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Key data
Mar 17 close (HKS) 8.05
Shares in issue (bn) 3,201.0
Major shareholder Li Sze Lim (33.7%)
Market cap (HKS bn) 25,768.1

3M avg. vol. (m) 7.9
52w high/low (HK$) 11.92/7.65

Lower-than-expected 2014 earnings; downgrade to Underperform

2014 results review 2014 revenue fell 4% YoY to Rmb34.7bn; gross margin decreased
by 370bps YoY to 35.5%; other gains came in at Rmb1.9bn (mostly revaluation gains on
investment properties). Excluding other gains, its core operating profit fell 22% YoY to
Rmb9.3bn. Income tax for the year fell 30% YoY to Rmb3.65bn due to the decrease in
land appreciation tax (LAT). Excluding profit to holders of perpetual capital instruments
of Rmb1.3bn, 2014 net profit declined 32% YoY to Rmb5.2bn, worse than market
consensus.

Contract sales review The company achieved contract sales of Rmb54bn, up 29%
YoY; Guangzhou and Beijing accounted for 26% and 23% of total contract sales
respectively. GFA sold rose 20% YoY to 4.05m sgm. Management is targeting contract
sales growth of 10% YoY in 2015 to Rmb60bn, and has restated its focus on first and
second-tier cities. It will also focus on first-tier cities for future land acquisitions.

66 projects under development As of end-2014, the company had saleable area of
10.4m sgm across 66 projects, with an available presales value of Rmb110bn.

2014 LAT provision below a normal level According to our calculations, LAT in 2014
was equal to just 4% of property development revenue, compared with 7% in 2013.
Given the company had a gross margin of over 35% in 2014, we believe its LAT should
represent 5-7% of property development revenue to bring it in line with the industry
standard.

High gearing a long-term headwind; downgrade to Underperform We calculate the
company had net gearing of 104% in 2014, and gross interest expenses of Rmb5.8bn.
We believe its interest coverage ratio (operating profit/gross interest expense) is just
1.9x, with certain liquidity risks. Given its high gearing, declining gross margin and low
earnings visibility, we downgrade our rating from Hold to Underperform, and cut our
target price by 20% from HK$8.70 to HK$7.00, equal to 0.5x 2014 NBV.

Risks the company has sizable land bank in Tier 1 cities, rising ASP in those cities may
lead to better-than-expected net earnings for the company in 2015.

Valuation

Turnover Net Profit EPS EPS YoY P/E NBV P/B ROE

(Rmbm) (Rmbm)  (Rmb) (%) (x) (Rmb) (x) (%)
2012 30,365 5,502 1.722 14 3.7 8.3 0.8 20.8
2013 36,271 7,634 2.390 39 27 104 0.6 231
2014 34,705 5,221 1.632 (32) 39 120 0.5 13.6
2015E 48,181 5,907 1.853 14 35 138 0.5 13.4
2016E 55,708 6,455 2.017 9 3.2 159 0.4 12.7

Source: Bloomberg

Sources: Company data, Capital I1Q


mailto:dennisyao@gfgroup.com.hk

‘ Company report Mar 18, 2015

Rating definitions

Benchmark: Hong Kong Hang Seng Index
Time horizon: 12 months

Company ratings

Buy Stock expected to outperform benchmark by more than 15%
Accumulate Stock expected to outperform benchmark by more than 5% but not more than 15%
Hold Expected stock relative performance ranges between -5% and 5%

Underperform  Stock expected to underperform benchmark by more than 5%

Sector ratings

Positive Sector expected to outperform benchmark by more than 10%
Neutral Expected sector relative performance ranges between -10% and 10%
Cautious Sector expected to underperform benchmark by more than 10%
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relevant securities that the analyst(s) covered in this report: (1) all of the views expressed accurately reflect his or her personal views on the company or
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securities mentioned in this report.

Disclaimer

This report is prepared by GF Securities (Hong Kong). It is published solely for information purpose and does not constitute an offer to buy or sell any
securities or a solicitation of an offer to buy, or a recommendation for investing in, any securities. This research report is intended solely for use by the
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reliable in good faith, and no representation or warranty, either express or implied, is made by GF Securities (Hong Kong) as to their accuracy and
completeness. GF Securities (Hong Kong) accepts no liability for any losses arising from the use of the materials presented in this research report,
unless otherwise required by applicable laws or regulations. Please be aware of the fact that investments involve risks and that the prices of securities
may fluctuate and therefore returns may vary. Past results do not guarantee future performance. Any recommendations contained in this research report
do not have regard to the specific investment objectives, financial situation and the particular needs of any individuals. This report is not to be taken in
substitution for the exercise of judgment by the respective recipients of this report. Where necessary, the recipients should obtain professional advice
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conclusions from, the information presented in this research report. The points of view, opinions and analytical methods adopted in this research report
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