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Key Data
Average FY13E PE (x) 6.12
Average FY13E PB (x) 1.07

Source: Bloomberg, ABCI Securities

HSCIPC performance (%)

Absolute Relative*
1-mth 49 0.4
3-mth 13.2 35
6-mth 17.4 9.6

*Relative to Hang Seng Index
Source: Bloomberg
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China Property Sector - Overweight

Reviving supply and demand dynamic

With decline in supply and stronger release for suppressed demand, we
forecast the S/D ratio to drop to 1.13x in 2013, approaching to mid-cycle
level. Yes, we are expecting a reviving S&D dynamic for the sector.
Funds will chase high-beta stocks first, and then move onto the potential
sales winners in 2013.

Supply shrinkage: We forecast the overall residential supply to drop by
10.0%YoY to 1,252mn sg.m. for 2013. The decline of housing start in 2012 is
the major reason causing the supply shrinkage next year. Our major
assumptions made in our forecast include i) GFA start in 2012 to drop
12.0%YoY to 1,285mn sg.m.. For Jan-Oct, per NBSC, the statistics was at
1,083mn sg.m., down 12.7%YoY. ii) Existing inventory to cumulate to
107mn sg.m. as of the year-end 2012.

Neutral-to-positive policy: We witnessed a stabilizing sign for the sector
policy along with ASP holding back. The government stance is generally
believed to remain intact at least till 1H13, which is to protect genuine
demand and continue to refrain the expectation of surging home prices. With
the newly elected government coming into settlement, we expect the
long-awaited property tax, might be spread among hot cities in 2H13 and will
finally replace the home purchase restriction (HPR). From then on, the
property sector will enter an era of free competition. Compared to 2010-2012,
when policy overhung the sector, the stabilizing policy and potential
withdrawal of HPR will provide a neutral-to-positive policy environment for
the property developers.

Stabilizing interest rate trend: Chances for further rate cuts in 2013 are
slim as implied by the yield curve of China fixed rate government bond. For
the 1-yr term bond, the YTM was 2.375% three months ago, while it
increased by 0.420ppt to 2.795% one month ago and further rose by 0.155ppt
to 2.950% on Nov 6. Compared to 3.00% 1-yr deposit rate, markets expect
that interest rate trend is moving toward stable in 2013.

Improving economic fundamentals: We believe 3Q12 GDP growth to
trough in 2012, along with recovering FAI, retail sales and industrial
production in Oct. Both the manufacturing and non-manufacturing PMI in
China, the leading economic indicators, are also hinting the economic revival
in October.( PMI at 50.2 in Oct against 49.8 in Sep while non- manufacturing
PMI at 55.50 in Oct against 53.70 in Sep ). China’s economic fundamentals
are expected to continue to improve in 2013.

Stronger release of genuine demand: In the down cycle of 2012, China still
witnessed a resilient genuine demand, which is estimated to remain at similar
level with 2011, at 965mn sg.m.. For Jan-Oct, based on NBSC, the new home
sales was at 701mn sg.m., down 1.2%YoY. Moving to 2013, supported by
improving policy environment, stabilizing monetary cycle and promising
economic outlook, we are expecting to see a stronger release in suppressed
demand. By our estimation, new home sold will cumulate to 1,110mn sqg.m. ,
increasing 15.0%Y0Y.
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Stock picks: Based on above forecast, the S/D ratio is estimated at 1.13x in
2013, backing to mid-cycle level. Hence, we conclude our analysis that the
S&D dynamic for the property sector, is reviving. In the Q412 and early
2013, we render funds will flow into the high-beta stocks, such as
Evergrande(3333;BUY) and KWG(1813;BUY). Afterwards, we expect
focus to move to potential sales winners. On broader recovery of the sector,
disadvantages brought from difference in geographical exposure will fade
in 2013. We expect the developers with strong brand, positioning and
execution to differentiate. On this front, we favor Sunac(1918;BUY).

Valuation and sales comparison for China property developers

Price ABCI TP  Disc/ 2013 2013
Company Code (HK$) Rec (HK$) NAV P/E P/B Beta
China Overseas 688 215 Review - - 98 176 13
Evergrande 3333 3.6 Buy 582 49% 45 121 18
KWG 1813 4.8 Buy 555  56% 48 0.76 1.7
Sunac 1918 4.2 Buy 486  48% 32 099 12
CC Land 1224 19 Hold 185 63% 6.8 0.34 16
Hopefluent 733 2.4 Buy 3.05 - 61 080 11

Source: Company data, Bloomberg, ABCI Securities
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Note: Our assumptions on potential supply estimation,

-GFA start will enter into pre-sale period in one year time

- Around 90% of GFA completion has been sold out, leaving 10% unsold resources

-Aggregate supply = GFA start last year adjusted for sellable ratio(90%) +10% GFA
completion in current year adjusted

Source: Bloomberg and ABCI Securities
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Yield curve of China fixed rate government bond
(Today, 1m ago and )

@1587 #China Fixed Rate Govt Bond Curve 11/05/12
3401 X587 China Fixed Rate Govt Bond Curve 09/28/12
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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.

\olatility 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.

Li Hong-ying Vivian, has financial interest in Evergrande Real Estate Group
Limited as at 20 Nov 2012.

£ABCI Securities Company Limited and/or its member companies (“ABCI”)
may pursue financial interests to the companies mentioned in the report.2

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




®

SR B

ABC INTERNATIONAL
ABCI SECURITIES COMPANY LIMITED

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




