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● Aoyuan’s 1H18 core profit increased 40% YoY to Rmb981 mn,
driven by top line growth with post-LAT margin flattish YoY. Its
1H18 core profit represented 45% of our FY18 full-year estimate
(vs 51% for 1H17). No interim dividend was proposed.
● Its contracted sales continued to beat expectation, up 143% YoY
in 7M18. With unrecognised sales of Rmb84 bn, this has fully
secured our estimate for FY18-19 development revenue. We raise
our contracted sales estimate by 8% to Rmb78 bn in 2018.
● Aoyuan recorded negative free cash flow of Rmb4.7 bn in 1H18,
with land acquisition/construction acceleration to drive future sales
growth. Its higher debt repayment pressure will inevitably make it
more vulnerable to rising financing cost. Nevertheless, we believe
continued sales resilience should offer some relief.
● We lift our EPS estimates to reflect Aoyuan’s higher revenue,
raise NAV estimate by 12% to reflect its newly acquired land in
1H18, lift TP to HK$7.80 (from HK$7.00) on 40% NAV discount
(unchanged), and upgrade to OUTPERFORM (from Neutral) on
the stock’s valuation turning attractive, trading at 58% NAV
discount and 4.1x FY19 P/E (highly secured).

We raise our contracted sales estimate by 8% on its strong
YTD performance
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Aoyuan 1H18 contracted sales were Rmb40 bn, translating into a
satisfactory sell-through rate of 60%. With this, and contracted sales
of Rmb6 bn in July, Aoyuan has secured 63% of management’s fullyear sales target for 2018. On more saleable resources, we believe
management should comfortably beat its original sales target (Rmb73
bn vs saleable resources budget of Rmb126 bn). Indeed, Aoyuan
acquired new land parcels of 7.3 mn sqm in GFA in 1H18 (vs
contracted GFA of 3.9 mn sqm). Its new-starts in 1H18 came in at 5.2
mn sqm in GFA, equivalent to ~80% of its full-year construction
commencement in 2017. The newly acquired land parcels and
accelerating construction should reserve sufficient saleable resources
to drive growth, in our view. We raise our contracted sales estimate by
8% to Rmb78 bn for 2018, implying a full-year growth rate of 71% YoY.
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Click here for detailed financials

1H18 core profit increased 40% YoY

Aoyuan’s 1H18 core profit increased 40% YoY to Rmb981 mn, well on
track to achieve our full-year FY18E earnings growth of 60% YoY. The
growth was driven by 68% YoY increase in revenue, of which gross
floor area (GFA) delivery/booking price grew 48%/14% YoY. Its postLAT gross margin was flat at 24%, while the ratio of SG&A expense to
revenue widened 0.9 pp, which is reasonable given its fast expansion
on contracted sales. No interim dividend was proposed.

Rising net gearing largely manageable

Aoyuan recorded negative free cash out flow of Rmb4.7 bn in 1H18
and net gearing rose to 73% as at end of June-2018. Also, we see
higher-than-peers’ repayment pressure for Aoyuan, with its tight shortterm debt-coverage ratio of 1.0x. This should inevitably make it more
vulnerable to the rising financing cost. Nevertheless, we believe its
strong contracted sales and satisfactory cash collection rate (80% in
1H18) should offer some relief. Meanwhile, the potential margin
pressure should be more than offset by its strong top line growth.
Upgrade to OUTPERFORM

Aoyuan has accumulated unrecognised sales of Rmb84 bn, with
embedded gross profit margin at 26-28% (vs 26.7% in FY17 or 28.6%
in 1H18). This has essentially fully secured our combined property
development revenue estimate for FY18-19. With such a high revenue
lock-in ratio, we believe Aoyuan’s 4.1x FY19E P/E has turned more
attractive. We raise our NAV estimate by 12% to factor in its new land
acquisitions in 1H18 and lift TP to HK$7.80 based on an unchanged
40% NAV discount. Upgrade to OUTPERFORM. Catalysts include: (1)
kick-off of its Zhuhai redevelopment project which is to offer saleable
resources of Rmb24 bn in end-2018 and (2) potential share buyback
or stake increase post results. Aoyuan bought back 3.7 mn shares in
June-2018 and its chairman raised some stake in it in January-April.
Figure 1: 1H18 result summary-Aoyuan
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As of December 10, 2012 Analysts’ stock rating are defined as follows:

Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark* over the next 12 months.
Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months.
Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months.
*Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s t otal return relative to the analyst's coverage universe which
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractiv e, Neutrals the less attractive, and
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stock’s tot al return
relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant se ctor, with Outperforms representing the most
attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin American and Asia stocks (excluding Japan and
Australia), ratings are based on a stock’s total return relative to the average total return of the relevant country or regional benchmark (India - S&P BSE Sensex Index);
prior to 2nd October 2012 U.S. and Canadian ratings were based on (1) a stock’s absolute total return potential to its curren t share price and (2) the relative
attractiveness of a stock’s total return potential within an analyst’s coverage universe. For Australian and New Zealand stoc ks, the expected total return (ETR) calculation
includes 12-month rolling dividend yield. An Outperform rating is assigned where an ETR is greater than or equal to 7.5%; Underperform where an ETR less than or
equal to 5%. A Neutral may be assigned where the ETR is between -5% and 15%. The overlapping rating range allows analysts to assign a rating that puts ETR in the
context of associated risks. Prior to 18 May 2015, ETR ranges for Outperform and Underperform ratings did not overlap with Ne utral thresholds between 15% and 7.5%,
which was in operation from 7 July 2011.

Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications,
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other
circumstances.
Not Rated (NR) : Credit Suisse Equity Research does not have an investment rating or view on the stock or any other securities related to the company
at this time.
Not Covered (NC) : Credit Suisse Equity Research does not provide ongoing coverage of the company or offer an investment rating or investment view
on the equity security of the company or related products.
Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24
months or the analyst expects significant volatility going forward.
Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or valuation of
the sector* relative to the group’s historic fundamentals and/or valuation:
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months.
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months.
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months.
*An analyst’s coverage sector consists of all companies covered by the anal yst within the relevant sector. An analyst may cover multiple sectors.
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Credit Suisse's distribution of stock ratings (and banking clients) is:
Global Ratings Distribution

Rating

Versus universe (%)

Of which banking clients (%)

Outperform/Buy*
48%
(63% banking clients)
Neutral/Hold*
37%
(58% banking clients)
Underperform/Sell*
12%
(54% banking clients)
Restricted
2%
*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, a nd Underperform most closely correspond
to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relati ve basis. (Please refer to definitions above.)
An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.

Important Global Disclosures
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Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research products
may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are only made
available through CS PLUS. The services provided by Credit Suisse’s analysts to clients may depend on a specific client’s preferences regarding the
frequency and manner of receiving communications, the client’s risk profile and investment, the size and scope of the overall client relationship with the
Firm, as well as legal and regulatory constraints. To access all of Credit Suisse’s research that you are entitled to receive in the most timely manner,
please contact your sales representative or go to https://plus.credit-suisse.com .
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Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the market
that may have a material impact on the research views or opinions stated herein.
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Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer to
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.credit-suisse.com/sites/disclaimersib/en/managing-conflicts.html .
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be
used, by any taxpayer for the purposes of avoiding any penalties.
Credit Suisse has decided not to enter into business relationships with companies that Credit Suisse has determined to be involved in the development,
manufacture, or acquisition of anti-personnel mines and cluster munitions. For Credit Suisse's position on the issue, please see https://www.creditsuisse.com/media/assets/corporate/docs/about-us/responsibility/banking/policy-summaries-en.pdf .
Target Price and Rating
Valuation Methodology and Risks: (12 months) for China Aoyuan Property Group Limited (3883.HK)
Method: We raise our NAV estimate by 12% to factor in its new land acquisitions in 1H18 and our TP is revised up to HK$7.8 based on an unchanged
40% discount. The OUTPERFORM rating reflects the stock's valuation turning attractive. Catalysts include: (1) kick-off of its Zhuhai
redevelopment project which is to offer saleable resources of Rmb24 bn in end-2018 and (2) potential share buyback or stake increase post
results. To recap, Aoyuan bought back 3.7 mn shares in June-2018 and its chairman raised some stake in January-April.
Risk:

Downside risks to our TP of HK$7.8 and OUTPERFORM rating include weaker-than-expected sentiment in lower-tier cities and tighter-thanexpected refinancing tightening for developers.

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures/view/selectArchive for the definitions of abbreviations typically
used in the target price method and risk sections.
See the Companies Mentioned section for full company names

Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (3883.HK) within the next 3
months.
Credit Suisse or a member of the Credit Suisse Group is a market maker or liquidity provider in the securities of the following subject issuer(s): 3883.HK
A member of the Credit Suisse Group is party to an agreement with, or may have provided services set out in sections A and B of Annex I of Directive
2014/65/EU of the European Parliament and Council ("MiFID Services") to, the subject issuer (3883.HK) within the past 12 months.
For date and time of production, dissemination and history of recommendation for the subject company(ies) featured in this report, disseminated within
the past 12 months, please refer to the link: https://rave.credit-suisse.com/disclosures/view/report?i=376351&v=-9za5ovm0f5yz2q4zetfdq2yr .

Important Regional Disclosures
Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report.
The analyst(s) involved in the preparation of this report may participate in events hosted by the subject company, including site visits. Credit Suisse does
not accept or permit analysts to accept payment or reimbursement for travel expenses associated with these events.
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Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; SVS-Subordinate Voting Shares.
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit https://www.creditsuisse.com/sites/disclaimers-ib/en/canada-research-policy.html.
Principal is not guaranteed in the case of equities because equity prices are variable.
Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.
This research report is authored by:
Credit Suisse (Hong Kong) Limited ............................................................................................. Jianping Chen ; Summer Wang, CFA ; Patrick Ng
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To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important disclosures
regarding any non-U.S. analyst contributors: The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with
FINRA. The non-U.S. research analysts listed below may not be associated persons of CSSU and therefore may not be subject to the FINRA 2241 and
NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.
Credit Suisse (Hong Kong) Limited ............................................................................................. Jianping Chen ; Summer Wang, CFA ; Patrick Ng
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Important disclosures regarding companies that are the subject of this report are available by calling +1 (877) 291-2683. The same important disclosures,
with the exception of valuation methodology and risk discussions, are also available on Credit Suisse’s disclosure website at https://rave.creditsuisse.com/disclosures . For valuation methodology and risks associated with any recommendation, price target, or rating referenced in this report,
please refer to the disclosures section of the most recent report regarding the subject company.
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This report is produced by subsidiaries and affiliates of Credit Suisse operating under its Global Markets Division. For more information on our structure, please use the following link: https://www.credit-suisse.com/who-we-are This report may contain material that is not
directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would
subject Credit Suisse or its affiliates ("CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of the material, nor its content, nor any copy of it, may be
altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its
affiliates.The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CS
may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and services contained or referred to in
this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a
representation that any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. CS does not advise on the tax consequences of investments and you are advised to contact an
independent tax adviser. Please note in particular that the bases and levels of taxation may change. Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation as to their
accuracy or completeness. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such liability arises under specific statutes or regulations applicable to CS. This report is
not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions from, the information presented in this report. Those
communications reflect the different assumptions, views and analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other communications are brought to the attention of any recipient of this report. Some investments
referred to in this report will be offered solely by a single entity and in the case of some investments solely by CS, or an associate of CS or CS may be the only market maker in such investments. Past performance should not be taken as an indication or guarantee of future
performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of publication by CS and are subject to change without notice. The
price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or
income of such securities or financial instruments. Investors in securities such as ADR's, the values of which are influenced by currency volatility, effectively assume this risk. Structured securities are complex instruments, typically involve a high degree of risk and are
intended for sale only to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and
forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of the product and
consult with their own professional advisers as to the risks involved in making such a purchase. Some investments discussed in this report may have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses
when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment and, in such circumstances, you may be required to pay more money to support
those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments,
similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website
material of CS, CS has not reviewed any such site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS's own website material) is provided solely for your convenience and information and the
content of any such website does not in any way form part of this document. Accessing such website or following such link through this report or CS's website shall be at your own risk.
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This report is issued and distributed in European Union (except Switzerland): by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority. Germany: Credit Suisse (Deutschland) Aktiengesellschaft regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). United States and Canada: Credit Suisse Securities (USA) LLC; Switzerland: Credit
Suisse AG; Brazil: Banco de Investimentos Credit Suisse (Brasil) S.A or its affiliates; Mexico: Banco Credit Suisse (México), S.A. (transactions related to the securities mentioned in this report will only be effected in compliance with applicable regulation); Japan: by Credit
Suisse Securities (Japan) Limited, Financial Instruments Firm, Director-General of Kanto Local Finance Bureau ( Kinsho) No. 66, a member of Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type
II Financial Instruments Firms Association; Hong Kong: Credit Suisse (Hong Kong) Limited; Australia: Credit Suisse Equities (Australia) Limited; Thailand: Credit Suisse Securities (Thailand) Limited, regulated by the Office of the Securities and Exchange Commission,
Thailand, having registered address at 990 Abdulrahim Place, 27th Floor, Unit 2701, Rama IV Road, Silom, Bangrak, Bangkok10500, Thailand, Tel. +66 2614 6000; Malaysia: Credit Suisse Securities (Malaysia) Sdn Bhd; Singapore: Credit Suisse AG, Singapore Branch;
India: Credit Suisse Securities (India) Private Limited (CIN no.U67120MH1996PTC104392) regulated by the Securities and Exchange Board of India as Research Analyst (registration no. INH 000001030) and as Stock Broker (registration no. INB230970637;
INF230970637; INB010970631; INF010970631), having registered address at 9th Floor, Ceejay House, Dr.A.B. Road, Worli, Mumbai - 18, India, T- +91-22 6777 3777; South Korea: Credit Suisse Securities (Europe) Limited, Seoul Branch; Taiwan: Credit Suisse AG
Taipei Securities Branch; Indonesia: PT Credit Suisse Sekuritas Indonesia; Philippines:Credit Suisse Securities (Philippines ) Inc., and elsewhere in the world by the relevant authorised affiliate of the above.

Hong Kong: Credit Suisse (Hong Kong) Limited ("CSHK") is licensed and regulated by the Securities and Futures Commission of Hong Kong under the laws of Hong Kong, which differ from Australian laws. CSHKL does not hold an Australian financial services licence
(AFSL) and is exempt from the requirement to hold an AFSL under the Corporations Act 2001 (the Act) under Class Order 03/1103 published by the ASIC in respect of financial services provided to Australian wholesale clients (within the meaning of section 761G of the Act).
Research on Taiwanese securities produced by Credit Suisse AG, Taipei Securities Branch has been prepared by a registered Senior Business Person.
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Malaysia: Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities (Malaysia) Sdn Bhd, to whom they should direct any queries on +603 2723 2020.
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