DX N

ABC INTERNATIONAL
ABCI SECURITIES COMPANY LIMITED

28 Septemper 2012

Equity Focus

KWG(1813HK) —Buy

Key Data

Sh;/re orice (HKS) 710 Real Estate Development Industry

Target price(HK$) 5.55

ffsm(, ':rf';r(;fﬁ)n) 542043322 Limited impact from new curbing policy in Guangzhou

Market cap (HK$mn) 12,151 Guangzhou government is limiting pre-sales of highly-priced properties,

30-day avg turnover (HK$mn) 29.26 aiming to curb new home prices in the strong sales season on statistics

Auditors _ Emst&Young front, After confirmation with management, we expect this to yield

Melor shareholder: limited impact on KWG. Maintain our BUY ratting with TP HK$5.55.
ong jianmin 60.49

sgffcrgeéfrﬂgaﬁmzaégﬂagcgu?fﬁégﬁ'gp New policy in Guangzhou (GZ): GZ government confirmed the rumor that

they are limiting pre-sales volume of highly-priced properties. Local

Revenue composition in 1HFY12(%) government believe that new home price in GZ is distorted by recent high

Property development 97.4 transaction volume for highly-priced projects in the central district. The

gfﬁé?; ié government don’t have a definition on high prices and other execution details

are yet to be announced either. We expect that new homes with ASP above

Source: Company data Rmb30,000 should be under the pre-sale restriction.

Share performance (%)

Temporary policy and unlikely to expand: Unlike the Home Purchase

Absolute Relative* . 7 _ ; L .
1-mth 29 (2.4) Restriction, which is curbing demand, Selling Restriction is going to reduce
3-mth (13.8) (19.2) short term supply, this will ultimately help to boost up price. We view this as
6-mth (9.5) (10.1) temporary policy curbing price in the strong sales season and low possibility
Source: Bloomberg to spread out to other cities. Among the 4 top tier cities, GZ faces the largest
*Relative to Hang Seng Index pressure in curbing new home prices. Per data released by NBSC, GZ

witnessed the strongest MoM rebound in new home price compared to

Lyear price performance Beijing, Shanghai and Shenzhen, at 0.2% in Jun, 0.2% in Jul and 0.3% in

HKS

5s Aug.

| n |
j: W"\l/\ﬂﬂw Limited impact on KWG: Based in GZ, KWG has diversified
v geographically. By our estimation, in 2012 ~30% sales of the group are
3‘5 N i contributed by the city, with three projects on hot sale in the city, including
X Riviera, the Summit and Biological Island. Although, Riviera with part of

units priced around Rmb40,000-50,000/sq.m. should be classified as
highly-priced properties, it is a commercial property project. Per NBSC,
Tseptl mectl a1z mmiz sep12  transacted ASP of commercial projects will not be counted towards the
residential statistics in the city. Thus, less focus will be put on such projects
as the government is aiming to lower ASP on the statistics front.

Source: Bloomberg

Convincing valuation: The stock is trading at 4.51x 12E PE, or 2s.d. below
mean, and with the est. dividend yield at 5.6%, we believe the valuation is
attractive. We maintain our BUY ratting with TP HK$5.55, representing 40%
discount to our revised NAV, 6.0x forward PE.

Analyst:

Vivian Li

Tel: (852) 2147 8897

Email: vivianli@abci.com.hk

Risk factors: Better/worse-than-expected sales; further unfavorable
government policy; negative monthly contracted sales growth rate.

Forecast and Valuation

FY ended Dec 31 FY09A FY10A FY11A FY12E FY13E
Revenue (Rmbmn) 4,267 7,466 10,123 11,471 10,818
YoY chg(%) 171.0 75.0 35.6 133 -5.7
Net income (Rmbmn) 720 1,282 2,104 2,192 2,159
YoY chg(%) 95.4 78.0 64.1 42 -1.5
PE(X) - - 5.32 451 458
PB(x) - - 0.73 0.66 0.59
Dividend yield (%) - - 6.5 5.6 55
ROAE (%) 7.2 11.6 14.8 15.4 13.6

Source: Company data, Bloomberg, ABCI Securities estimates
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Source: Company data and ABCI Securities
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Disclosures

I, Li Hongying, Vivian , being the person primarily responsible for the content of
this research report, in whole or in part, hereby certify that all of the views
expressed in this report accurately reflect my personal view about the subject
company or companies and its or their securities. | also certify that no part of my
compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.

Definition of equity rating

Rating Definition

Buy Stock return > Market return rate

Hold Market return — 6% < Stock return < Market return rate
Sell Stock return < Market return — 6%

Stock return is defined as the expected % change of share price plus gross dividend
yield over the next 12 months
Time horizon of share price target: 12-month

Definition of share price risk

Rating Definition

Very high 2.6 <180 day volatility/180 day benchmark index volatility

High 1.5 <180 day volatility/180 day benchmark index volatility < 2.6
Medium 1.0 <180 day volatility/180 day benchmark index volatility < 1.5
Low 180 day volatility/180 day benchmark index volatility < 1.0

We measure share price risk by its volatility relative to volatility of benchmark
index. Benchmark index: Hang Seng Index.

Volatility is calculated from the standard deviation of day to day logarithmic historic
price change. The 180-day price volatility equals the annualized standard deviation
of the relative price change for the 180 most recent trading days closing price.

I and/or my associates have no financial interests in relation to the listed
company (ies) covered in this report, and | and/or my associates do not serve as
officer(s) of the listed company (ies) covered in this report.

ABCI Securities Company Limited and/or its member companies (“ABCI”)

may pursue financial interests to the companies mentioned in the report.

Disclaimers

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the
specific investment objectives, financial situation or particular needs of any specific
recipient. It is published solely for informational purposes and is not to be construed
as a solicitation or an offer to buy or sell any securities or related financial
instruments. No representation or warranty, either expresses or implied, is provided
in relation to the accuracy, completeness or reliability of the information contained
herein. This report should not be regarded by recipients as a substitute for the
exercise of their own judgment. Any opinions expressed in this report are subject to
change without notice and may differ or be contrary to opinions expressed by other
business areas as a result of using different assumptions and criteria. The analysis
contained herein is based on numerous assumptions. Different assumptions could
result in materially different results. The analyst(s) responsible for the preparation
of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market
information. ABCI Securities Company Limited is under no obligation to update or
keep current the information contained herein. ABCI Securities Company Limited
relies on information barriers to control the flow of information contained in one or
more areas within ABCI Securities Company Limited, into other areas, units,
Groups or affiliates of ABCI Securities Company Limited. ABCI Securities
Company Limited will not pay any research analyst any bonus, salary or other form
of compensation that is based upon a specific investment banking transaction. The
analysts’ compensation shall be based upon several factors. Chiefly among such
factors is the quality of the research and financial advice provided to our customers
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and the impact that the analysts’ research has on the success of the Company’s
overall business. The final compensation of the analyst who prepared this report is
determined exclusively by research management and senior management of ABCI
Securities Company Limited. The securities described herein may not be eligible for
sale in all jurisdictions or to certain categories of investors. The price and value of
the investments referred to in this research and the income from them may fluctuate.
Past performance is not necessarily indicative of future results. Foreign currency
rates of exchange may adversely affect the value, price or income of any security or
related instrument mentioned in this report. For investment advice, trade execution
or other enquiries, clients should contact their local sales representative. Neither
ABCI Securities Company Limited nor any of its affiliates, directors, employees or
agents accepts any liability for any loss or damage arising out of the use of all or
any part of this report. Additional information will be made available upon request.

Copyright 2012 ABCI Securities Company Limited

No part of this material may be (i) copied, photocopied or duplicated in any form by

any means or (ii) redistributed without the prior written consent of ABCI Securities

Company Limited.

Office address : ABCI Securities Company Limited, 13/F Fairmont House,
8 Cotton Tree Drive, Central, Hong Kong.

Tel : (852) 2868 2183




