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Prepare for massive launches in September

What do we expect for the property market in 3Q?

Traditionally, July and August are comparatively weaker months for property
sales due to seasonality. We believe this summer won’t deliver any surprises
before we see massive launches in September (i.e. no m-m improvement).
However, sales should be relatively stronger than in 2Q with narrowing y-y
sales decline due to the subtle credit and policy easing. We believe selective
companies — including COLI, Vanke and Shimao — should outperform the
others in 3Q sales with strong execution and flexible pricing.

Property sales should be relatively strong with more price cuts

July and August are usually a low season for property sales with fewer new
launches (~20% in 2011-2013 on average). We don't expect the coming
summer to be an exception, but anticipate a narrowing y-y decline. We believe
the sales volume will move up gradually, albeit with more price cuts, in 3Q. A
solid pick-up should be observed in September and October, in our view.

Major developers hint at more launches in 2H, but performance diverges
As of June, the major developers have achieved 20% y-y growth (vs. target of
+16% y-y) in aggregate and reached 45% of their full-year targets. Most of
these developers are preparing more new launches in September and cutting
prices to achieve their targets. We believe COLI, Vanke, Sunac and CIFI (884
HK) may exceed their targets, while Longfor (960 HK), Guangzhou R&F (2777
HK), CR Land (1109 HK), Sino Ocean (3377 HK), Franshion (817 HK) and
Yanlord (YLLG SP) may be under pressure. Our Buy-rated picks are Sunac
(1918 HK, TP: HKD10.52), COLI (688 HK, TP: HKD27.69), Vanke (2202 HK,
TP: HKD17.94), Shimao (813 HK, TP: HKD25.15), KWG (1813 HK, TP:
HKD5.83) and Kaisa (1638 HK, TP: HKD4.27).

Land sales continue to slide and should be weaker in 3Q

CREIS data shows that June land sales volume declined 52%/1%/50% y-y in
T1/T2/T3 cities, while YTD land sales volume declined 14%/15% y-y in T2/T3
cities and increased 16% y-y in T1 cities. We believe land prices will drop
together with property prices and more land auctions will fail. Based on our
conversations with major developers, we believe that some of them are cutting
their land purchases and waiting for a better entry point in 4Q.

Property prices will drop further in 3Q

The Soufun property price index shows that property prices were down 0.3%
and 0.5% in May and June, respectively, for the top 100 cities. For the top 10
cities, they were down 0.2% in May and 0.4% in June. With more developers
likely to cut prices, we expect that the prices will drop further in 3Q, despite the
policy and credit easing.

Policy and credit easing

In 2H14, we expect more cities to relax home purchase restrictions (HPR) or
start internal discussions aimed at removing them. Huhhot has removed the
home-ownership check on all buyers; Jinan has announced that the HPR
removal is pending approval; and press reports indicate that Wuhan will
abolish the HPR soon. On the credit side, the PBoC has requested local banks
to prioritise first-home mortgage at reasonable interest rates. However, most of
these policies are not materially implemented yet. We expect a better
implementation in 3Q to help in sustaining the market demand.
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Anchor themes

We expect overall property sector
growth to slow, but big
developers with good access to
borrowing, cheap financing, and
strong execution should benefit
from market consolidation. We
suggest investors stick with big
developers and quality small
caps.

Nomura vs consensus

We are more bullish than the
market on China's property
sector. Our 2014F earnings
forecasts are generally higher
than consensus.
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Fig. 1: National commodity housing sales (2011) Fig. 2: National residential housing sales (2011)
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Fig. 3: National commodity housing sales (2012) Fig. 4: National residential housing sales (2012)
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Fig. 5: National commodity housing sales (2013) Fig. 6: National residential housing sales (2013)
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Fig. 7: Property sales of major developers (2011) Fig. 8: Property sales of major developers (2012)
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Fig. 9: Property sales of major developers (2013) Fig. 10: Property sales of major developers (2014 YTD)
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Fig. 11: ASP of major 100 cities Fig. 12: ASP of top-10 cities
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Fig. 13: Secondary property price index of major cities
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Fig. 14: Summary of stock ratings and valuations
Net
: Market Cap Latest Target . , P/E P/B NAV  Gearin
Stock name Ticker (USDmn) Price* Price* Upside Rating NAV discount 9
2014F 2015F 2016F 2013A 2013A**
Agile 3383 HK 2,529 5.82 7.35 26% Neutral 3.2 29 2.7 0.5 16.33 -64% 90%
CIFI 884 HK 1,112 1.45 2.29 58% Buy 2.9 2.2 2.1 0.8 4.58 -68% 71%
COGO 81 HK 1,570 5.47 5.74 5% Neutral 3.8 3.3 3.0 1.1 11.47 -52% 48%
COLl 688 HK 21,094 2055 27.69 35% Buy 7.0 5.9 5.8 15 25.17 -18% 28%
CR Land 1109 HK 11,316  15.38 22.58 47% Buy 8.0 6.6 54 1.1 28.23 -46% 43%
Franshion 817 HK 2,518 2.14 3.71 73% Buy 4.9 3.9 3.3 0.6 5.70 -62% 63%
Greentown 3900 HK 2,287 843 11.00 30% Buy 3.0 2.9 25 0.6 20.00 -58% 77%
Guangzhou R&F 2777 HK 4,241 1042 15.73 51% Buy 4.1 3.3 29 0.8 26.21 -60% 116%
Kaisa 1638 HK 1,600 2.49 427  71% Buy 2.8 21 1.6 0.6 8.53 -71% 80%
KWG Property 1813 HK 1,822 5.00 5.83 17% Buy 3.9 3.1 2.4 0.6 11.66 -57% 56%
Longfor 960 HK 7,092 1042 1343 29% Buy 6.1 5.0 4.3 1.2 17.90 -42% 62%
Poly HK 119 HK 1,566 3.42 295 -14% Reduce 5.1 4.4 3.9 0.4 7.38 -54% 90%
Shimao 813 HK 7,115 16.26 25.15 55% Buy 5.0 3.7 3.1 1.1 33.53 -52% 71%
Shui On 272 HK 2,013 1.97 194  -2% Reduce 9.6 9.5 6.3 0.3 4.85 -59% 76%
Sino-Ocean 3377 HK 3,954 4.19 5.02 20% Buy 54 4.6 3.8 0.5 8.36 -50% 48%
SOHO China 410 HK 4,064 6.19 5.96 -4% Neutral 10.5 17.1 16.9 0.7 7.01 -12% 17%
Sunac 1918 HK 1,997 469 10.52 124% Buy 25 2.0 1.7 09 19.13 -75% 93%
Vanke 2202 HK 16,252 1590 17.94 13% Buy 7.4 6.3 6.1 1.8 21.11 -25% 42%
Yanlord YLLG SP 1,801 1.17 0.97 -17% Reduce 9.5 7.6 6.4 0.6 1.93 -40% 57%
Average 5.5 5.1 4.4 0.83 -51% 65%
Average excl Shui On, SOHO and Yanlord 4.7 3.9 3.4 0.89 -53% 67%

Note: Prices as of 8 July 2014. * The latest prices and target prices are denoted in HKD, except for Yanlord, which is denoted in SGD. ** Net gearing is computed on total equity
excluding minority interest

Source: Company data, Nomura estimates
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Fig. 15: Property sales of major developers
Monthly sales YTD Contracted sales AU ggretsracted 2013
Ticker Jun 13 May 14 Jun 14 % MoM % YoY 2013 2014 % YoY Target %done Target Actual

Agile 3383 HK 3.2 3.3 5.2 60% 61% 16.1 21.7 34% 48 45% 42.0 40.3
Beijing Capital 2868 HK 2.2 11 1.7  46% -26% 6.6 6.8 3% 28 24% 20.0 19.6
Central China 832 HK 15 11 - n/a n/a n/a 17 24% 12.6 14.0
China SCE 1966 HK 1.0 0.9 0.9 2%  -17% 5.2 5.6 9% 14 40% 7.5 10.8
CIFI 884 HK 15 14 20 40% 35% 7.2 10.2 42% 22 46% 125 15.3
COGO 81 HK 1.9 1.8 - n/a n/a n/a 23 24% 17.0 17.2
CoLl 688 HK 152 105 - n/a n/a n/a 140 40% 120.0 1385
Country Garden 2007 HK 4.9 8.3 9.1 9% 87% 33.7 58.4 74% 128 46% 62.0 106.0
CR Land 1109 HK 5.2 5.7 - n/a n/a n/a 70 28% 57.0 66.3
Evergrande 3333 HK 10.4 11.8 13.1 11% 26% 44.6 69.3 55% 110 63% 100.0 100.4
Fantasia 1777 HK 0.6 0.4 0.4 7% -24% 3.7 1.8 -51% 15 12% 7.2 10.2
Franshion 817 HK 1.2 0.6 - n/a n/a n/a 22 18% 13.0 14.6
Future Land 1030 HK 1.4 1.6 2.5 54% 73% 7.6 9.7 28% 24 40% 20.0 20.6
Greentown 3900 HK 5.6 55 6.7 22% 20% 294 27.6 -6% 65 42% 55.0 62.1
Kaisa 1638 HK 2.3 2.2 - n/a n/a n/a 30 28% 22.0 23.9
KWG 1813 HK 1.2 1.4 1.8 31% 48% 8.1 10.0 24% 21 48% 16.0 16.3
Longfor 960 HK 4.3 3.1 - n/a n/a n/a 57 28% 46.0 48.1
Poly China 600048 CH 12.3 122 16.5 35% 34% 63.6 65.1 2% 120 54%  120.0 1253
Poly HK 119 HK 3.2 2.1 - n/a n/a n/a 28 36% 26.0 26.7
Guangzhou R&F 2777 HK 3.1 2.8 4.0 44% 31% 18.6 25.8 39% 70 37% 42.0 42.2
Shimao 813 HK 7.2 6.0 81 34% 12% 325 321 -1% 80 40% 55.0 67.1
Sino-Ocean 3377 HK 3.1 2.1 4.2 99% 37% 17.8 13.2 -26% 40 33% 35.0 35.8
Sunac 1918 HK 4.8 5.2 6.6 27% 36% 20.3 26.0 28% 65 40% 45.0 50.8
Vanke 2202 HK 135 145 194 33% 44% 83.7 100.9 21% 205 49% nfa 170.8
Yuexiu 123 HK 11 2.0 3.1 60% 192% 8.6 10.6 23% 22 48% 13.2 14.6
Yuzhou 1628 HK 0.7 0.9 - n/a n/a n/a 11 34% 9.0 11.0
Total 17 developers 77 81 105 31% 36% 407 495 21.5% 1,077 46% 652 908

Source: Company data, Nomura research



Nomura | China property

10 July 2014

Fig. 16: Residential land sales comparison

Tier 1 Tier 2 Tier 3
2014 June land sales (sqm) 1,080,159 23,603,184 39,171,496
2013 June land sales (sqm) 2,255,334 23,891,162 78,611,439
June land sales y-y change -52% -1% -50%
2014 YTD land sales (sgm) 15,382,143 119,192,462 297,513,336
2013 YTD land sales (sgm) 13,261,093 139,382,764 351,403,630
YTD land sales y-y change 16% -14% -15%

Source: CREIS, Nomura research

Fig. 17: Key emphases of the PBoC Housing Financing Meeting in May

Item  Details

1 Allocate credit resources properly, with priority to meet first home buyer mortgage
requests.

2 Consider financial sustainability and risk management, and set reasonable interest rate for
first home mortgage borrowers.

3 Enhance efficiency on approving and releasing qualified mortgages.

4 Manage credit risk. Strictly follow all mortgage rules and instructions, and strengthen the
monitoring and analysis on mortgage risks.

5 Establish information sharing mechanism, and timely respond to major public concerns.

Source: Nomura research
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Fig. 18: Recent housing policy relaxation details

Date City Province Policy relaxation details

All workers are allowed to apply for housing loans with the Housing Provident

Fund after making 3-month contributions to the Fund. They are also allowed to 30 40 ( )
apply for loans for buying second homes provided that they have fully repaid the 20 30

previous loans. The maximum loan amount has been raised to CNY40k from
CNY30k for couples, and from CNY20k to CNY30k for singles for both first and
second home.

4-Jul Bangbu Anhui

Local government will (1) remove the HPR on third homes for local citizens and 15% 20%
on second homes for foreign buyers; (2) request banks to reduce mortgage

Hubei interest rate for first home buyers; (3) ban all aggressive price cuts.

(press report) 7 1 2
Besides, starting from July 1, high school graduates with 2-year working 1
experience and university graduates are eligible to apply for hukou in the city.

1-Jul Wuhan

Considering the complete removal of HPR in the city, pending approval of the

27-Jun Jinan Shandong Ministry of Housing and Urban-Rural Development (MOHURD).

Inner Abolished the commodity housing background-check system, purchasers are no
27-Jun Huhhot . longer required to provide "home ownership" proofs for buying new houses. Non- "
Mongolia . o p
local residents are also allowed to buy houses for working in the city.

Housing organisations are allowed to act as the guarantors for home buyers for

12-May Zhengzhou Henan mortgage borrowing from financial institutions.

Source: Nomura research
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Fig. 19: Recent housing policy relaxation details (contd.)

Date City Province Policy relaxation details

All residents (both local and non-local) are allowed to purchase one commodity 5 10
10-May Foshan Guangdong house (with ASP <8.3k/sgm) per person in Gaoming district in Foshan; no social 8300 /
security or tax proof is required as before.

For first time purchase of ordinary commodity housing (total GFA under 144 sgm ( 144 ) 1%
per unit), government should subsidise 1% real estate deed tax

Qualification to apply for PHAFL (Personal Housing Accumulation Fund Loan) is 6
changed to "6 consecutive months of PHAFL payments" from "3 consecutive
months of PHAFL payments" previously.

PHAFL cap per household is raised from CNY250,000 to CNY300,000 25 30

First home buyer PHAFL downpayment threshold is reduced from 30% to 20% 30% 20%
5-May Tongling Anhui

If first PHAFL is 100% paid off, the household can apply for PHAFL again for

upgrade demand

Non-local residents can apply for Hukou once they obtain the housing purchase
contract or invoice, etc., and do not need to wait for official housing ownership
certificate as previously.

Speed up the process and increase the amount of releasing pre-sale restricted
cash

Relax the investigation of housing ownership during HPR implementation from
5-May Ningbo Zhejiang city level to district level: if no house in a certain district (not city), can count as
"first home buyer".

Allow to purchase one house in Binhai New Town as long as the buyer does not
own house in this district previously, no matter how many houses s/he owns in
other cities or other districts in Tianjin.

Tianjin Binhai

il New Town

Tianjin
For people who are qualified to purchase price-capped house, allow them to pay
10% downpayment and get 70% mortgage from banks. Developers own the rest 70% 20%
20%, which can be purchased back by home buyers in the future.

Source: Nomura research
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Fig. 20: Recent housing policy relaxation details (contd.)
Date City Province Policy relaxation details
Aligned the HPR policy of five cities located in Guangxi West-Bay Economic Zone
25-Apr Nanning Guangxi with that for Nanning local residents. Previously, buyers from these five cities
were treated as non-local purchasers.
Hangzhou - Cap the land premium deposit at higher of CNY10mn or 10% of land price, to 10% 1000
25-Apr " . Zhejiang -
Xiaoshan District reduce the capital stress of developers.
Grant Hukou to non-local employees (including their spouse and children) who
18-Apr Wuxi Jiangsu purchase commodity residential houses (including second-handed housing) which 60 70

are above 60 sgm (previously 70 sgm) in Wuxi, Jiangyin and Yixing.

Source: Nomura research
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Issuer Specific Regulatory Disclosures
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Nomura Group companies.

Materially mentioned issuers
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Kaisa Group Holding 1638 HK HKD 2.49 08-Jul-2014 Buy Not Rated 18-Feb-2014  N/A

KWG Properties 1813 HK HKD 5.00 08-Jul-2014 Buy Not Rated 18-Feb-2014  N/A

Sunac China Holdings 1918 HK HKD 4.69 08-Jul-2014 Buy Not Rated 07-Jan-2014  N/A

China Vanke Co 2202 HK HKD 15.90 08-Jul-2014 Buy Not Rated 10-Apr-2014 N/A

China Overseas Land &
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impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the
company's earnings differ from estimates.
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BE CONSTRUED AS AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY ANY SECURITY IN ANY JURISDICTION WHERE
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Nomura Group does not warrant or represent that the document is accurate, complete, reliable, fit for any particular purpose or merchantable
and does not accept liability for any act (or decision not to act) resulting from use of this document and related data. To the maximum extent
permissible all warranties and other assurances by Nomura group are hereby excluded and Nomura Group shall have no liability for the use,
misuse, or distribution of this information.
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the opinions and estimates contained herein, are subject to change without notice. Nomura Group is under no duty to update this document.
Any comments or statements made herein are those of the author(s) and may differ from views held by other parties within Nomura Group.
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carried out in accordance with the definition given to it by specific laws and regulations of the US or other jurisdictions, this will be separately
disclosed within the specific issuer disclosures.
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