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CMP HKD22.00
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TARGET HKD24.40 (+10.91%)

Property Development Portfolio Spans across China

China Overseas Land & Investment is a nationwide property developer in China. In
general, China Overseas engages evenly in the developed regions of China, with a
main focus on the development in cities in Hua Nan Region and Hua Dong Region,
such as Shenzhen, Guangzhou and Shanghai. In 1H2016, the contracted sales in
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these two regions account for 55.4% of the total sales in terms of revenue. In
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particular, China Overseas can be distinguished from the typical mainland Chinese  maRKeT cAP (HKDMN) : 241,036
property developer by the fact that they have a long strategic presence of engaging 52 - WKHI/LO (HKD): 27.85 / 20.15
in the Hong Kong property industry. In 1H2016, Hong Kong contributes to about 8%
of the contracted sales in terms of revenue.
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In the Kai Tak Development programme, China Overseas has launched its first NetSales 138,505 148,074 163,732 170,305
project in the programme in September 2016. The first phase of One Kai Tak was  NetProfit 27,751 34,051 37,661 38,725
launched in September and the flats available were sold quickly. China Overseas  EPS,HKD ~ 3.3300 3.6100 3.4374 3.5345
acquired the land at a price of HKD5,427 and HKD4,913 per square foot in 2013.  PER.* 668 591 675 690
. L e . : . BVPS, HKD 16.3532 19.4266 22.2901 25.2345
With the recent land acquisition by other companies in Kai Tak being priced at
HKD13,500 per square foot, China Overseas is expected to be benefit from that P/ev x 136 110 Lo 097
’ per sq % p ROE, % 204 174 148 145

expensive land acquisition and is expected to have a larger pricing power in the
latter phases of One Kai Tak project, which in Phase 1 the average price per square
foot is about HKD14,900, after including all discount. The expected completion date
of One Kai Tak is in the third quarter of 2017 and therefore the revenue associated
with One Kai Tak is expected to be recognised in 2017 or later.

Source: Company reports, Phillip Securities Est.
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Huge Project and Land Reserve

" PhillipCapital

During 1H2016, 48 properties, with a total GFA of 7,130,000 square metres
were completed. There were 24 major construction projects, with a total GFA
of 5,802,000 square metres, of which 2,326,000 square metres, or 40.1% of
the major property’s GFA contributed by Hua Nan Region and Hua Dong
Region. China Overseas has a huge land reserve and regularly has over 35
million square metres of GFA across years. Up to November 2016, China
Overseas has acquired land in Jinan, Hong Kong, Nanchang and Changchun,
providing an additional GFA of 7.25 million square metres to the land reserve.

Land Reserve of China Overseas across Years (in Million Square Metres)
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The majority of the land and projects of China Overseas are located in the

Eastern part of China.

Project & Land Reserve of China Overseas
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China Overseas has also completed the acquisition of Citic Property in
September 2016 and Citic Property could inject 30 million square metres of
land resources into China Overseas. From this acquisition, we expect China
Overseas to benefit from Citic Property’s land reserve, which is mainly
located in the developed region such as Pearl Delta Region and Beijing,
Tianjin Region. According to the 2015 annual report of Citic, the property
segment of Citic is composed of the following land:

Composition of Citic’s Land Reserve

B Beijing, Tianjin and Bohai Rirm
Yangtze River Delta

B Pearl River Delta
Hainan Province

B Central China, Western China
and other areas

Source: Company Reports, Phillip Securities

Besides, China Overseas has an associate company called China Overseas
Grand Oceans, which concentrates on the development projects in the Tier 3
Cities. Recently, Grand Oceans has acquired the Tier 3 Cities assets of China
Overseas at a consideration of CNY3,516Mn. We expect China Overseas to
continue to focus on Tier 1 and Tier 2 Cities and enjoy the higher profit
margin and demand in these cities.

Financial Overview

Contracted sales of China Overseas has been strong for years and has risen
from HKD112Bn in 2012 to HKD207Bn in 2016 Jan-Nov, a rise of 85% during
the period. Recognised sales has risen significantly too, from HKD64.6Bn in
2012 to HKD140.1Bn in 2015.

Contracted Sales across Years
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China Overseas has strong sales as well as profitability. Of the property
developers of the same size and the same strategy, China Overseas has
greater gross profit margin than the others have. This is probably due to
China Overseas being concentrated on Tier 1 and Tier 2 City development
and the Tier 3 City development, which generally has a lower profit margin, is
left to its associate company, Grant Oceans, which only had a gross profit
margin of 18.1% in 1H2016 and 15.6% in 2015.

Gross Margin of China Overseas across Years
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Apart from profitability, China Overseas has better gearing ratio than its
peers, with Total Debt to Total Capital ratio currently maintaining at around
36%. In comparison with the other nationwide property developers, which
have a much higher debt ratio, with some having up to 80%, China Overseas
clearly is at a better and much healthier position than its peers are.

Debt Ratio across Years
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China Overseas also has much better liquidity than its peers, mainly caused
by the realization of inventory of properties.

Current Ratio across Years
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Valuation

The peer average P/E, P/B and P/S are 7.17x, 1.38x and 1.20x respectively.
China Overseas’s target price is therefore HKD24.40, with Accumulate rating
assigned.

Peer’s Average P/E, P/B and P/S across Years
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Source: Bloomberg, Phillip Securities (HK) Research

Risk
Tightening policy in the property market
Delay in construction
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Financials

FYE 2013 2014 2015 2016F 2017F
Valuation Ratios

Price Earnings (P/E) 10.23 6.68 5.91 6.75 6.90
Price to Book (P/B) 2.14 1.36 1.10 1.04 0.97
Per Share Data (HKD)

EPS 2.8200 3.3300 3.6100 3.4374 3.5345
Book Value Per Share 13.4560 16.3532 19.4266 22.2901 25.2345
Dividend Per Share 0.4700 0.5500 0.6100 0.5739 0.5901
Growth & Margins (%)

Growth

Revenue 27.7 67.9 6.9 10.6 4.0
Operating Income 5.8 47.1 7.9 15.1 4.0
Net Profit 23.1 19.7 22.7 10.6 2.8
Margins

Gross Profit Margin 32,5 28.4 28.6 29.8 29.8
Operating Profit Margin 29.1 25.5 25.7 26.8 26.8
Net Profit Margin 28.1 20.0 23.0 23.7 23.7
Key Ratios

ROE (%) 21.0 20.4 17.4 14.8 14.5
ROA (%) 7.8 6.6 7.8 8.0 7.7
Income Statement (HKD Mn)

Revenue 82,469 138,505 148,074 163,732 170,305
- Cost of Goods Sold (55,647) (99,195) (105,763) (114,896) (119,509)
Gross Income 26,822 39,310 42,311 48,836 50,796
- Operating Expenses (2,817) (3,990) (4,213) (4,990) (5,190)
Operating Income 24,005 35,320 38,098 43,846 45,606
- Net Non-Operating Gain 9,284 9,004 10,725 12,091 11,911
Pretax Income 33,289 44,324 48,823 55,937 57,517
- Income Tax Expenses (10,110) (16,573) (14,772) (18,276) (18,792)
Net Profit 23,179 27,751 34,051 37,661 38,725

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 10 Jan 2017)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within  * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of
different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2017 Phillip Securities (Hong Kong) Limited
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