74 (49)] 18.8 154 14.4 0.6 0.6 05 15 1.0 1.0
Sino Ocean 3377.HK 4.6 Neutral 6.3 (HKS) 6.8 9 -40% 113 (45) 13.5 (54) 9.6 (35) 14 11.0 14 1.0 1.0 0.9 3.1 3.2 3.1
SOHO China 0410.HK 4.9 Neutral 6.7 (HKS) 6.6 (1) -40% 111 (40) 12.7 (48) 9.4 (29)] 9.8 9.6 14.4 12 1.1 11 4.6 4.6 4.6
Sunac 1918.HK 26 Buy 6.7 (HKS) 8.5 28 -40% 121 (45) 13.8 (52) 10.6 (37) 6.4 54 4.3 1.6 1.3 1.0 13 1.4 20
Offshore average 10 (37) (46) (27), 10.5 9.4 9.0 15 1.3 1.2 24 25 217

A/B-share listed

Beijing Capital Development  600376.SS 29 Buy* 12.0 (Rmb) 15.2 26 -45% 27.6 (56) 33.1 (64) 235 (49) 8.9 7.6 6.4 1.3 I 1.0 1.3 1.6 1.9
China Merchants Property (A)  000024.SZ 8.1 Buy 29.7 (Rmb) 32.0 8 -30% 45.7 (35) 51.1 (42) 42.4 (30) 15.8 11.9 9.3 2.2 1.9 1.6 0.8 1.1 14
Gemdale Corp. 600383.SS 4.8 Neutral 6.8 (Rmb) 6.7 (2) -45% 121 (44) 13.8 (51) 11.0 (38)] 9.3 84 72 13 1.1 1.0 11 1.2 14
Qverseas Chinese Town 000069.5Z 8.1 Neutral 7.0 (Rmb) 7.0 (1) -40% 11.7 (40) 12.7 (45) 10.8 (35) 14.0 11.8 105 26 22 1.9 1.0 1.2 1.3
Poly Real Estate (A) 600048.SS 15.5 Neutral 13.7_(Rmb) 13.7 0 -25% 18.2 (25) 21.4 (36) 16.0 (15)) 11.6 94 7.6 23 1.9 1.6 17 2.1 2.6
Risesun Real Estate 002146.S2 45 Neutral 15.1 (Rmb) 12.5 (17) -25% 16.6 (9) 19.6 (23) 14.6 4 13.8 1.3 9.7 3.6 2.8 23 1.1 13 15
Shanghai Shimao 600823.SS 22 Sell 11.6_(Rmb) 10.0 (14) -55% 222 (48) 25.5 (54) 20.7 (44) 104 o15] 8.6 1.2 1.0 0.9 - =

China Vanke (A) 000002.5Z  20.7 Buy* 11.8 (Rmb) 15.0 28 -25% 20.0 (41) 22.6 (48) 17.9 (34) 10.0 J7AS) 6.5 20 1.6 1.3 1.5 ji19) 23
China Vanke (B) 200002.5Z 26 Buy 15.1 (HK$) 22,5 49 -10% 25.0 (40) 28.3 (47) 224 (32)) 10.6 84 6.8 2.1 1.7 14 14 1.8 22
Jiangsu Zhongnan 000961.5Z 24 Buy 12.8 (Rmb) 16.2 27 -40% 27.0 (53) 32.6 (61) 23.0 (45) 12.2 9.0 6.8 22 1.8 1.4 - =
WorldUnion 002285.SZ 0.7 Neutral 14.5 (Rmb) 13.6 (6) n.a. NA NA NA NA NA NA 25.4 191 156.3 3.2 219 26 1.3 1.7 22
Onshore average 9 (39) (47) (32) 11.8 9.7 8.1 21 1.7 1.4 0.9 1.1 1.4
Singapore listed

Yanlord YNLG.SI 2.6 Sell 1.6 (S$) 14 (11) -40% 24 (33) 2.7 (41) 21 (25)) 135 154 14.5 09 0.9 0.8 05 04 04
Perennial China Retail Trust PCRT.SI 0.6 Sell 0.64 (S$) 0.45 (29) -30% 0.64 (1) 0.77 (17) 0.54 18 n.m n.m n.m 0.8 0.7 0.7 6.1 5.5 5.5
US listed

E-House EJ 0.6 Neutral 4.8 (US$) 3.9 (19) n.a. NA NA NA NA NA NA 146.9 137 10.3 0.8 0.8 0.8 - -

Simple average of above s | | ) ) @] 114 2.6 85 15 1.2 1.1 15 17 22

Note: 1) *Indicates the stock is on our Conviction List. 2) Our 12-month target prices are based on end-2013E NAV for developers, and 2013E P/E multiple for E-House and WorldUnion. We expect a 5-10% price increase in 1H13 but then no or limited growth in
2H13. 3) Bull-case: We expect property price to increase by another 15-20% in 2H13 by assuming no government intervention to stop price appreciation. Bear-case: We expect property prices to return to 1H 12 tough levels if government takes preemptive
and harsh policy actions towards developer in coming months to eliminate any price appreciation possibilities. 4) For important disclosures, please go to http://www.gs.com/research/hedge.html.

0c

F#FE: Datastream, Company data, Gao Hua Securities Research estimates.
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