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Quality laggard with strong and visible growth

. Company Update

What's new

Given expected strong and visible sales in 2018 and January’s
explosive growth as a short-term catalyst, we reaffirm our bullish
view on this quality laggard and lift our TP by 12% to HK$16.47 (25%
upside) or 8.8x FY18e P/E.

Comments

Sales growth (50-60%) to pick up further in 2018. We expect sales of
Rmb60bn (+58% YoY vs. +33% in 2017) to be achievable in 2018 from
the company’s Rmb100bn saleable resources (+54% YoY), of which
85% are located in tier-1/-2 cities with a high sell-through rate. We
estimate sales growth at ~60% in January thanks to abundant
supplies, and expect the coming en-bloc sales of Guangzhou The Star
(Rmb3-4bn) will further boost the sales performance in 1Q18.

Sector-leading margin to be firmly sustained. The mix of 2018e
saleable resources, where offices will take a share of 12-13%, bodes
well for another year of ~35% sales GPM following a highly profitable
2016/17. Therefore, booked GPM in FY17—19e is estimated to be
35.3%/34.7%/34.6%, which should beef up earnings performance.

Financial risks controllable despite ambitious expansion. After a
fruitful 2017 in land acquisition — attributable cost of Rmb36bn for
6mn sqm of land reserves (1.8mn sqm sold) — net gearing ratio was
kept below 80% at end-FY17 by postponing payments. We believe the
leverage can be effectively alleviated once KWG delivers strong sales
and earnings from these land reserves. And its strong fundraising
capabilities (average financing cost at ~6% in 2017 amid a tight credit
environment) should support the company’s expansion.

Valuation and recommendation

We maintain FY17e/18e core NP of Rmb3.5bn/4.7bn (+21%/31% YoY)
and introduce FY19e core NP of Rmb6.1bn (+31% YoY). Reaffirm BUY
and rise TP by 12% to HK$16.47 (25% upside) or 8.8x FY18e P/E. We
favor this quality laggard for its strong and visible growth, lucrative
margin and controllable financial risks. The firm now trades at
7.1x/5.4x FY18e/19e P/E.

Risks
Tier-1/-2 cities’ property markets fall short of expectations.
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Shares outstanding (mn) 3,155
Free float (%) 100
Daily volume (mn sh) 22.83

Business sector Real Estate

— 01813.HK

HSCEI

Relative Value (%)

40
Feb-2017 May-2017 Aug-2017 Nov-2017 Jan-2018

(Rmb mn) 2016A 2017E 2018E 2019E
Revenue 8,865 12,412 19,617 29,641

(+/-) 6.3% 40.0% 58.1% 51.1%
Net profit 2,922 3,540 4,652 6,118

(+/-) 13.3% 21.2% 31.4% 31.5%
EPS 0.97 1.12 1.47 1.94
BPS 7.93 8.26 9.41 10.92
DPS 0.51 0.36 0.47 0.62
CPS -0.01 -1.21 -0.71 1.58
P/E 12.2 10.1 7.1 5.4
P/B 1.5 1.4 1.1 1.0
EV/EBITDA 20.4 20.2 14.5 9.7
Dividend yield 4.3% 3.2% 4.5% 5.9%
ROAA 3.1% 2.7% 2.7% 2.8%
ROAE 12.6% 14.2% 16.7% 19.1%

Source: Wind, Bloomberg, company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Financial summary
(Rmb mn) 2016A 2017E  2018E 2019E Financial ratios 2016A 2017E  2018E 2019E
Income statement Growth
Revenue 8,865 12,412 19,617 29,641 Revenue 6.3% 40.0% 58.1% 51.1%
COGS -5,795 -8,035 -12,810 -19,373 Gross profit 2.0% 42.5% 55.5% 50.9%
Gross profit 3,070 4,376 6,807 10,269 EBIT 17.8% 20.7% 52.0% 51.3%
Other income (expense) 614 170 170 170 Core net profit 13.3% 21.2% 31.4% 31.5%
SG&A expenses -1,292 -1,660 -2,588 -3,799 Core EPS (fully-diluted) 11.4% 16.0% 31.4% 31.5%
EBIT 2,392 2,886 4,388 6,640 DPS 76.1% -30.3% 31.4% 31.5%
Net finance income (expense) -160 2216 -286 -318 Profitability
Associates and JCEs 2,130 2,260 2,445 2,118 GP margin 34.6% 35.3% 34.7% 34.6%
Fair value gains & one-offs 166 166 166 166 Post-LAT GP margin 28.5% 29.7% 31.1% 32.0%
Pre-tax profit 4,527 5,096 6,712 8,606 EBIT margin 27.0% 23.3% 22.4% 22.4%
Tax -1,066 -1,223 -1,600 -2,211 Core NP margin 33.0% 28.5% 23.7% 20.6%
Minority int. & pref. dividends -3 208 335 153 SG&A / revenue 14.6% 13.4% 13.2% 12.8%
Reported net profit 3,465 3,665 4,777 6,242 LAT / revenue 6.2% 5.5% 3.6% 2.6%
Core net profit 2,922 3,540 4,652 6,118 Effective tax rate 23.5% 24.0% 23.8% 25.7%
Balance sheet Solvency
Cash & restricted cash 26,902 34,287 34,960 32,818 Net gearing 66.8% 97.4%  106.8% 91.9%
Trade and other receivables 2,357 3,301 5,217 7,882 S-T debt / total debt 11.1% 9.0% 8.4% 9.0%
Prop. completed & under dev. 45,370 71,641 106,699 140,373 Cash / S-T debt (x) 5.7 6.4 6.1 5.6
Other current assets 318 318 318 318 EBIT interest coverage (x) 0.9 0.8 0.9 13
Current assets 74,947 109,546 147,194 181,392 Return
Investment properties 10,533 11,227 11,393 11,559 ROAE (core net profit) 12.6% 14.2% 16.7% 19.1%
Interests in associates & JCEs 18,998 24,553 29,879 34,965 ROAA (core net profit) 3.1% 2.7% 2.7% 2.8%
Other non-current assets 6,264 6,453 6,634 6,808 ROCE 6.2% 6.3% 7.7% 10.3%
Total assets 110,742 151,779 195,100 234,723 ROIC 3.1% 2.8% 3.6% 4.9%
Short-term borrowings 4,754 5,377 5,688 5,844 Per-share data
Trade and other payables 11,407 15,410 21,058 26,538 NAV (HKD) N.A. N.A. 20.87 N.A.
Pre-sales proceeds 4,186 21,785 48,183 80,109 Reported diluted EPS (Rmb) 1.15 1.16 1.51 1.98
Other current liabilities 26,962 26,962 26,962 26,962 Core diluted EPS (Rmb) 0.97 1.12 1.47 1.94
Current liabilities 47,309 69,534 101,891 139,453 BPS (Rmb) 7.93 8.26 9.41 10.92
Long-term borrowings 38,196 54,557 61,646 59,317 DPS (Rmb) 0.51 0.36 0.47 0.62
Other non-current liabilities 1,228 1,364 1,259 743 Valuation
Total liabilities 86,733 125,455 164,797 199,513 NAV discount/(premium) N.A. N.A. 36.6% N.A.
Minority interests 58 267 602 755 Core P/E 12.2 10.1 7.1 5.4
Shareholders' equity 23,950 26,058 29,701 34,455 P/B 15 14 1.1 1.0
Cash flow statement Dividend yield 4.3% 3.2% 4.5% 5.9%
Pre-tax profit 4,527 5,096 6,712 8,606 Dividend cover (core EPS) 1.9 3.1 3.1 3.1
Depreciation & amortization 150 158 166 173 Free cash flow yield -1.0%  -13.1% -7.9% 14.0%
Tax paid -553 -1,085 -1,705 -2,727
Change in working capital -1,747 -5,612 -4,929 1,066
Other operating items -2,407 -2,379 -2,494 -2,136
Cash flow from operations -29 -3,823 -2,249 4,982
Capital expenditure -320 -875 -347 -347
Investment in associates & JCEs 3,637 -3,295 -2,881 -2,968
Other investing items 170 170 170 170
Cash flow from investing 3,487 -4,000 -3,058 -3,145
Net change in borrowings 15,016 16,984 7,400 2,173
Net change in share capital 0 0 0 0
Dividend paid 2,885 41,557  -1,133  -1,489
Other financing items -782 -218 -286 -318
Cash flow from financing 11,349 15,208 5,981 -3,980
Forex adj. & others 17 0 0 0
Change in cash 14,807 7,385 673 -2,142
Free cash flow -349 -4,697 -2,596 4,636

Source: Company data, CICC Research

Company description

KWG Property Holding Limited was established in 1995 in Guangzhou and was listed in Hong Kong Stock Exchange in 2007. It is mainly engaged
in property development, property investment, hotel operations, and the provision of property management services. The company
penetrates in tier-1/-2 cities, targets on middle-/high-end demands, and sustain high margins and stable financial position. By the end of
2016, the company recorded contracted sales of Rmb 28.6bn, and sales revenue Rmb8.87bn. It has total attributable land bank of 11.3mn
sgqm. The founders’ family (Mr. KONG Jianmin, Mr. KONG Jiannan and Mr. Kong Jiantao) hold 61% of the total shares.

Please read carefully the important disclosures at the end of this report
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Figure 1: Comparable valuations

. Ticke -_-
price] __priceldownside NAV/sh)_disc/ore
HK-listed mainland property (HK$) (HKS) (HK$ bn) (HK$) (HK$) (HKS$) (HK$) (HKS)
coLl 0688 BUY 30.30 40.31 331.97 3.1 33 38 45 9.8 1L 8.1 6.7 14 13 il il 10 25% 28% 31% 3.7% 40.35 -25%
CR Land 1109 BUY 31.20 40.47 30% 216.25 23 26 3.1 3.6 133 119 10.2 8.7 19 16 14 12 23% 25% 2.9% 3.5% 42.62 -27%
Jinmao 0817 BUY 5.10 6.64 30% 59.04 0.2 0.4 05 07 267 132 103 7.6 19 16 i35 13 18% 3.7% 46% 63% 7.93 -36%
Longfor 0960 BUY 25.55 30.73 20% 151.10 15 19 2.6 3.2 17.2 13.2 10.0 8.0 22 18 15 13 20% 2.7% 3.5% 4.4% 39.06 -35%
R&F 2777 BUY 22.00 30.28 38% 70.89 23 3.0 4.0 52 &7 74 55 42 15 12 10 0.8 51% 6.6% 92% 10.3% 33.74 -35%
Shenzhen Inv 0604 BUY 3.50 4.03 15% 28.20 0.3 0.4 05 na. 100 7.9 6.5 na. 0.8 0.8 0.7 na. 6.3% 6.9% 8.4% na. 8.32 -58%
Shimao Prop 0813 BUY 23.35 31.04 33% 79.09 20 2.5 35 46 115 9.8 6.7 5.1 14 ilil 0.9 08 33% 36% 53% 6.9% 35.18 -34%
Sino-Ocean 3377 BUY 6.47 7.69 19% 48.94 0.4 0.6 0.8 11 16.3 10.3 7.7 6.1 1.0 0.9 0.8 0.7 3.1% 4.4% 5.6% 7.0% 12.23 -47%
KWG 1813 BUY 13.22 16.47 25% 41.71 11 13 1L 24 122 10.1 71 54 15 14 11 10 43% 32% 45% 59% 20.87 -37%
Country Garden 2007 BUY 16.82 20.68 23%  365.66 0.6 11 17 na. 278 15.0 9.7 na. 4.8 3.4 26 na. 11% 21% 32% na. 23.43 -28%
Agile 3383 BUY 14.04 16.36 17% 55.00 08 14 18 21 180 10.0 742) 6.8 14 12 10 09 32% 40% 50% 50% 20.38 -31%
Logan 3380 BUY 11.88 12.22 3% 65.19 0.6 0.9 1.6 23 190 13.0 74 5.1 3.0 2.4 18 14 22% 29% 50% 7.2% 17.56 -32%
CIFIl 0884 BUY 6.76 8.85 31% 51.33 0.5 0.6 0.9 12 144 112 79 5.8 27 281} 17 12 22% 31% 44% 59% 8.85 -24%
Yuzhou 1628 BUY 5.78 6.96 20% 24.19 0.6 0.8 1.0 13 9.7 7.7 5.6 4.3 19 14 12 1.0 38% 4.7% 6.3% 8.2% 9.43 -39%
COGO 0081 BUY 4.90 6.60 35% 16.77 0.4 0.7 0.7 09 126 6.8 7.0 56 11 0.9 0.9 08 04% 07% 07% 0.9% 10.41 -53%
Sunac 1918 HOLD 37.55 46.12 23%  165.20 0.5 21 4.9 7.6 728 18.0 7.7 4.9 5.1 33 24 16 08% 1.0% 1.2% 1.5% 68.86 -45%
Evergrande 3333 HOLD 25.85 32.87 27%  340.40 0.7 37 49 na. 389 6.9 572 na. 73 3.2 L5 na. 0.0% 0.0% 15.3% na. 33.78 -23%
Greentown 3900 HOLD 13.64 11.23 -18% 29.54 0.8 1.0 12 na. 171 136 11.0 na. 11 0.9 0.8 na. 1.0% 15% 1.8% na. 20.05 -32%
Average 198 10.8 79 6.0 23 17 13 11 25% 3.1% 50% 55% -36%
Median 154 10.2 77 5.7 17 14 11 10 22% 3.0% 46% 59% -34%
Market cap weighted 24.7 113 8.1 6.5 34 22 17 11 19% 2.4% 56% 4.7% -31%
HK-listed mainland real estate servicers (HKS) (HKS) (HK$ bn)
Greentown Service 2869 BUY 6.47 7.35 14% 1797 013 017 025 48.7 378 256 8.0 74 5.8 0.6% 09% 1.3% na. na.
China Overseas Prop. 2669 BUY 3.01 2.05 -32% 989 007 009 0.12 437 326 246 136 103 7.8 07% 1.0% 13% na. na.
Colour Life 1778 HOLD 527 4.20 -20% 571 020 027 031 257 198 172 32 28 2.4 19% 24% 2.5% na. na.
Average 394 301 225 8.3 6.8 54 11% 14% 17%
Median 437 326 246 8.0 7.4 58 07% 1.0% 13%
Market cap weighted 433 332 239 838 75 5.8 09% 12% 15%

Note: based on the closing prices as of January 31. Source: Wind info, company announcements, CICC Research

Figure 2: P/E and P/B bands of the company
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Source: Wind Info, company announcements, CICC Research

Figure 3: Earnings revision

2017e 2018e] 00 2019
Before adj. After adj. m Before adj. After adj. m Before adj. After adj. m

Revenue 10,636 12,412 17% 13,817 19,617 42% n.a. 29,641 n.a.
Gross profit margin, % 35.4% 35.3% -0.1ppt 35.8% 34.7% -1.1ppt n.a. 34.6% n.a.
Core net profit 3,534 3,540 0% 4,612 4,652 1% n.a. 6,118 n.a.
Core net profit margin, % 33.2% 28.5% -4.7ppt 33.4% 23.7% -9.7ppt n.a. 20.6% n.a.

Source: Company announcements, CICC Research

Please read carefully the important disclosures at the end of this report

3 (Clk A0
Gl



CICC
th$£.2 6] CICC Research

Important legal disclosures

General Disclosures

This report has been produced by China International Capital Corporation Hong Kong Securities Limited (CICCHKS). This report is based on information available
to the public that we consider reliable, but CICCHKS and its associated company(ies)(collectively, hereinafter “CICC") do not represent that it is accurate or
complete. The information and opinions contained herein are for investors’ reference only and do not take into account the particular investment objectives,
financial situation, or needs of any client, and are not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Under no
circumstances shall the information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. Investors should make
their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and
particular needs. CICC does not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their tax, accounting, or legal
advisers regarding any potential investment. Neither CICC nor its related persons shall be liable in any manner whatsoever for any consequences of any reliance
thereon or usage thereof.

The performance information (including any expression of opinion or forecast) herein reflect the most up-to-date opinions, speculations and forecasts at the time
of the report’s production and publication. Such opinions, speculations and forecasts are subject to change and may be amended without any notification. At
different periods, CICC may release reports which are inconsistent with the opinions, speculations and forecasts contained herein.

The analysts named in this report may have from time to time discussed with our clients, including CICC salespeople, traders, and other professionals, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities discussed
in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any such trading strategies are distinct
from and do not affect the analysts' fundamental equity rating for such stocks as described herein.

CICC's salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and reach
different conclusions from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the different assumptions, views
and analytical methods of the persons who prepared them, and CICC is under no obligation to ensure that such other trading ideas or recommendations are
brought to the attention of any recipient of this report. CICC's asset management area, proprietary trading desks and other investing businesses may make
investment decisions that are inconsistent with the recommendations or opinions expressed in this report.

Unless stated otherwise, any performance data quoted represents past performance. Past performance is not a indicator of future performance. No representation
or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in this analysis which have resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

To the extent this material is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate
investment risk and is exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent
assessment of the opportunities and risks presented by a potential investment, market factors and other investment considerations.

This report is distributed in Hong Kong by CICCHKS, which is regulated by the Securities and Futures Commission. Queries concerning CICC Research from
readers in Hong Kong should be directed to our Hong Kong sales representatives. The CE numbers of SFC licensed authors of this report are disclosed by the
authors’ names on the cover page.

This report is distributed in Singapore only to accredited investors and/or institutional investors, as defined in the Securities and Futures Act, by China International
Capital Corporation (Singapore) Pte. Limited ("CICCSG”), which is regulated by the Monetary Authority of Singapore. By virtue of distribution by CICCSG to these
categories of investors in Singapore, disclosure under Section 36 of the Financial Adviser Act (which relates to disclosure of a financial adviser’s interest and/or its
representative’s interest in securities) is not required. Recipients of this report in Singapore should contact CICCSG in respect of any matter arising from or in
connection with this report. This report is not intended for and should not be distributed or passed on, directly or indirectly, to any other person in the jurisdiction
of Singapore.

This report is distributed in the United Kingdom by China International Capital Corporation (UK) Limited ("CICCUK"), which is authorised and regulated by the
Financial Conduct Authority. The investments and services to which this report relates are only available to persons of a kind described in Article 19 (5), 38, 47 and
49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. This report is not intended for retail clients. In other EEA countries, the report
is issued to persons regarded as professional investors (or equivalent) in their home jurisdiction.

This report will be made available in other jurisdictions pursuant to the applicable laws and regulations in those particular jurisdictions.

Continued on next page
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Special Disclosures
CICC does and seeks to do business with companies covered in CICC Research. As a result, investors should be aware that CICC and/or its associated persons may
have a conflict of interest that could affect the objectivity of this report.

Disclosures in relation to the Companies contained this report could be found at http://research.cicc.com/disclosure_en, or in the published latest
company-specific research.

Distribution of ratings is available at http://research.cicc.com/en/disclosure/general.xhtml.

Explanation of stock ratings: “"BUY” indicates analyst perceives absolute return of 20% or more over the next 6~12 months; “"HOLD" between +20% and -10%;
“SELL" -10% and below. Asterisk denotes coverage initiation or resumption.

Explanation of sector ratings: Analyst expects a sector rated “OVERWEIGHT” to outperform the market by 10% or more over the next 6~12 months,
“EQUAL-WEIGHT"” to end up between 10% below and 10% above the market, and "UNDERWEIGHT" to fall behind the market by 10% or more, over the next
6~12 months.

Copyright of this report belongs to CICC. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited
without CICC's written permission.

V160908
Editing: Wanbo ZHOU
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Tel: (86-28) 8612-8188

Fax: (86-28) 8444-7010

Qingdao Middle Hongkong Road Branch
11" Floor, Shangri-La Center

Block 9, Hongkong Road (M), South District
Qingdao 266071, P.R. China

Tel: (86-532) 6670-6789

Fax: (86-532) 6887-7018

Dalian Gangxing Road Branch
16" Floor, Wanda Center

6 Gangxing Road, Zhongshan District
Dalian 116001, P.R. China

Tel: (86-411) 8237-2388

Fax: (86-411) 8814-2933

Changsha Chezhan Road (North) Branch
3 Floor, Annex Building, Securities Tower
459 Chezhan Road (North), Furong District
Changsha 410001, P.R. China

Tel: (86-731) 8878-7088

Fax: (86-731) 8446-2455

Xi'an Yanta Branch

21" Floor, Capitaland West Tower,

No.64 Second Ring South Road West Sectio
Yanta District, Xi'an 710065, P.R. China
Tel: (+86-29) 8648-6888

Fax: (+86-29) 8648-6868




