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Vanke - A (000002 CH)

Steady sales growth

SUMMARY. We initiate coverage with a BUY recommendation on Vanke — A share.
Vanke is a pioneer in China property market, in terms of leasing apartment,
prefabricated construction and etc. We set TP as RMB31.68, which is equivalent to
past five years average forward P/E of 9.0x. Upside potential is 16.8%.

A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Initiation)

Target Price RMB31.68
Up/downside +16.8%
Current Price RMB27.12

China Property Sector

Samson Man, CFA

B Share placement strengthened balance sheet. Vanke underwent shares
placement and completed in Apr 2019. The Company issued and sold 263mn (a1 Sl i .
new H shares at price of HK$29.68 per share. The newly issued H shares samsonman@cmbi.com.hk
represented 16.67% and 2.33% of the enlarged total issued H shares and total Chengyu Huang
issued share capital, respectively. Net proceeds of this H shares placement was (852) 3761 8773
HK$7.78bn and used for debt repayment. New capital can flourish the balance huangchengyu@cmbi.com.hk
sheet although net gearing of Vanke was low at 30.9% as at Dec 2018.

m  Bottom line surged 25% in 1Q19. In 1Q19, revenue and net profit surged by Etlzccka'??éim — TG
59.4% to RMB48.4bn and 25.2% to RMB1.12bn, respectively. The slower growth Avg 3 mths t/o (RMB mn) 1584
in bottom line was due to the scale effect. Delivered GFA climbed 88.2% to 52w High/Low (RMB) 33.60/20.40
3.11mn sq m in 1Q19 but only represented 10.5% of our forecast full year Total Issued Shares (mn) i’-;‘ggﬁ;
delivered GFA. On the other hand, other fixed cost including SG&A expenses and S Ee :
interest expenses would not change following to the scale of delivered GFA. As
at May 2019, pre-sold but unbooked properties amounted to RMB704.6bn or Shareholding Structure
47.79mn sg m that provided good earnings visibility in the coming year. f::r?;:ger?ugetro ﬁ:ggzﬁ;

B Contracted sales grew by 12% in 5M19. Contracted sales amount and area ’3*23‘;‘29 — 6.57%
surged by 12.0% to RMB267.6bn and 4.7% to 16.61mn sg m in 5M19, ' ’
respectively. It seems Vanke’s growth was slower than most peers but it Share Performance
was still the fastest among BIG 3, followed by Country Garden (2007 HK) — Absg'z; Relfg\gz
and Evergrande (3333 HK). . I r

B Attributable land bank amounted to 92.45mn sq m. Vanke acquired 19 new gOT::e Bioomberg 6.8% -3.4%
projects with attributable land bank of 5.99mn sq m in 1Q19. As at Mar 2019, total
and attributable land bank amounted to 153mn sq m and 92.45mn sq m, 12-mth Price Performance
respectively. Moreover, Vanke participated in several urban redevelopment (RME)  CTIRE
projects with aggregate attributable GFA of 3.48mn sq m. Current land bank is ;“; —— SHSZ300 (rebased)
sufficient for next three years’ development. 2«;

B |[nitiate with BUY recommendation. Vanke is a pioneer in China property market, 20

in terms of leasing apartment, prefabricated construction and etc. We set TP as
RMB31.68, which is equivalent to past five years average forward P/E of 9.0x.
Upside potential is 16.8%.

Earnings Summary
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Source: Bloomberg

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E Auditor: PricewaterhouseCoopers
Revenue (RMB mn) 237,345 297,083 412,073 467,727 512,899
YoY growth (%) 3.7 25.2 38.7 135 9.7
Net income (RMB mn) 28,052 33,773 39,517 47,628 52,644
EPS (RMB) 2.54 3.06 3.52 421 4.66
YoY growth (%) 33.4 20.4 15.0 19.8 105
P/E (x) 10.7 8.9 7.7 6.4 5.8
P/B (x) 2.3 1.9 16 1.4 1.2
Yield (%) 3.3 3.9 4.4 5.2 5.9
ROE (%) 211 21.7 20.8 21.2 20.2
Net gearing (%) 8.8 30.9 18.9 20.2 22.4

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 1: Share structure

Immediately before
Completionof the Placing

Immediately after
Completionof the Placing

No. of Shares % of total No. of Shares % of total
Class of Shares (mn) issued Shares (mn) issued Shares
A Shares 9,724.20 88.09% 9,724.20 86.04%
H Shares 1,314.96 11.91% 1,577.95 13.96%
Total 11,039.15 100.00% 11,302.14 100.00%
Source: Company data
Figure 2: 1Q19 results
1Q18 1Q19 Change
(Rmb mn) (Rmb mn) (%) Remark
Turnover 30,344 48,375 59.4% Delivered GFA increased 88% YoY to 3.11mn sq m in 1Q19
Cost of Sales (20,300) (31,428) 54.8%
Gross Profit 10,044 16,947 68.7% Gross margin expanded by 1.9ppts to 35.0% in 1Q19
Other operating income 956 1,101 15.2%
Distribution Cost (1,276) (1,371) 7.5%
Administrative Expenses (2,475) (3,423) 38.3%
Other Expenses (160) (552) 245.2%
EBIT 7,088 12,701 79.2% EBIT margin expanded by 2.9ppts to 26.3% in 1Q19
Interest Expense (1,881) (2,699) 43.4%
Associated (343) (312) -9.0%
Pre-tax Profit 4,864 9,690 99.2%
Taxation (3,084) (6,484) 110.2% Effective tax rate expanded by 3.5ppts to 66.9% in 1Q19
Profit after Tax 1,779 3,206 80.2%
Minority (885) (2,085) 135.7%
Net Profit 895 1,121 25.2%
Source: Company data
Figure 3: Contracted sales Figure 4: China Top 10 developers’ sales in 5M19
(Rmb bn) 5M19
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Source: Company data Source: CRIC
Figure 5: Earnings revision
Revenue (RMB mn) Net profit (RMB mn) EPS (RMB)
Old New Change Old New Change Old New Change
2019E 412,073 412,073 0.0% 39,453 39,517 0.2% 3.574 3.517 -1.6%
2020E 467,727 467,727 0.0% 47,517 47,628 0.2% 4.304 4214 -2.1%
2021E 512,899 512,899 0.0% 52,544 52,644 0.2% 4.760 4.658 -2.1%

Source: CMBIS estimate

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 6: End-19 NAV estimate
NAV /share NAV /share

(Rmb mn) (Rmb) (HK$) % of NAV Remark

Completed projects 31,621 2.80 3.18 7% WACC of 13.1%
Under construction 213,798 18.92 21.50 48%
Future development 241,704 21.39 24.30 55%
Listed securities 5,828 0.52 0.59 1% Market value
Gross amount 492,951 43.62 49.56 112%
Net debt (51,860) (4.59) (5.21) -12% Dec 2019
NAV 441,091 39.03 44.35 100%
Source: CMBIS estimate
Figure 7: Peer group
Name Chinese name BLP Ticker Share Price Mkt Cap P/E

RMB RMB mn 18A 19E 20E
CHINA VANKE CO LTD -A 5o 000002 CH 27.12 302,698 8.8 7.3 6.4
CHINA MERCHANTS SHEKOU IND-A 427 4% 001979 CH 21.01 166,065 14.3 2.0 6.7
POLY DEVELOPMENTS AND HOLD-A %] % # 600048 CH 12.54 149,164 7.8 6.4 5.3
CHINA FORTUNE LAND DEVELOP-A & % % 4% 600340 CH 29.3 87,976 7.2 6.0 4.9
GREENLAND HOLDINGS GROUP C-A % ¥ 47 9% 600606 CH 6.63 80,675 6.6 5.7 47
SHENZHEN OVERSEAS CHINESE-A i ifi 35 000069 CH 6.8 55,788 5.3 46 43
SHANGHAI LUJIAZUI FIN&TRAD-A [ER X4 600663 CH 14.38 50,892 16.4 17.6 14.2
BBMG CORPORATION-A [ | 601992 CH 3.6 34,828 10.0 10.0 9.1
GEMDALE CORP-A 2487 600383 CH 11.66 52,640 6.2 5.6 4.9
RISESUN REAL ESTATE DEVEL-A FESER 002146 CH 9.53 41,438 5.4 43 35
SEAZEN HOLDINGS CO LTD-A E T3 601155 CH 37.84 85,394 8.2 6.3 5.0
FINANCIAL STREET HOLDINGS-A & @ 000402 CH 7.37 22,028 6.6 6.3 55
JINKE PROPERTIES GROUP CO -A 4 1% i 000656 CH 6.25 33,373 8.4 6.9 5.9
XIAMEN C & D INC-A [EE NI 600153 CH 8.74 24,780 5.4 46 3.9
JANGSU ZHONGNAN CONSTRUCT-A ¢ % 1% i% 000961 CH 8.91 33,054 14.4 8.3 5.0
YANGO GROUP CO LTD-A ok 000671 CH 6.13 24,827 8.0 6.0 4.4
BEIING URBAN CONSTRUCTION-A 7 % 2 600266 CH 9.46 14,824 7.1 7.0 6.3
HANGZHOU BINJIANG REAL EST-A  izir # 7 002244 CH 4.02 12,508 9.8 6.2 5.8
TAHOE GROUP CO LTD-A 24 37 000732 CH 15.08 18,766 5.7 6.8 5.2
SICHUAN LANGUANG DEVELOPME-A % % & 600466 CH 5.7 17,009 7.5 4.9 35
Average 8.4 7.0 5.7

Source: Bloomberg, CMBIS estimate

Figure 8: Forward P/E Figure 9: A-H Premium
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Financial Summary
Income statement Cash flow summary
YE Dec 31 (RMB mn) FY17A  FY18A FYI9E FY20E FY2IE YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 237,345 297,083 412,073 467,727 512,899 EBIT 64,173 88966 100,245 115136 127,931
Property development 225,761 278,083 387,646 437,313 476,662 Depreciation and 1929 2922 4529 4640 4,700
Construction 845 3411 4,162 5077 6,194 Change in working capital 45,230 (21,185) (63,577) (62,000) (90,000)
Property services 7199 9796 12734 16300 19560 Income tax paid (265514) (36592) (45,067) (54,847) (56,147)
Other business 3538 5,793 7531 9,037 10483 Others (2,496) (493) 58077 2839% 40,539
Cost of sales (160,621) (187,131) (287,349) (326,292) (357,933) Net cash from operating 82,323 33,618 54,207 31,326 27,024
Gross profit 76,723 109952 124,725 141,435 154,966
Capex (41,043) (18486) (5084) (4,940) (5,600)
Other income and gains 4,538 3585 5,602 5974 6,304 Associates/JV (24,036) (45,840) (26,883) (28,200) (20,600)
Distribution expenses 6262) (7,868) (10,302) (11,225) (11,797) Other 13466 (3,038) 3561 3511 0
Administrative expenses (9633) (14590) (17,719) (18,709) (18,977) Net cash from investing (51,613) (67,364) (28,405) (29,629) (26,200)
Other expenses (1193) (2113) (2060) (2339) (2564)
Operating profit 64,173 88966 100245 115136 127931 Equity raised 0 0 6691 0 0
Change of Debts 63,942 61,181 (8,208) 5000 16,000
Finance expenses (4061) (8181) (7,327) (7.282) (7,581) Dividend paid (19,134) (40,249) (11,812) (13,563) (16,049)
Associates/JV 4,569 6,280 7,200 7,940 8,620 Other 10457 23,866 0 0 0
Exceptional 0 0 0 0 0 Net cash from financing 55265 44,798 (13,329) (8,563) (49)
Pre-tax profit 64,682 87,065 100,118 115,794 128,970
Net change in cash 85974 11051 12473 (6,866) 775
Profits tax (27,473) (37,793) (43,701) (49,967) (55,077) Cash at the beginning 79490 164,326 175668 188391 181,775
Minority interest (9157) (15500) (16,900) (18,200) (21,250) Exchange difference (1,139) 291 250 250 250
Perpetual 0 0 0 0 0 Cash at the end 164,326 175668 188,391 181,775 182,800
Net profit 28052 33773 39517 47,628 52644 Pledged deposit 9,795 12,749 12,749 12749 12,749
Cash at BS 174121 188417 201,140 194,524 195,549
Balance sheet Key ratios
YE Dec 31 (RMB mn) FYL7A FY18A  FYI9A FY20A FY2IA YE pec 31 FY17A FY18A FYI19E FY20E FY2IE
Non-current assets 147,794 233508 264,820 291,200 311,400 Sales mix (%)
Fixed asset 10,735 22645 23200 23500 24,400 Property development 95.1 93.6 94.1 935 92.9
Investment properties 17,046 25898 28000 29500 30,000  Construction 04 11 10 11 12
Associates/JV 81,224 129528 165000 192,000 212,000  Property services 30 33 31 35 38
Intangible assets 1,09 1015 1,020 1,000 1,000  Other business 15 19 18 19 20
Other non-current assets 37,693 54421 47600 45200 44,000 Total 1000 1000 1000 1000  100.0
Current assets 101764 129515 139614 148272 160434 Profit & loss ratios (%)
Cash 174121 188417 201,140 194,524 195549 Gross margin 323 37.0 303 30.2 30.2
Account receivable 238,405 331,839 343000 325000 355000 Pre-tax margin 270 299 243 246 249
Inventories 597,487 754,310 840,000 950,000 1,04000 Net margin 118 114 96 102 103
Other current assets 7632 20590 12000 13200 13800 Effective tax rate 425 434 436 432 427
Current liabilities 847,355 1,12191 1,19800 1,25800 1,34480 Balance sheet ratios
Borrowings 62,273 93183 68000 60,000 58000 Current ratio (x) 12 12 12 12 12
Trade and other payables 352,677 486,726 520,000 550,000 580,000 Receivable day 3666 4077 3038 2536 2526
Contract liabilities 407,706 504,711 580,000 623,000 683,000 Payable day 5424 5980 4606 4292 4128
Deferred taxation 24700 37,293 30,000 25000 23,800 Inventory day 1357.7 14713 10670 10627 1060.5
Other current liabilities 0 0 0 0 0 Net gearing ratio (%) 8.8 30.9 189 20.2 224
Non-current liabilities 131410 171,129 188800 202,120 220550 Returns (%)
Borrowings 128,352 168,024 185000 198000 216,000 ROE 211 217 208 212 202
Other non-current liabilities 3058 3105 3800 4120 4550 ROA 32 32 34 37 39
Shareholders' equity 132,675 155764 190,160 224,304 260,899 Per share data
Minority interest 53999 79857 84,000 89500 89,500 EPS (RMB) 254 3.06 352 421 466
Perpetual bond 0 0 0 0 0 DPS (RMB) 0.90 107 120 142 160
Total equity 186,674 235621 274,160 313,804 350,399 BVPS (RMB) 12.02 1411 16.83 1985 2308

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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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

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 and/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.

CMB International Securities Limited and/or more of its affiliates provided investment banking services to Vanke (2202 HK) over the past
12 months.
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