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Evergrande	
  ValuaBon	
  
Evergrande	
  has	
  a	
  market	
  capitalizaBon	
  of	
  US$	
  8.9bn	
  and	
  trades	
  at	
  1.6x	
  book	
  value.	
  By	
  market	
  capitalizaBon,	
  
Evergrande	
  ranks	
  among	
  the	
  top	
  5	
  listed	
  Chinese	
  properBes	
  companies.	
  [1]	
  [2]	
  

1]	
  As	
  of	
  June	
  15,	
  2012,	
  Evergrande	
  ranked	
  5th	
  in	
  market	
  capitalizaBon	
  behind	
  China	
  Overseas	
  (668	
  HK),	
  Vanke	
  (000002	
  SZ),	
  Poly	
  	
  Real	
  Estate	
  (6000048	
  SH)	
  and	
  China	
  Resources	
  Land	
  (1109	
  HK)	
  
2]	
  Balance	
  sheet	
  data	
  as	
  of	
  December	
  31,	
  2011	
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RMB, HKD and USD in billions, except as noted 6/15/2012
in RMB in HKD in USD

Share Price 3.80               4.60        0.59        
Total Shares Outstanding 14.9               

Market Capitalization 56.7               68.7        8.9          
+ Current Borrowing 10.2               
+ Non-Current Borrowing 41.5               
+ Income Tax Liability 11.6               
+ Cash Advance from Customers 31.6               

Subtotal: Debt 95.0               115.0      14.8        
- Unrestricted cash (20.1)              (24.3)       (3.1)         

Net debt 74.9               90.7        11.7        
Enterprise value 131.6             159.4      20.6        

Book Value as of 12/31/2011 34.9               
Ratio of Equity Market Capitalization to Book Value 1.6x

Note: Assuming RMB /USD exchange rate of 6.4 and HKD/ USD exchange rate of 7.75



PercepBon	
  
•  Evergrande,	
  which	
  primarily	
  operates	
  in	
  2nd	
  and	
  3rd	
  Ber	
  ciBes,	
  has	
  grown	
  its	
  assets	
  23	
  fold	
  since	
  2006,	
  

becoming	
  the	
  largest	
  condo/	
  home	
  developer	
  in	
  China.	
  
–  To	
  put	
  Evergrande’s	
  asset	
  growth	
  into	
  perspecBve,	
  Evergrande	
  has	
  grown	
  its	
  assets	
  5x	
  faster	
  than	
  its	
  

Chinese	
  peers.	
  

•  Evergrande	
  describes	
  its	
  over-­‐sized,	
  cheaply	
  acquired	
  land	
  inventory	
  as	
  a	
  primary	
  compeBBve	
  advantage.	
  
Because	
  of	
  its	
  scale,	
  the	
  Company	
  claims	
  that	
  it	
  has	
  been	
  able	
  to	
  achieve	
  a	
  level	
  of	
  centralizaBon	
  and	
  
standardizaBon	
  that	
  allows	
  for	
  unmatched	
  cost	
  control	
  and	
  industry	
  leading	
  asset	
  turnover.	
  

•  As	
  liquidity	
  has	
  Bghtened	
  in	
  the	
  Chinese	
  real	
  estate	
  sector,	
  Evergrande	
  assures	
  investors	
  that	
  it	
  is	
  well	
  
capitalized	
  and	
  highly	
  liquid.	
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Reality	
  
•  Our	
  analysis	
  and	
  primary	
  research	
  reveal	
  that:	
  1]	
  Evergrande	
  is	
  insolvent;	
  and	
  2]	
  Evergrande	
  will	
  be	
  

severely	
  challenged	
  from	
  a	
  liquidity	
  perspecBve.	
  

•  The	
  Company’s	
  management	
  has	
  applied	
  at	
  least	
  6	
  accounBng	
  shenanigans	
  to	
  mask	
  Evergrande’s	
  
insolvency.	
  Our	
  research	
  indicates	
  that	
  a	
  total	
  write-­‐down	
  of	
  RMB	
  71bn	
  is	
  required	
  and	
  Evergrande’s	
  pro	
  
forma	
  equity	
  is	
  nega6ve	
  36bn.	
  	
  	
  

•  Over	
  the	
  past	
  5	
  years,	
  Evergrande	
  has	
  executed	
  an	
  untoward	
  program	
  of	
  bribes	
  aimed	
  at	
  local	
  
government	
  officials	
  in	
  order	
  to	
  build	
  its	
  raw	
  land	
  industry.	
  To	
  finance	
  growing	
  cash	
  flow	
  shorkalls	
  related	
  
to	
  these	
  bribes,	
  subsequent	
  land	
  purchases,	
  and	
  related	
  real	
  estate	
  construcBon	
  acBviBes,	
  Evergrande	
  has	
  
employed	
  a	
  complex	
  web	
  of	
  Ponzi-­‐style	
  financing	
  schemes.	
  These	
  schemes	
  are	
  characterized	
  by	
  a	
  reliance	
  
upon	
  perpetually	
  growing	
  pre-­‐sales,	
  off-­‐balance	
  sheet	
  partnerships	
  and	
  IRR	
  guarantees	
  to	
  third	
  parBes.	
  

•  Evergrande’s	
  business	
  model	
  is	
  unsustainable,	
  and	
  is	
  showing	
  signs	
  of	
  severe	
  stress.	
  Management	
  is	
  
working	
  hard	
  	
  to	
  cover-­‐up	
  the	
  company’s	
  precarious	
  and	
  rapidly	
  deterioraBng	
  	
  financial	
  condiBon.	
  
However,	
  with	
  presales	
  and	
  condo	
  prices	
  now	
  falling	
  rapidly,	
  with	
  its	
  income	
  statement	
  and	
  assets	
  
materially	
  overstated,	
  and	
  with	
  its	
  off-­‐balance	
  sheet	
  guarantees	
  looming	
  as	
  more	
  and	
  more	
  imminent	
  
liabiliBes,	
  our	
  analysis	
  suggests	
  that	
  the	
  cover-­‐up	
  has	
  entered	
  its	
  final	
  inning.	
  	
  

•  Meanwhile,	
  the	
  Company’s	
  management	
  team	
  has	
  consistently	
  displayed	
  gross	
  lapses	
  of	
  judgment.	
  
Ranging	
  from	
  “mail	
  order”	
  advanced	
  degrees,	
  to	
  the	
  diversion	
  of	
  more	
  than	
  US$2.5	
  billion	
  of	
  company	
  
resources	
  to	
  fund	
  frighteningly	
  off-­‐strategy	
  pet	
  endeavors,	
  the	
  evidence	
  of	
  management	
  misconduct	
  at	
  
Evergrande	
  is	
  shocking.	
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FRAUDULENT	
  ACCOUNTING	
  #1:	
  RMB	
  23bn	
  balance	
  sheet	
  adjustment	
  related	
  to	
  liability	
  associated	
  with	
  off-­‐balance	
  sheet	
  debt	
  (page	
  15-­‐17)	
  
FRAUDULENT	
  ACCOUNTING	
  #2:	
  RMB	
  17bn	
  deducBon	
  from	
  assets	
  and	
  equity	
  due	
  to	
  overstated	
  cash	
  balance	
  (page	
  18-­‐19)	
  
FRAUDULENT	
  ACCOUNTING	
  #3:	
  RMB	
  12bn	
  write-­‐down	
  related	
  to	
  overstatement	
  of	
  value	
  of	
  Chairman’s	
  pet	
  projects	
  (page	
  20)	
  
FRAUDULENT	
  ACCOUNTING	
  #4:	
  RMB	
  10bn	
  write-­‐down	
  related	
  to	
  overstatement	
  of	
  value	
  of	
  Evergrande’s	
  investment	
  property	
  porkolio	
  (page	
  21-­‐23)	
  
FRAUDULENT	
  ACCOUNTING	
  #5:	
  RMB	
  6bn	
  write-­‐down	
  related	
  to	
  underreporBng	
  of	
  land	
  costs	
  (page	
  24)	
  
FRAUDULENT	
  ACCOUNTING	
  #6:	
  RMB	
  3bn	
  deducBon	
  from	
  assets	
  and	
  equity	
  due	
  to	
  write-­‐down	
  of	
  other	
  segment	
  receivables	
  (page	
  25)	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  

Evergrande	
  reports	
  RMB	
  35bn	
  of	
  equity.	
  We	
  have	
  idenBfied	
  six	
  cases	
  of	
  accounBng	
  misstatement,	
  where	
  
Evergrande	
  is	
  either	
  overstaBng	
  assets	
  or	
  understaBng	
  liabiliBes.	
  AdjusBng	
  for	
  these	
  misstatements,	
  
Evergrande’s	
  pro	
  forma	
  equity	
  is	
  nega6ve	
  RMB	
  36bn.	
  We	
  are	
  not	
  the	
  only	
  analysts	
  who	
  have	
  idenBfied	
  fraud	
  
at	
  Evergrande:	
  On	
  October	
  10,	
  2011,	
  China’s	
  Ministry	
  of	
  Finance	
  announced	
  that	
  it	
  would	
  be	
  fining	
  
Evergrande	
  for	
  repor6ng	
  inaccurate	
  financial	
  statements.	
  	
  

Source:	
  Evergrande	
  filings,	
  Citron	
  research	
  
Note:	
  Evergrande	
  reported	
  35bn	
  of	
  equity	
  including	
  minority	
  interests.	
  	
  For	
  simplificaBon	
  purposes,	
  adjustments	
  are	
  made	
  on	
  a	
  pre-­‐tax	
  basis.	
  Corporate	
  income	
  taxes	
  in	
  China	
  are	
  usually	
  25%.	
  Adjustment	
  #2	
  related	
  to	
  fake	
  
cash	
  assumes	
  that	
  cash	
  balance	
  and	
  equity	
  are	
  overstated	
  by	
  RMB	
  17bn;	
  an	
  alternaBve	
  might	
  be	
  to	
  assume	
  that	
  liabiliBes	
  (rather	
  than	
  equity)	
  are	
  overstated	
  by	
  RMB	
  17bn	
   7	
  

SecBon	
  1	
  describes	
  Evergrande’s	
  fraudulent	
  account	
  schemes.	
  These	
  schemes	
  enable	
  

Evergrande	
  to	
  mask	
  its	
  insolvent	
  balance	
  sheet.	
  
	
  

Fraudulent accounting adjustments 1 2 3 4 5 6

in RMB bn
12/31/2011 
as reported

Adjustment to reflect 
off-balance debt

Adjustment to exclude 
fake-cash

Write-down on pet 
projects

Write-down on 
investment properties

Adjustment to reflect 
underreporting of land 

costs
Write-down of other 

segment receivables
Total balance sheet 

shenanigans 
Pro forma 12/31/2011 

balance sheet
Assets
Cash

Restricted cash 8                                -                             -                             -                             -                             -                             -                             -                             8                                
Cash and cash equivalents 20                              -                             (17)                             -                             -                             -                             -                             (17)                             4                                
Subtotal 28                              -                             (17)                             -                             -                             -                             -                             (17)                             (5)                               

Property
Properties under development 91                              -                             -                             -                             -                             (6)                               -                             (6)                               85                              
Completed properties held for sale 8                                -                             -                             -                             -                             -                             -                             -                             8                                
Investment properties 10                              -                             -                             -                             (10)                             -                             -                             (10)                             (0)                               
Subtotal 110                            -                             -                             -                             (10)                             (6)                               -                             (16)                             77                              

Other assets 41                              -                             -                             (12)                             -                             -                             (3)                               (15)                             26                              
Total assets 179                            -                             (17)                             (12)                             (10)                             (6)                               (3)                               (48)                             131                            

Debt+ liabilities
Debt

Borrowings 52                              23                              -                             -                             -                             -                             -                             23                              75                              
Customer deposits 32                              -                             -                             -                             -                             -                             -                             -                             32                              
Tax liabilities 12                              -                             -                             -                             -                             -                             -                             -                             12                              
Subtotal 95                              23                              -                             -                             -                             -                             -                             23                              118                            

Other liabilities 49                              -                             -                             -                             -                             -                             -                             -                             49                              
Total liabilities 144                            23                              -                             -                             -                             -                             -                             23                              167                            

Equity 35                              (23)                             (17)                             (12)                             (10)                             (6)                               (3)                               (71)                             (36)                             
Total liabilities + equity 179                            -                             (17)                             (12)                             (10)                             (6)                               (3)                               (48)                             131                            



SecBon	
  2	
  describes	
  large	
  risks	
  to	
  Evergrande’s	
  inventory	
  of	
  raw	
  land	
  which	
  stem	
  from	
  
the	
  Company’s	
  use	
  of	
  bribes	
  to	
  procure	
  discounted	
  land	
  and	
  its	
  disregard	
  for	
  idle	
  land	
  
laws	
  in	
  China.	
  

•  The	
  hyper-­‐growth	
  of	
  Evergrande’s	
  raw	
  land	
  inventory	
  in	
  comparison	
  with	
  its	
  stated	
  business	
  plan	
  and	
  with	
  
its	
  peer	
  group	
  is	
  a	
  red	
  flag.	
  	
  

•  The	
  fact	
  that	
  Evergrande	
  has	
  procured	
  its	
  vast	
  raw	
  land	
  inventory	
  at	
  a	
  67%	
  discount	
  to	
  its	
  peer	
  group	
  is	
  a	
  
further	
  red	
  flag.	
  

•  The	
  notes	
  to	
  Evergrande’s	
  2010	
  financials	
  suggest	
  that	
  Evergrande	
  has	
  paid	
  large	
  bribes	
  to	
  local	
  officials	
  in	
  
order	
  to	
  acquire	
  land	
  at	
  below-­‐market	
  prices.	
  

•  We	
  present	
  five	
  case	
  studies	
  in	
  which	
  Chinese	
  peers	
  and	
  central	
  government	
  have	
  begun	
  to	
  shine	
  light	
  on	
  
Evergrande’s	
  untoward	
  land	
  acquisiBon	
  acBviBes.	
  	
  

•  In	
  addiBon	
  to	
  Evergrande’s	
  untoward	
  land	
  acquisiBon	
  acBviBes,	
  Evergrande	
  is	
  in	
  gross	
  violaBon	
  of	
  China’s	
  
idle	
  use	
  laws.	
  If	
  the	
  government	
  enforces	
  these	
  laws,	
  Evergrande	
  can	
  not	
  survive.	
  	
  

Evergrande	
  acquired	
  its	
  vast	
  land	
  inventory	
  at	
  a	
  deep	
  discount	
  to	
  prevailing	
  market	
  prices	
  by	
  paying	
  bribes	
  to	
  
local	
  officials.	
  Evergrande’s	
  bribing	
  schemes	
  are	
  coming	
  to	
  light,	
  and	
  precedent	
  indicates	
  that	
  the	
  central	
  
government	
  will	
  force	
  Evergrande	
  to	
  return	
  illegally	
  obtained	
  land.	
  In	
  addiBon,	
  the	
  central	
  government	
  is	
  
beginning	
  to	
  enforce	
  idle	
  land	
  laws.	
  Evergrande	
  risks	
  huge	
  fines	
  and	
  the	
  loss	
  of	
  the	
  vast	
  majority	
  of	
  its	
  land	
  
inventory	
  if	
  the	
  government	
  conBnues	
  to	
  enforce	
  these	
  laws.	
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SecBon	
  3	
  outlines	
  signs	
  of	
  a	
  mushrooming	
  financial	
  and	
  operaBonal	
  crisis	
  at	
  
Evergrande.	
  

•  Crisis	
  red-­‐flags:	
  
–  #1:	
  CollecBon	
  of	
  cash	
  	
  deposits	
  has	
  flat-­‐lined	
  despite	
  conBnued	
  rapid	
  growth	
  in	
  reported	
  contracted	
  

sales	
  
–  #2:	
  Debt	
  exploding	
  
–  #3:	
  Desperately	
  resorBng	
  to	
  senior	
  secured	
  trust	
  financing	
  at	
  an	
  interest	
  rate	
  of	
  25%	
  
–  #4:	
  Biggest	
  decline	
  of	
  YTD	
  pre-­‐sales	
  among	
  11	
  major	
  Chinese	
  property	
  developers	
  listed	
  in	
  HK	
  	
  
–  #5:	
  Embarking	
  on	
  highly	
  unatracBve	
  projects	
  in	
  order	
  to	
  raise	
  pre-­‐sale	
  cash	
  
–  #6:	
  Heavy	
  discounBng	
  and	
  social	
  unrest	
  at	
  Danyang	
  project	
  
–  #7:	
  Reports	
  in	
  local	
  Chinese	
  press	
  of	
  large	
  scale	
  corporate	
  restructuring	
  and	
  desperate	
  delays	
  in	
  

vendor	
  payments	
  

We	
  have	
  idenBfied	
  7	
  red	
  flags	
  that	
  point	
  to	
  severe	
  financial	
  and	
  operaBonal	
  stress	
  at	
  Evergrande.	
  

9	
  



SecBon	
  4	
  describes	
  Chairman	
  Hui’s	
  bogus	
  resume	
  and	
  [sketchy]	
  financial	
  background.	
  

•  While	
  Evergrande	
  prominently	
  touts	
  the	
  academic	
  achievement	
  atained	
  by	
  its	
  management	
  team,	
  
Chairman	
  Hui	
  secured	
  his	
  Doctorate	
  from	
  what	
  is	
  essenBally	
  a	
  mail	
  order	
  program	
  at	
  the	
  University	
  of	
  
West	
  Alabama.	
  

•  A	
  Bmeline	
  of	
  Hui’s	
  corporate	
  finance	
  tenure	
  at	
  Evergrande	
  shows	
  a	
  consistently	
  recurring	
  patern	
  of	
  
raising	
  new	
  debt	
  backed	
  by	
  large	
  personal	
  guarantees	
  in	
  order	
  to	
  pay	
  off	
  old	
  debt	
  backed	
  by	
  slightly	
  
smaller	
  personal	
  guarantees.	
  

•  An	
  examinaBon	
  of	
  HK	
  real	
  estate	
  record	
  provides	
  convincing	
  evidence	
  of	
  the	
  fact	
  that	
  Hui	
  uBlized	
  under-­‐
the-­‐table	
  asset	
  swaps	
  with	
  at	
  least	
  one	
  HK	
  billionaire	
  to	
  manipulate	
  Evergrande’s	
  IPO	
  price.	
  

Chairman	
  Hui	
  has	
  bogus	
  credenBals.	
  	
  Moreover,	
  he	
  has	
  financed	
  Evergrande	
  uBlizing	
  a	
  maze	
  of	
  Ponzi-­‐esque	
  
debt	
  and	
  under-­‐the-­‐table-­‐asset	
  swaps.	
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SecBon	
  5	
  describes	
  the	
  bizarre	
  pet	
  projects	
  that	
  Chairman	
  Hui	
  has	
  compelled	
  
Evergrande	
  to	
  pursue.	
  

•  Chairman	
  Hui	
  has	
  directed	
  Evergrande	
  to	
  invest	
  heavily	
  in	
  professional	
  sports	
  teams:	
  	
  
–  Men’s	
  professional	
  soccer:	
  Evergrande	
  spends	
  more	
  than	
  RMB	
  488mm	
  (US$76mm)	
  per	
  year	
  on	
  the	
  

payroll	
  for	
  its	
  soccer	
  team.	
  Evergrande’s	
  budget	
  is	
  7x	
  the	
  league	
  average	
  
–  Women’s	
  professional	
  volleyball:	
  Expenditures	
  are	
  unreported	
  

•  Chairman	
  Hui	
  has	
  compelled	
  Evergrande	
  to	
  invest	
  at	
  least	
  RMB	
  700mm	
  (US$	
  110mm)	
  to	
  build	
  the	
  
largest	
  soccer	
  academy	
  in	
  the	
  world.	
  

•  Chairman	
  Hui	
  has	
  compelled	
  Evergrande	
  to	
  enter	
  various	
  verBcals	
  in	
  the	
  entertainment	
  space.	
  	
  
–  Evergrande	
  AnimaBon	
  ProducBon	
  Company	
  
–  Evergrande	
  Film	
  and	
  TV	
  Company	
  
–  Evergrande	
  ArBsts	
  Agency	
  
–  Evergrande	
  Record	
  Company	
  
–  Evergrande	
  Cinema	
  Line	
  Company	
  

	
  

Chairman	
  Hui’s	
  pet	
  projects	
  are	
  comically	
  off-­‐strategy	
  and	
  frighteningly	
  expensive	
  for	
  Evergrande’s	
  
shareholders.	
  As	
  of	
  December	
  31,	
  2011,	
  Chairman	
  Hui	
  has	
  directed	
  at	
  least	
  RMB	
  16bn	
  (US$2.5bn)	
  to	
  support	
  
these	
  bizarre,	
  unprofitable	
  ventures.	
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The	
  endgame	
  is	
  nearing	
  for	
  Evergrande.	
  We	
  project	
  that	
  Evergrande	
  will	
  face	
  a	
  severe	
  
liquidity	
  crisis	
  in	
  2012.	
  	
  

Auer	
  burning	
  RMB	
  14bn	
  of	
  cash	
  in	
  2011,	
  Evergrande	
  is	
  on	
  pace	
  to	
  burn	
  RMB	
  52bn	
  of	
  cash	
  in	
  2012.	
  With	
  RMB	
  
12bn	
  of	
  “real”	
  cash	
  on	
  hand,	
  we	
  conclude	
  that	
  Evergrande	
  faces	
  an	
  imminent	
  liquidity	
  crisis.	
  	
  

12	
  

1]	
  2011	
  cash	
  burn	
  of	
  RMB	
  14bn	
  refers	
  to	
  Evergrande’s	
  2011	
  combined	
  cash	
  used	
  in	
  operaBons	
  and	
  investment	
  acBviBes	
  per	
  Evergrande’s	
  2011	
  filings	
  
Note:	
  Even	
  assuming	
  Evergrande’s	
  reported	
  total	
  cash	
  balance	
  of	
  RMB	
  28.2bn	
  at	
  12/31/2011,	
  Evergrande	
  would	
  sBll	
  have	
  a	
  funding	
  gap	
  in	
  2012	
  equal	
  to	
  RMB	
  23.7bn.	
  Note	
  that	
  RMB	
  8.1bn	
  of	
  Evergrande’s	
  RMB	
  28.2bn	
  of	
  
cash	
  is	
  restricted	
  cash.	
  Restricted	
  cash	
  is	
  generally	
  unavailable	
  for	
  working	
  capital	
  purposes	
  

in RMB bn Analysis of Evergrande 2012 cashflow cap FY 2012
Estimated 2012 cash outflows Source

a Commitments for land expenditure 21.1     page 141, 2011 annual report, note 35
b Commitments for property development 58.4     page 141, 2011 annual report, note 35
c = a + b Subtotal 79.5     
d Estimated interest expense 4.8       Citron estimate
e Income tax payables 8.8       page 129, 2011 annual report, note 20
f Selling expenses 2.7       Assumes 2012 selling expenses equal to 2011 selling expenses
g Administrative expenses 2.2       Assumes 2012 admin expenses equal to 2011 selling expenses
h Income tax expenses 8.6       Assumes 2012 income tax expenses equal to 2011 income tax expenses
i Working capital -       Not available
j Other -       Not available
k = sum(c:j) Subtotal 106.5   

Estimated 2012 cash inflows
l 2012 YTD contracted sales 16.5     Sum of Jan to April 2012 reported contracted sales
m = l × 3 Estimated 2012 contract sales 49.4     Assumes annualized trailing four months contracted sales will equal 2012 contracted sales
n % Cash collection rate on contracted sales 83% Assumes 2-month delay b/c contract signing & payment. Assumes Evergrande collects cash on sum of Jan-Oct 2012 contracted sales
o = m × n Estimated cash collected on 2012 contracted sales 41.1     

p 2011 reported contract sales 80.4     Evergrande reported RMB 80.4bn in contracted sales during 2011
n % cash collection rate on contracted sales 83% Assumes 2-month delay b/c contract signing & payment. Assumes Evergrande collects cash on sum of Jan Oct 2011 contracted sales
q = p × n Cash collected in 2011 67.0     Cash collected in 2012 on Jan - Oct 2011 contracted sales
r = p - q Estimated cash to be collected in 2012 13.4     Cash collected in 2012 on Nov - Dec 2011 contracted sales

s Total cash inflows 54.5     

Cashflow gap assuming cash is real 
s Estimated 2012 cash inflows 54.5     
k Estimated 2012 cash outflows 106.5   
t = s- k Estimated 2012 net cash (outflows) inflows (51.9)    

u "Real"cash on hand 11.9     Calculated on page 19
v = t + u Cashflow gap (40.0)    



SecBon	
  1:	
  Fraudulent	
  AccounBng	
  Masks	
  Insolvent	
  
Balance	
  Sheet	
  

Evergrande	
  reports	
  RMB	
  35bn	
  of	
  equity	
  as	
  of	
  December	
  31,	
  
2011.	
  We	
  have	
  idenBfied	
  seven	
  cases	
  of	
  accounBng	
  

misstatement,	
  where	
  Evergrande	
  is	
  either	
  overstaBng	
  assets	
  
or	
  understaBng	
  liabiliBes.	
  AdjusBng	
  for	
  these	
  misstatements,	
  

Evergrande’s	
  pro	
  forma	
  equity	
  is	
  nega6ve	
  RMB	
  36bn.	
  
We	
  are	
  not	
  the	
  only	
  analysts	
  who	
  have	
  idenBfied	
  fraud	
  at	
  
Evergrande:	
  On	
  October	
  10,	
  2011,	
  China’s	
  Ministry	
  of	
  Finance	
  
announced	
  that	
  it	
  would	
  be	
  fining	
  Evergrande	
  for	
  reporBng	
  

inaccurate	
  financial	
  statements.	
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Evergrande’s	
  has	
  generated	
  cumulaBve	
  operaBng	
  cash	
  flow	
  before	
  Capex	
  of	
  nega6ve	
  
28bn	
  since	
  2006.	
  The	
  Company’s	
  growth	
  strategy	
  relies	
  heavily	
  on	
  ever-­‐increasing	
  
access	
  to	
  debt	
  funding.	
  Evergrande’s	
  financial	
  statements	
  portray	
  an	
  image	
  of	
  
prosperity,	
  profitability	
  and	
  stability	
  in	
  order	
  to	
  maintain	
  access	
  to	
  funding	
  from	
  
capital	
  markets	
  and	
  banks.	
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Note:	
  Index	
  of	
  debt	
  includes	
  long-­‐term	
  borrowings,	
  short-­‐term	
  borrowing,	
  customer	
  deposits,	
  deferred	
  tax	
  liabiliBes	
  and	
  current	
  income	
  tax	
  liabiliBes.	
  Data	
  per	
  Evergrande	
  filings.	
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FRADULENT	
  ACCOUNTING	
  #1:	
  Evergrande’s	
  use	
  of	
  off-­‐balance	
  sheet	
  vehicles	
  is	
  as	
  
astounding.	
  Evergrande	
  uses	
  JV	
  equity	
  partners	
  to	
  finance	
  individual	
  projects.	
  The	
  JV	
  
partnerships	
  are	
  structured	
  with	
  mandatory	
  buyback	
  guarantees.	
  Therefore,	
  
Evergrande’s	
  “equity	
  JV	
  partners”	
  are	
  lenders	
  in	
  reality.	
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1]	
  page	
  100,	
  Evergrande	
  13%	
  Senior	
  Notes	
  Prospectus	
  dated	
  January	
  2010	
  
2]	
  htp://www.yanglee.com/Shop.aspx?ItemID=282	
  
3]	
  page	
  201	
  of	
  13%	
  senior	
  notes	
  prospectus	
  and	
  page	
  41	
  of	
  Evergrande	
  2011	
  annual	
  report	
  	
  

The	
  JV	
  scheme	
  allows	
  Evergrande	
  to	
  grossly	
  underreport	
  its	
  debt.	
  At	
  large	
  IRR	
  to	
  the	
  off-­‐balance	
  sheet	
  
investors,	
  these	
  partnerships	
  are	
  quite	
  similar	
  to	
  the	
  ones	
  that	
  Enron	
  infamously	
  employed.	
  
•  In	
  its	
  January	
  2010	
  13%	
  senior	
  notes	
  prospectus,	
  Evergrande	
  disclosed	
  it	
  was	
  required	
  to	
  repurchase	
  interests	
  in	
  12	
  JV	
  deals.	
  

In	
  one	
  of	
  these	
  mandatory	
  JV	
  buybacks,	
  Evergrande	
  stated	
  that	
  it	
  was	
  required	
  to	
  “repurchased	
  a	
  49%	
  equity	
  interest”	
  in	
  
Hunan	
  Xiongzhen	
  Investment	
  Co.,	
  Ltd	
  (湖南雄震投資有限公司).	
  [1]	
  

•  Yanglee	
  Use-­‐Trust,	
  the	
  registry	
  of	
  Chinese	
  trust	
  products,	
  has	
  informaBon	
  about	
  a	
  trust	
  called	
  ”China	
  Financial,	
  Evergrande	
  
Palace	
  Real	
  Estate	
  Development	
  Project	
  Investment	
  JV	
  Trust	
  Plan”	
  (中融·∙恒大华府房地产项目投资集合资金信托计划).	
  [2]	
  
Translated	
  in	
  English,	
  the	
  trust	
  descripBon	
  indicates	
  that	
  Evergrande	
  hired	
  China	
  Financial	
  Trust	
  to	
  raise	
  capital	
  to	
  purchase	
  
a	
  49%	
  equity	
  in	
  Hunan	
  Xiongzhen	
  Investment	
  Co.	
  Further,	
  the	
  descripBon	
  indicates	
  that	
  trust	
  holders	
  were	
  offered	
  a	
  
guaranteed	
  return	
  and	
  the	
  right	
  to	
  Evergrande’s	
  51%	
  stake,	
  posted	
  as	
  collateral	
  in	
  the	
  event	
  of	
  non-­‐payment.	
  

•  Evergrande’s	
  characterizaBon	
  of	
  the	
  JV	
  buyback	
  as	
  equity	
  is	
  preposterous.	
  Evergrande’s	
  buyback	
  of	
  its	
  JV	
  partner’s	
  “equity	
  
stake”	
  in	
  Hunan	
  Xiongzhen	
  is	
  clearly	
  the	
  repayment	
  of	
  a	
  trust	
  loan.	
  Evergrande’s	
  has	
  intenBonally	
  and	
  systemaBcally	
  hidden	
  
its	
  trust	
  loans	
  from	
  investors	
  in	
  order	
  to	
  understate	
  debt.	
  Evergrande’s	
  2010	
  annual	
  report	
  makes	
  no	
  menBon	
  of	
  trust	
  
financing.	
  	
  In	
  2011	
  annual	
  report,	
  the	
  only	
  menBon	
  of	
  trust	
  financing	
  was	
  added	
  to	
  a	
  VP’s	
  responsibiliBes.	
  [3]	
  

13%	
  Senior	
  notes	
  prospectus	
  dated	
  January	
  2010	
   2011	
  Annual	
  report	
  dated	
  April	
  2012	
  



FRADULENT	
  ACCOUNTING	
  #1	
  (conBnued):	
  Evergrande	
  exploits	
  off-­‐balance	
  sheet	
  
financing	
  as	
  a	
  standard	
  business	
  pracBce.	
  During	
  2010,	
  Evergrande	
  disclosed	
  RMB	
  
3.9bn	
  in	
  guarantees	
  related	
  to	
  consolidated	
  JV	
  deals,	
  RMB	
  1.7bn	
  of	
  guarantees	
  related	
  
to	
  unconsolidated	
  JV	
  deals	
  and	
  an	
  addiBonal	
  RMB	
  11.7bn	
  in	
  commitments	
  for	
  unpaid	
  
land	
  expenditure.	
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1]	
  Assumes	
  no	
  overlap	
  between	
  RMB	
  3.9bn	
  in	
  guarantees	
  related	
  to	
  minority	
  interests	
  buybacks,	
  RMB	
  1.7bn	
  guarantees	
  related	
  to	
  unconsolidated	
  JV	
  buybacks	
  and	
  RMB	
  11.6	
  bn	
  in	
  guarantees	
  related	
  land	
  purchases	
  	
  
2]	
  page	
  208,	
  Evergrande’s	
  13%	
  Senior	
  Notes	
  Prospectus	
  dated	
  January	
  2010	
  
3]	
  page	
  F-­‐81,	
  Evergrande’s	
  13%	
  Senior	
  Notes	
  Prospectus	
  dated	
  January	
  2010	
  

In	
  early	
  2010,	
  we	
  esBmate	
  that	
  Evergrande	
  underreported	
  its	
  debt	
  related	
  to	
  various	
  JV	
  deals	
  equal	
  to	
  RMB	
  
17bn.[1]	
  

•  In	
  its	
  January	
  2010	
  13%	
  senior	
  notes	
  prospectus,	
  Evergrande	
  admited	
  that	
  it	
  had	
  made	
  more	
  than	
  RMB	
  3.9bn	
  	
  guarantees	
  
against	
  its	
  minority	
  interest	
  and	
  RMB	
  1.7bn	
  in	
  guarantees	
  to	
  unconsolidated	
  JV	
  partnerships.	
  Evergrande’s	
  off-­‐balance	
  sheet	
  
guarantees	
  related	
  its	
  minority	
  interests	
  were	
  16x	
  its	
  reported	
  minority	
  interested	
  of	
  RMB	
  245mm	
  at	
  June	
  30,	
  2009.	
  [2]	
  

•  Evergrande’s	
  January	
  2010	
  senior	
  notes	
  prospectus	
  outlines	
  off-­‐balance	
  sheet	
  commitments	
  (aka	
  debt)	
  of	
  RMB	
  11.6bn	
  	
  for	
  
contracted,	
  unpaid	
  land	
  expenditure.	
  The	
  prospectus	
  provides	
  no	
  specifics	
  as	
  to	
  what	
  these	
  commitments	
  could	
  represent.	
  
We	
  believe	
  these	
  contractual	
  obligaBons	
  represent	
  debt	
  related	
  to	
  addiBonal	
  unconsolidated	
  off-­‐balance	
  sheet	
  JV	
  
partnerships	
  that	
  Evergrande	
  employs	
  to	
  underreport	
  its	
  debt.	
  [3]	
  

•  The	
  company	
  no	
  longer	
  discloses	
  any	
  details	
  about	
  its	
  unconsolidated	
  JV's.	
  	
  

Source:	
  page	
  208,	
  13%	
  senior	
  notes	
  prospectus	
  dated	
  January	
  2010	
  



FRADULENT	
  ACCOUNTING	
  #1	
  (conBnued):	
  Today,	
  Evergrande’s	
  off-­‐balance	
  sheet	
  debt	
  
related	
  to	
  JV	
  buybacks	
  and	
  unpaid	
  land	
  deals	
  exceeds	
  RMB	
  23bn	
  and	
  possibly	
  as	
  much	
  
as	
  RMB	
  56bn.	
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1]	
  page	
  141,	
  Evergrande’s	
  2011	
  annual	
  report	
  

Evergrande’s	
  off-­‐balance	
  sheet	
  shenanigans	
  conBnues.	
  Evergrande	
  no	
  long	
  discloses	
  guarantee	
  associates	
  with	
  
JV	
  buyback	
  guarantees.	
  A	
  review	
  of	
  Evergrande’s	
  2011	
  annual	
  report	
  reveals	
  that	
  Evergrande	
  is	
  hiding	
  at	
  least	
  
RMB	
  23bn	
  in	
  off-­‐balance	
  sheet	
  debt:	
  reported	
  minority	
  interests	
  were	
  RMB	
  1.8bn	
  and	
  unpaid	
  land	
  
expenditures	
  were	
  RMB	
  21bn	
  at	
  December	
  31,	
  2011.	
  [1]	
  

•  We	
  esBmate	
  that	
  Evergrande	
  is	
  currently	
  exposed	
  to	
  a	
  minimum	
  of	
  RMB	
  23bn	
  of	
  off-­‐sheet	
  balance	
  sheet	
  debt	
  related	
  to	
  
interest	
  buybacks	
  
–  Debt	
  related	
  to	
  contracted,	
  unpaid	
  land	
  deals:	
  In	
  its	
  2011	
  annual	
  report,	
  Evergrande	
  disclosed	
  RMB	
  21bn	
  of	
  commitments	
  related	
  to	
  

contracted	
  but	
  unpaid	
  land	
  at	
  December	
  31,	
  2011	
  
–  Debt	
  related	
  to	
  buyback	
  of	
  minority	
  interests:	
  	
  

•  Low	
  case:	
  Evergrande	
  reports	
  minority	
  interest	
  of	
  RMB	
  2.2bn.	
  The	
  Company	
  no	
  longer	
  reports	
  the	
  level	
  of	
  guarantee	
  associated	
  with	
  
these	
  minority	
  interests	
  as	
  we	
  presented	
  on	
  page	
  16.	
  However,	
  we	
  believe	
  that	
  Evergrande	
  has	
  conBnued	
  to	
  enBce	
  JV	
  partner	
  with	
  
escalaBng	
  guarantees.	
  	
  

•  Base	
  case:	
  If	
  we	
  assume	
  that	
  Evergrande	
  guarantees	
  its	
  minority	
  interest	
  a	
  5-­‐year	
  30%	
  IRR,	
  we	
  esBmate	
  that	
  the	
  off-­‐balance	
  sheet	
  
debt	
  amounts	
  to	
  RMB	
  8.1bn	
  

•  High	
  case:	
  If	
  we	
  apply	
  Evergrande’s	
  historical	
  deals	
  as	
  a	
  guide	
  and	
  apply	
  a	
  16x	
  mulBple	
  to	
  its	
  reported	
  minority	
  interest,	
  we	
  esBmate	
  
that	
  Evergrande	
  now	
  has	
  off-­‐balance	
  sheet	
  debt	
  totally	
  RMB	
  34.7bn	
  

in US$bn Low case Base case High case
Debt related to contracted but unpaid land deals 21.1$      21.1$        21.1$      
Debt related to buyback of minority interests 2.2$        8.1$          34.7$      
Estimated Evergrande's total off-balance sheet debt 23.2$      29.1$        55.8$      



FRADULENT	
  ACCOUNTING	
  #2:	
  Evergrande’s	
  reported	
  cash	
  balances	
  are	
  bogus.	
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Source:	
  annualized	
  interest	
  income	
  as	
  %	
  of	
  average	
  cash	
  balance	
  based	
  on	
  public	
  filings.	
  PBOC	
  interest	
  rate	
  data	
  per	
  PBOC	
  website	
  and	
  reflects	
  Bme	
  –weighBng	
  to	
  account	
  for	
  changes	
  in	
  PBOC	
  interest	
  rates	
  	
  

Evergrande’s	
  peers	
  earn	
  yields	
  on	
  their	
  cash	
  within	
  the	
  relevant	
  band	
  of	
  deposit	
  rates	
  set	
  by	
  the	
  
People’s	
  Bank	
  of	
  China	
  (PBOC),	
  between	
  the	
  PBOC	
  demand	
  deposit	
  rate	
  and	
  the	
  PBOC	
  3-­‐month	
  
deposit	
  interest	
  rate.	
  In	
  comparison,	
  Evergrande’s	
  calculated	
  yields	
  on	
  its	
  average	
  cash	
  balance	
  
have	
  been	
  below	
  PBOC	
  mandated	
  rates	
  since	
  beginning	
  of	
  2010.	
  Evergrande’s	
  reported	
  cash	
  
balances	
  are	
  either	
  fake	
  or	
  temporary	
  window	
  dressing.	
  	
  

Annualized interest income as % of average cash balance
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FRADULENT	
  ACCOUNTING	
  #2	
  (conBnued):	
  Evergrande’s	
  paltry	
  yield	
  on	
  reported	
  cash	
  
suggest	
  that	
  Evergrande	
  is	
  overstaBng	
  its	
  cash	
  balance	
  by	
  RMB	
  17bn	
  (more	
  than	
  
200%).	
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1]	
  yield	
  on	
  cash	
  balance	
  is	
  calculated	
  by	
  annualizing	
  reported	
  interest	
  income	
  divided	
  by	
  average	
  cash	
  balance	
  for	
  the	
  period.	
  Average	
  cash	
  balance	
  is	
  the	
  simple	
  mathemaBcal	
  average	
  of	
  beginning	
  of	
  period	
  and	
  end	
  of	
  
period	
  reported	
  cash	
  balances	
  including	
  cash	
  and	
  cash	
  equivalents	
  and	
  restricted	
  cash.	
  	
  

For	
  six	
  months	
  ended	
  December	
  31,	
  2011,	
  Evergrande	
  reported	
  average	
  cash	
  balance	
  of	
  RMB	
  
28.4bn.	
  Applying	
  a	
  blend	
  of	
  comparable	
  company	
  cash	
  yields,	
  we	
  calculate	
  that	
  Evergrande’s	
  
actual	
  cash	
  balance	
  is	
  as	
  low	
  as	
  11.9bn.	
  RelaBve	
  to	
  trailing	
  cash	
  used	
  in	
  operaBon	
  and	
  invesBng	
  
acBviBes	
  in	
  2011	
  of	
  RMB	
  14bn,	
  Evergrande’s	
  cash	
  posiBon	
  is	
  dangerously	
  low.	
  	
  

Benchmark of annualized yield on cash balance 
1H 2010 2H 2010 1H 2011 2H 2011

Evergrande 0.33% 0.26% 0.33% 0.45%

Country Garden 1.03% 0.58% 0.84% 0.90%
Shimao 0.65% 0.67% 0.93% 0.60%
CR Land 0.73% 1.46% 1.02% 1.14%
Agile 0.86% 1.16% 1.67% 1.62%
Average of peers 0.82% 0.97% 1.12% 1.07%

Overstatement	
  of	
  
cash	
  balance	
  by	
  RMB	
  
16.6bn	
  

EsBmate	
  of	
  
Evergrande’s	
  real	
  
cash	
  balance	
  

Estimate of Evergrande's real cash balance assuming peers' cash yield 
1H 2011 2H 2011

Evergrande interest income (RMB mm) 79.6             126.7       
Average of peers' cash yield 1.12% 1.07%

Implied Evergrande average cash balance (RMB bn) 7.1               11.9         

Evergrande reported cash balances 1H 2011 2H 2011
Beginning of period (RMB bn) 20.0             28.7         
Ending of period (RMB bn) 28.7             28.2         

Average reported cash balance (RMB bn) 24.3             28.4         

Delta between average reported cash and avg. "Real" cash (RMB bn) 17.2             16.6         



FRADULENT	
  ACCOUNTING	
  #3:	
  Evergrande	
  grossly	
  overstates	
  the	
  value	
  of	
  Mr.	
  Hui’s	
  Pet	
  
pet	
  projects.	
  We	
  esBmate	
  that	
  a	
  RMB	
  12bn	
  write-­‐down	
  is	
  required.	
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1]	
  	
  

Mr.	
  Hui’s	
  pet	
  projects	
  generate	
  paltry	
  revenues	
  and	
  lose	
  money.	
  If	
  Evergrande	
  were	
  to	
  mark	
  these	
  assets	
  to	
  
realized	
  based	
  on	
  reasonable	
  valuaBon	
  methodology,	
  a	
  RMB	
  12bn	
  write	
  down	
  would	
  be	
  required.	
  	
  

•  Hui’s	
  pet	
  projects	
  comprise	
  Evergrande’s	
  “other”	
  businesses.	
  On	
  December	
  31,	
  2011,	
  Evergrande’s	
  
investment	
  in	
  its	
  other	
  businesses	
  equaled	
  RMB	
  16.2bn.	
  In	
  2011,	
  Hui’s	
  pet	
  projects	
  generated	
  revenue	
  of	
  	
  
RMB	
  897mm	
  and	
  operaBng	
  loss	
  of	
  RMB	
  252mm	
  [1]	
  

•  Even	
  under	
  absurdly	
  generous	
  assumpBons,	
  the	
  value	
  of	
  Mr.	
  Hui’s	
  pet	
  projects	
  are	
  wildly	
  overstated	
  on	
  
Evergrande’s	
  balance	
  sheet;	
  a	
  RMB	
  10bn	
  write	
  down	
  is	
  required.	
  	
  
–  Method	
  #1	
  (EBTIDA):	
  Assuming	
  Evergrande’s	
  other	
  businesses	
  had	
  an	
  absurdly	
  high	
  EBITDA	
  margin	
  of	
  50%,	
  implied	
  is	
  that	
  the	
  other	
  

businesses	
  would	
  generate	
  RMB	
  435mm.	
  Assuming	
  a	
  10x	
  EBITDA	
  mulBple,	
  the	
  other	
  businesses	
  are	
  worth	
  RMB	
  2.0bn.	
  Using	
  EBITDA	
  mulBple	
  
methodology,	
  Evergrande’s	
  other	
  assets	
  are	
  overstated	
  by	
  RMB	
  11.9bn	
  	
  

–  Method	
  #2	
  (Revenue):	
  Assuming	
  Evergrande’s	
  businesses	
  traded	
  at	
  an	
  absurdly	
  high	
  revenue	
  mulBples	
  5x,	
  Evergrande’s	
  other	
  businesses	
  
would	
  be	
  valued	
  at	
  RMB	
  4.5bn	
  (RMB	
  897mm	
  mulBplied	
  by	
  5	
  Bmes).	
  Using	
  this	
  revenue	
  mulBple	
  methodology,	
  Evergrande’s	
  other	
  assets	
  are	
  
valued	
  overstated	
  by	
  RMB	
  11.8bn	
  

1]	
  page	
  106,	
  Evergrande	
  2011	
  annual	
  report	
  



FRADULENT	
  ACCOUNTING	
  #4:	
  Evergrande’s	
  investment	
  property	
  porkolio	
  is	
  overstated	
  by	
  
at	
  least	
  RMB	
  10bn,	
  equal	
  to	
  one-­‐third	
  of	
  its	
  book	
  value.	
  We	
  triangulate	
  on	
  the	
  amount	
  of	
  
overstatement	
  of	
  Evergrande’s	
  investment	
  porkolio	
  by	
  using	
  two	
  separate	
  methods:	
  1]	
  
market	
  valuaBon	
  method	
  (outlined	
  on	
  page	
  21)	
  and	
  2]	
  balance	
  sheet	
  method	
  (outlined	
  on	
  
page	
  22	
  and	
  23.	
  Both	
  methods	
  support	
  that	
  Evergrande’s	
  investment	
  property	
  porkolio	
  
requires	
  at	
  least	
  a	
  RMB	
  10bn	
  write-­‐down.	
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Evergrande	
  earns	
  less	
  than	
  <1.0%	
  gross	
  rental	
  yield	
  on	
  its	
  investment	
  porkolio,	
  which	
  suggests	
  that	
  
Evergrande’s	
  “market”	
  appraisal	
  of	
  its	
  investment	
  property	
  is	
  wildly	
  overstated.	
  Assuming	
  a	
  2%	
  gross	
  rental	
  
yield	
  would	
  imply	
  that	
  Evergrande’s	
  investment	
  property	
  is	
  worth	
  4.2bn,	
  71%	
  less	
  than	
  its	
  stated	
  value.	
  In	
  
other	
  words,	
  Evergrande’s	
  investment	
  porkolio	
  properBes	
  are	
  overstated	
  by	
  at	
  least	
  RMB	
  10bn.	
  

Note:	
  HKFRS	
  accounBng	
  standards	
  allow	
  Evergrande	
  to	
  mark	
  its	
  assets	
  to	
  “market”.	
  Note	
  that	
  Evergrande	
  has	
  received	
  massive	
  income	
  instatement	
  benefits	
  by	
  marking	
  its	
  “investment”	
  properBes	
  to	
  fantasy	
  values	
  and	
  then	
  
passing	
  those	
  gains	
  through	
  its	
  P&L.	
  Since	
  January	
  2006,	
  Evergrande	
  has	
  recognized	
  RMB	
  9.5bn	
  on	
  of	
  phantom	
  accounBng	
  profits	
  on	
  its	
  income	
  statement	
  by	
  marking	
  up	
  its	
  “investment”	
  porkolio.	
  	
  
1]	
  During	
  2011,	
  CR	
  Land,	
  Shimao	
  generated	
  annual	
  gross	
  rental	
  yields	
  on	
  commercial	
  properBes	
  of	
  7.1%	
  and	
  2.7%	
  respecBvely.	
  ConservaBvely,	
  the	
  analysis	
  above	
  assumes	
  a	
  2%	
  annual	
  gross	
  rental	
  yield.	
  	
  

Valuation estimate of Evergrande's investment property 
in RMB mm 2009 2010 2011

Rental yields on Evergrande's investment property
N Reported gross rental income 37.6        51.2        83.9       

Value of investment portfolio per balance sheet
Beginning balance 1,741      3,131      10,117   
Ending balance 3,131      10,117    18,919   

O Average value 2,436      6,624      14,518   
P = N/O Implied gross rental yield 1.54% 0.77% 0.58%

Implied avg. market values of Evergrande's investment property assuming: 
Q = N / 0.02 @2% gross rental yield [1] 1,880      2,559      4,196     
R = Q / O -1 % discount vs. reported book value of investment property -23% -61% -71%

Write-down of investment property value required 
S = O - Q @2% gross rental yield 556         4,065      10,322   

K Reported book value of shareholders' equity 12,861    20,635    32,687   
T = S / K Investment portfolio write down as % of book value 4% 20% 32%
Source: company filings

A	
  RMB	
  10bn	
  write	
  
down	
  is	
  required	
  	
  
assuming	
  2%	
  annual	
  
gross	
  rental	
  yield	
  



FRADULENT	
  ACCOUNTING	
  #4	
  (conBnued):Despite	
  low	
  yielding,	
  the	
  investment	
  
property	
  has	
  been	
  marked	
  up	
  significantly	
  since	
  2006,	
  creaBng	
  RMB	
  9.5bn	
  phantom	
  
accounBng	
  profits	
  on	
  its	
  income	
  statement	
  and	
  RMB	
  9.5bn	
  phantom	
  book	
  value.	
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To	
  date,	
  Evergrande	
  has	
  recorded	
  RMB	
  9.5bn	
  of	
  mark-­‐to-­‐market	
  on	
  its	
  investment	
  property,	
  represenBng	
  29%	
  
of	
  Evergrande’s	
  reported	
  shareholders’	
  equity	
  as	
  of	
  December	
  31,	
  2011.	
  Evergrande	
  simply	
  says	
  that	
  it	
  had	
  an	
  
appraiser	
  using	
  a	
  combina6on	
  of	
  valua6on	
  methods	
  to	
  determine	
  the	
  value	
  of	
  the	
  porOolio	
  and	
  no	
  specific	
  
details	
  are	
  disclosed	
  regarding	
  how	
  these	
  gains	
  were	
  achieved.	
  	
  

Mark-to-market gains on investment property 
in RMB bn 2008 2009 2010 2011
Balance sheet value of investment property 

Cumulative cost basis of investment property 0.7              1.3             4.9             9.5             
Cumulative mark to market gains on investment property 1.0              1.9             5.2             9.5             
Total balance sheet value of investment property 1.7              3.1             10.1           18.9           

Cumulative mark to market gains on investment property 1.0              1.9             5.2             9.5             
Book value of shareholders' equity at year end 8.3              12.9           20.6           32.7           
% of book value of shareholders' equity 13% 15% 25% 29%

Mark to market gain during the year 0.1              0.8             3.4             4.2             
Reported operating profits 0.8              1.3             13.8           19.9           
% of reported operating profits 9% 67% 24% 21%

Note cumulative mark to market gains started from 2006
Source: company filings

No	
  details	
  were	
  disclosed	
  regarding	
  how	
  
those	
  mark-­‐to-­‐market	
  gains	
  were	
  achieved	
  
Page	
  113,	
  2011	
  annual	
  report	
  	
  



FRADULENT	
  ACCOUNTING	
  #4	
  (conBnued):	
  Our	
  analysis	
  also	
  reveals	
  that	
  Evergrande	
  
underreported	
  its	
  development	
  cost	
  of	
  RMB	
  4bn	
  by	
  capitalizing	
  costs	
  onto	
  its	
  balance	
  
sheet	
  as	
  investment	
  property.	
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Our	
  analysis	
  indicates	
  that	
  Evergrande	
  is	
  understaBng	
  the	
  development	
  costs	
  for	
  its	
  property	
  business	
  by	
  
capitalizing	
  costs	
  onto	
  its	
  balance	
  sheet	
  as	
  investment	
  property.	
  We	
  esBmate	
  that	
  Evergrande’s	
  investment	
  
properBes	
  have	
  a	
  balance	
  sheet	
  cost	
  basis	
  of	
  RMB	
  7,335	
  per	
  square	
  meter.	
  In	
  contrast,	
  we	
  esBmate	
  that	
  
Evergrande’s	
  development	
  cost	
  for	
  non-­‐investment	
  property	
  is	
  RMB	
  4,260	
  per	
  square	
  meter.	
  This	
  disparity	
  is	
  
highly	
  unlikely.	
  We	
  conclude	
  that	
  Evergrande	
  is	
  allocaBng	
  development	
  costs	
  related	
  to	
  unsold	
  parking	
  spaces	
  
of	
  its	
  residenBal	
  projects	
  to	
  its	
  balance	
  sheet	
  and	
  classifying	
  them	
  as	
  investment	
  properBes.	
  In	
  doing	
  so,	
  
Evergrande	
  is	
  arBficially	
  inflaBng	
  its	
  balance	
  sheet	
  assets	
  to	
  the	
  tune	
  of	
  RMB	
  4bn.	
  

Underreporting developing costs
in RMB bn, unless indicated otherwise 2009 2010 2011

Evergrande's investment property portfolio 
A Cumulative cost basis of investment property 1.3          4.9          9.5             
B Commercial property (in square meters) 95,180    347,141  490,756     

C # of parking spaces 10,352    34,242    79,818       
D Estimated square meters per parking space [1] 10           10           10              
E = C × D Total parking space (in square meters) 103,520  342,420  798,180     

F = B + E Total investment property (in square meters) 198,700  689,561  1,288,936  

Impact of under-reporting of development costs
G = A / F * 1bn Implied cost per sqm for investment property (in RMB) 6,309      7,089      7,335         

H Revenue delivered per square meter (RMB per sqm) 5,724      5,572      6,385         
I Reported gross margin [2] 34.0% 29.2% 33.3%
J =  H × (1 - I ) Estimated of delivered cost per sqm for residential projects (in RMB) 3,777      3,946      4,260         
K= G- J Cost difference between investment property and residential property ( in RMB) 2,532      3,144      3,075         
F Total square meters of investment portfolio 198,700  689,561  1,288,936  
J = K × F / 1bn Underreporting of development cost 0.5          2.2          4.0             

% of book value of shareholders' equity 4% 11% 12%

1]	
  	
  Assumes	
  10	
  square	
  meter	
  per	
  parking	
  space	
  
2]	
  	
  Applies	
  blended	
  gross	
  margin	
  	
  



Evergrande's underreporting of cost of land reserve
1H 2010 2H 2010 1H 2011 2010

Formula Land reserve ( in millions of square meters )
A Beginning (given) 55           72           96           55           
B + Addition (given) 22           29           49           51           
C = D - B - A - Transferred / Sold Land (5)            (5)            (10)          (10)          
D Ending (given) 72           96           135         96           

Average cost of land reserve per square meter (in RMB)
E Beginning (given) 452         519         520         452         
F + Addition (given) 738         579         664         648         
G = K × 1000 / C - Transferred / Sold Land 764         828         (115)        798         
H Ending (given) 519         520         617         520         

Total cost of land reserve (in RMB bn)
I = A × E / 1000 Beginning (given) 25           38           50           25           
J = B × F / 1000 + Addition (given) 16           17           33           33           
K = L - I - J - Transferred / Sold Land (4)            (4)            1             (8)            
L = D × H / 1000 Ending (given) 38           50           84           50           

Estimation of land cost underreporting during 1H 2011
G Implied average cost of land reserve per square meter for sold land (115)        
M Per square meter actual cost of land reserve at the beginning of 1H 2011 520         
N = M - G Per square meter underreporting of land cost 635         

C Square meter delivered (in millions of square meters) (10)          
O = N × C / 1000 Estimated underreporting of cost of land reserve in 1H 2011 (in RMB bn) (6)            

Source: Evergrande's 2009 annual report, 2010 annual report, 2010 interim report and 2011 interim report

FRADULENT	
  ACCOUNTING	
  #5:	
  Evergrande	
  is	
  underreporBng	
  the	
  cost	
  of	
  land	
  by	
  
capitalizing	
  land	
  expenses	
  onto	
  its	
  balance	
  sheet.	
  We	
  esBmate	
  a	
  RMB	
  6bn	
  write	
  down	
  
is	
  required.	
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Using	
  Evergrande’s	
  reported	
  land	
  reserve	
  data,	
  one	
  can	
  calculate	
  how	
  much	
  land	
  expenses	
  Evergrande	
  is	
  
expensing	
  during	
  a	
  given	
  period.	
  In	
  1H	
  2011,	
  Evergrande’s	
  land	
  cost	
  data	
  suggested	
  nega6ve	
  RMB	
  115	
  	
  per	
  
square	
  meter	
  vs.	
  esBmated	
  land	
  cost	
  of	
  RMB	
  520	
  per	
  square	
  meter,	
  which	
  implies	
  understatement	
  of	
  RMB	
  635	
  
per	
  square	
  meter.	
  Evergrande	
  delivered	
  10mm	
  square	
  meters	
  during	
  1H	
  2011.	
  Therefore	
  we	
  esBmate	
  that	
  
Evergrande	
  underreported	
  land	
  expenses	
  by	
  RMB	
  6bn.	
  



Estimate of A/R write-down
in RMB bn 6M ended Increase from
Receivables 12/31/2010 6/30/2011 12/31/2011 12/31/10 to 6/30/11

Trade (related to property development) 0.9             1.9           2.8             0.9                         
Other 1.2             2.2           3.0             1.1                         

Total 2.1             4.1           5.8             2.0                         

Revenue
Property development 25.1           31.7         28.8           
Other 0.3             0.4           1.1             

Total 25.4           32.1         29.9           

Receivable days
Property development 7                11            17              
Other 624            1,126       509            

Total 15              23            35              

Write-down estimate
Other revenue 0.3             0.4           1.1             
Assumed A/R days 30              30            30              

Implied A/R 0.1             0.1           0.2             

Reported A/R for "Other" segment 1.2             2.2           3.0             
Estimated A/R for "Other" segment assuming 30 A/R days 0.1             0.1           0.2             
Estimated write-down 1.1             2.2           2.8             

FRADULENT	
  ACCOUNTING	
  #6:	
  Evergrande’s	
  	
  A/R	
  associated	
  with	
  “other	
  revenue”	
  is	
  
materially	
  overstated.	
  In	
  its	
  June	
  2011	
  interim	
  report,	
  Evergrande	
  reported	
  an	
  
increase	
  in	
  A/R	
  in	
  its	
  other	
  segment	
  that	
  is	
  impossible	
  to	
  explain	
  relaBve	
  to	
  the	
  
segment’s	
  reported	
  revenue.	
  We	
  esBmate	
  that	
  other	
  A/R	
  requires	
  a	
  RMB	
  2.8bn	
  write	
  
down.	
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A/R	
  at	
  December	
  31,	
  2010	
  was	
  suspicious	
  and	
  movement	
  at	
  June	
  30,	
  2011	
  is	
  beyond	
  suspicious.	
  Absolutely	
  
days	
  is	
  beyond	
  reasonable	
  and	
  the	
  fact	
  that	
  the	
  increase	
  in	
  “other”	
  A/R	
  exceeded	
  “other”	
  revenue	
  is	
  
impossible.	
  One	
  possible	
  explanaBon	
  could	
  be	
  that	
  Evergrande	
  lent	
  money	
  to	
  someone	
  (perhaps	
  its	
  Chairman)	
  
and	
  booked	
  the	
  loan	
  as	
  a	
  receivable	
  without	
  properly	
  disclosing	
  it.	
  	
  

If	
  A/	
  R	
  days	
  were	
  a	
  more	
  
reasonable	
  30	
  days,	
  
Evergrande	
  would	
  need	
  
to	
  take	
  a	
  write	
  down	
  of	
  
RMB	
  2.8bn	
  

A/	
  R	
  days	
  
skyrocketed	
  to	
  three	
  
years!	
  

Other	
  A/R	
  exceeded	
  
Other	
  revenue	
  is	
  
impossible!	
  



China	
  Ministry	
  of	
  Finance	
  has	
  also	
  found	
  evidence	
  of	
  material	
  accounBng	
  fraud	
  at	
  
Evergrande.	
  [1]	
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1]	
  htp://jdjc.mof.gov.cn/zhengwuxinxi/jianchagonggao/201110/t20111011_598596.html	
  
2]	
  page	
  78,	
  Evergrande	
  2011	
  annual	
  report	
  

•  On	
  October	
  11,	
  2011,	
  China	
  Ministry	
  of	
  Finance	
  (MOF)	
  announced	
  that	
  Evergrande	
  would	
  be	
  fined	
  for	
  
providing	
  accurate	
  financial	
  statements.	
  [1]	
  	
  

•  MOF	
  concluded	
  that	
  Evergrande	
  failed	
  to	
  consolidate	
  57	
  subsidiaries	
  in	
  its	
  financial	
  statements	
  and	
  
provided	
  inaccurate	
  informaBon	
  on	
  RMB	
  6.4bn	
  of	
  assets	
  in	
  its	
  2009	
  financial	
  report,	
  overstated	
  costs	
  and	
  
unpaid	
  taxes.	
  It	
  also	
  reported	
  findings	
  that	
  Evergrande	
  under-­‐booked	
  allowances	
  related	
  to	
  bad	
  
receivables.	
  The	
  “error”	
  accounted	
  for	
  >10%	
  of	
  Evergrande’s	
  reported	
  assets	
  of	
  RMB	
  63bn	
  and	
  >50%	
  of	
  
Evergrande’s	
  reported	
  equity	
  of	
  RMB	
  13bn	
  at	
  December	
  31,	
  2009.	
  

•  MOF	
  stated	
  ”some	
  property	
  developers	
  have	
  the	
  problem	
  of	
  reporBng	
  inaccurate	
  revenue	
  figures,	
  
overstaBng	
  costs	
  and	
  delaying	
  or	
  underpaying	
  taxes”.	
  

•  As	
  outlined	
  in	
  this	
  presentaBon,	
  out	
  analysis	
  shows	
  that	
  MOF	
  is	
  on	
  the	
  right	
  track,	
  but	
  that	
  has	
  barely	
  
scratched	
  the	
  surface.	
  

•  Meanwhile,	
  Evergrande’s	
  auditor	
  PricewaterhouseCoopers	
  (HK	
  office)	
  has	
  conBnued	
  to	
  provide	
  an	
  
unqualified	
  opinion.[2]	
  



SecBon	
  2:	
  Bribes,	
  Illegally	
  Procured	
  Land	
  Rights	
  and	
  
Severe	
  Idle	
  Land	
  LiabiliBes	
  

Evergrande	
  acquired	
  its	
  vast	
  land	
  inventory	
  in	
  China	
  at	
  a	
  deep	
  
discount	
  to	
  prevailing	
  market	
  prices	
  by	
  paying	
  bribes	
  to	
  local	
  
officials.	
  Evergrande’s	
  bribing	
  schemes	
  are	
  coming	
  to	
  light,	
  
and	
  precedent	
  indicates	
  that	
  the	
  central	
  government	
  will	
  

force	
  Evergrande	
  to	
  return	
  illegally	
  obtained	
  land.	
  In	
  addiBon,	
  
the	
  central	
  government	
  is	
  beginning	
  to	
  enforce	
  idle	
  laws.	
  

Evergrande	
  risks	
  huge	
  fines	
  and	
  the	
  loss	
  of	
  the	
  vast	
  majority	
  
of	
  its	
  land	
  inventory	
  if	
  the	
  government	
  conBnues	
  to	
  enforce	
  

these	
  laws.	
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The	
  growth	
  trajectory	
  of	
  Evergrande’s	
  land	
  bank	
  is	
  shocking,	
  both	
  relaBve	
  to	
  
Evergrande’s	
  stated	
  business	
  plan	
  at	
  IPO	
  and	
  relaBve	
  to	
  Evergrande’s	
  peer	
  group.	
  

1]	
  page	
  157,	
  IPO	
  prospectus	
  	
  
2]	
  page	
  162,	
  IPO	
  prospectus	
  	
  
3]	
  As	
  of	
  March	
  23,	
  2011	
  for	
  2010	
  land	
  bank	
  and	
  March	
  7,	
  2012	
  for	
  2011	
  land	
  bank	
  

•  At	
  the	
  Bme	
  of	
  IPO,	
  Evergrande	
  held	
  51.2mm	
  square	
  meters	
  of	
  land	
  reserves,	
  the	
  largest	
  among	
  all	
  
property	
  developers	
  in	
  China	
  
–  “We	
  believe	
  the	
  size	
  of	
  our	
  current	
  land	
  reserves	
  can	
  saBsfy	
  our	
  development	
  needs	
  for	
  the	
  next	
  three	
  to	
  five	
  years…”	
  [1]	
  
–  “…we	
  plan	
  to	
  maintain	
  our	
  land	
  reserves	
  at	
  approximately	
  50	
  million	
  square	
  meters	
  on	
  a	
  rolling	
  basis”	
  [2]	
  

•  Contrary	
  to	
  its	
  statement	
  in	
  the	
  IPO	
  prospectus,	
  Evergrande	
  has	
  conBnued	
  to	
  aggressively	
  accumulate	
  
land	
  reserves.	
  The	
  Company	
  now	
  controls	
  137mm	
  square	
  meters,	
  which	
  is	
  more	
  than	
  that	
  owned	
  by	
  three	
  
of	
  China’s	
  largest	
  developers	
  combined.	
  137mm	
  square	
  meters	
  is	
  almost	
  3x	
  that	
  amount	
  of	
  land	
  required	
  
to	
  support	
  Evergrande’s	
  stated	
  growth	
  strategy	
  at	
  IPO.	
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Evergrande’s	
  financial	
  reports	
  indicate	
  that	
  it	
  has	
  acquired	
  its	
  vast	
  and	
  growing	
  land	
  
bank	
  at	
  an	
  inconceivable	
  67%	
  discount	
  to	
  the	
  price	
  at	
  which	
  its	
  peer	
  group	
  has	
  
acquired	
  land.	
  

•  During	
  2011,	
  5	
  of	
  China’s	
  largest	
  property	
  developers	
  excluding	
  Evergrande	
  acquired	
  a	
  total	
  of	
  34.9	
  million	
  
square	
  meters	
  of	
  land	
  reserves	
  at	
  a	
  weighted	
  average	
  cost	
  of	
  RMB	
  2,022	
  per	
  square	
  meter.	
  

•  Evergrande	
  alone	
  acquired	
  137million	
  square	
  meters	
  during	
  this	
  Bme,	
  more	
  than	
  the	
  total	
  land	
  reserve	
  
acquired	
  by	
  its	
  peer	
  group.	
  Despite	
  Evergrande’s	
  oversized	
  purchases,	
  its	
  weighted-­‐average	
  cost	
  per	
  
square	
  meter	
  was	
  only	
  RMB	
  667,	
  less	
  than	
  one-­‐third	
  of	
  the	
  reported	
  cost	
  of	
  its	
  peers.	
  	
  

China	
  is	
  a	
  hyper-­‐compeBBve	
  real	
  estate	
  market	
  in	
  which	
  there	
  are	
  over	
  10,000	
  state-­‐backed	
  and	
  private	
  real	
  
estate	
  developers	
  compeBng	
  for	
  land	
  to	
  develop.	
  In	
  a	
  commodiBzed	
  marketplace,	
  we	
  find	
  it	
  inconceivable	
  that	
  
the	
  largest	
  volume	
  purchaser	
  can	
  amass	
  its	
  land	
  bank	
  at	
  a	
  67%	
  discount	
  to	
  its	
  peer	
  group.	
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Land reserve cost benchmark with major Chinese property developers

Greentown Shimao Vanke Longfor 
CR Land 

[1] Total Evergrande
Evergrande 

vs peers
Ending land bank (million square meters) as of 12/31/2011 41.0         39.5         35.5         33.8         29.9         179.6       137.0        76%
Total GFA of new land acquisitions (millions square meters) during 2011 6.8           4.6           9.2           4.8           9.4           34.9         40.8          1.2X
Cost of new land acquired (RMB per square meter) 1,626       1,212       2,707       1,950       2,074       2,022       667           -67%
Source: company filings
[1] As of March 7, 2012



Financial	
  statements	
  analysis	
  indicate	
  that	
  Evergrande	
  bribes	
  local	
  officials	
  to	
  secure	
  
land	
  at	
  below	
  market	
  prices.	
  	
  

1]	
  page	
  134,	
  Evergrande	
  2011	
  annual	
  report	
  	
  

•  In	
  the	
  notes	
  to	
  its	
  financial	
  statements	
  for	
  the	
  year	
  ended	
  12/31/2011,	
  Evergrande	
  reports	
  	
  that	
  it	
  incurred	
  
RMB	
  470mm	
  (US$73mm)	
  of	
  “expenses	
  not	
  deducBble	
  for	
  tax	
  purpose”.	
  In	
  note	
  B,	
  Evergrande	
  describe	
  
these	
  expenses	
  as	
  being	
  related	
  to	
  “the	
  cost	
  of	
  land	
  premium	
  without	
  official	
  invoices”.	
  

•  Our	
  research	
  suggests	
  that	
  these	
  non-­‐deducBble,	
  non-­‐invoicable	
  expenses	
  	
  are	
  bribes	
  that	
  Evergrande	
  
pays	
  to	
  local	
  government	
  officials.	
  Once	
  bribed,	
  local	
  officials	
  bypass	
  central	
  government	
  land	
  use	
  
permi�ng	
  procedures	
  and	
  allow	
  Evergrande	
  to	
  purchase	
  land	
  at	
  discounted	
  prices	
  either	
  directly	
  from	
  
farmers	
  or	
  in	
  rigged	
  aucBons.	
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Evergrande	
  says	
  that	
  expenses	
  not	
  
deducBble	
  for	
  tax	
  purposes	
  mainly	
  
comprised	
  of	
  “the	
  cost	
  of	
  land	
  
premium	
  without	
  official	
  
invoices”	
  (aka,	
  bribes).	
  In	
  2011,	
  
Evergrande	
  incurred	
  RMB	
  470mm	
  (US
$73mm)	
  of	
  such	
  expenses.	
  



CAST	
  STUDY	
  #1:	
  Evergrande’s	
  Oasis	
  project	
  in	
  Shenyang	
  City	
  	
  

Note:	
  Shenyang	
  city	
  is	
  located	
  in	
  Liaoning	
  province	
  which	
  accounts	
  for	
  11%	
  of	
  Evergrande’s	
  land	
  bank	
  at	
  2H	
  2011.	
  Source,	
  page	
  25	
  of	
  2011	
  annual	
  report	
  
1]	
  htp://bbs.gz.house.163.com/bbs/rights/214999251.html	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  
2)	
  htp://www.Banya.cn/publicforum/content/no06/1/184550.shtml	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  
3]	
  htp://www.tudou.com/programs/view/-­‐hMLWYM7ahQ/	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  

•  Evergrande	
  purchased	
  land	
  in	
  Shenyang	
  City	
  for	
  its	
  Evergrande	
  Oasis	
  project	
  in	
  May	
  2007.	
  The	
  land	
  was	
  
located	
  70	
  meters	
  from	
  a	
  flood-­‐alleviaBng	
  dam.	
  NaBonal	
  rules	
  require	
  that	
  commercial	
  developments	
  are	
  
located	
  at	
  last	
  200	
  meters	
  away	
  from	
  dams.	
  [1]	
  [2]	
  

•  Auer	
  si�ng	
  on	
  the	
  land	
  for	
  three	
  years,	
  Evergrande	
  started	
  project	
  construcBon	
  in	
  July	
  2010.	
  Three	
  years	
  
exceeds	
  allowable	
  idle	
  land	
  limits	
  for	
  two	
  years.	
  Despite	
  naBonal	
  laws	
  that	
  allow	
  the	
  government	
  to	
  take	
  
back	
  idle	
  without	
  compensaBon,	
  Evergrande	
  was	
  able	
  to	
  keep	
  the	
  land	
  without	
  penalty.	
  [1]	
  [2]	
  

•  The	
  Chinese	
  media	
  reported	
  local	
  residents	
  complained	
  that	
  Evergrande	
  obtained	
  the	
  license	
  to	
  purchase	
  
the	
  land	
  in	
  direct	
  violaBon	
  of	
  the	
  law	
  and	
  let	
  it	
  sit	
  idle	
  without	
  facing	
  any	
  pressure	
  from	
  the	
  government	
  to	
  
develop	
  the	
  land.[1]	
  [2]	
  

•  In	
  July	
  2010,	
  Evergrande	
  started	
  construcBon	
  without	
  obtaining	
  proper	
  pre-­‐construcBon	
  approvals.	
  
Evergrande	
  hired	
  security	
  guards	
  engaged	
  in	
  physical	
  contact	
  with	
  local	
  residents	
  protesBng	
  the	
  
development.	
  [1]	
  [2]	
  

•  In	
  August	
  2011,	
  Liaoning	
  TV	
  reported	
  buyers	
  were	
  complaining	
  that	
  Evergrande	
  pulled	
  a	
  bait-­‐and-­‐switch,	
  
receiving	
  finished	
  property	
  designed	
  substanBally	
  different	
  than	
  what	
  was	
  iniBally	
  promised.	
  [3]	
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In	
  Shenyang,	
  Evergrande	
  acquired	
  land	
  restricted	
  for	
  commercial	
  use	
  (violaBon	
  #1),	
  then	
  sat	
  on	
  it	
  for	
  longer	
  
than	
  what	
  was	
  allowed	
  by	
  law	
  (violaBon	
  #2),	
  began	
  construcBon	
  without	
  proper	
  approvals	
  (violaBon	
  #3)	
  and	
  
then	
  pulled	
  a	
  bait-­‐and-­‐switch	
  on	
  buyers	
  (violaBon	
  #4).	
  Despite	
  mulBple	
  violaBons	
  and	
  protests	
  that	
  become	
  
violent,	
  Evergrande	
  faced	
  no	
  sancBons	
  from	
  local	
  officials.	
  



CAST	
  STUDY	
  #1	
  (conBnued):	
  Evergrande’s	
  Oasis	
  project	
  in	
  Shenyang	
  City	
  	
  

1]	
  htp://www.Banya.cn/publicforum/content/no06/1/184550.shtml	
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As	
  illustrated	
  in	
  the	
  pictures	
  below,	
  Evergrande’s	
  illicit	
  collaboraBon	
  with	
  local	
  officials	
  in	
  Shenyang	
  resulted	
  in	
  
violent	
  protests.	
  Local	
  media	
  took	
  these	
  pictures	
  on	
  May	
  5,	
  2011.	
  [1]	
  

Evergrande-­‐hired	
  security	
  personnel	
  	
   Protestors	
  atacked	
  by	
  Evergrande	
  security	
  personnel	
  	
  



CAST	
  STUDY	
  #2:	
  Evergrande’s	
  Metropolis	
  and	
  Venice	
  projects	
  in	
  Qidong	
  

Note:	
  Qidong	
  is	
  located	
  in	
  Jiangsu	
  province	
  which	
  accounts	
  for	
  10.9%	
  of	
  Evergrande’s	
  land	
  reserve	
  at	
  2H	
  2011.	
  Source:	
  page	
  25,	
  2011	
  	
  annual	
  report	
  	
  
1]	
  page	
  8,	
  IPO	
  prospectus	
  	
  
2]	
  page	
  48,	
  IPO	
  prospectus	
  	
  
3]	
  page	
  IV-­‐215,	
  IPO	
  prospectus.	
  Bullet	
  3,	
  sub-­‐bullet	
  iv	
  states	
  that	
  land	
  premium	
  shall	
  be	
  paid	
  	
  in	
  the	
  standard	
  price	
  within	
  RMB	
  200,000	
  per	
  mu	
  (1	
  mu	
  =	
  667	
  square	
  meters;	
  Qidong	
  =	
  8967	
  mu	
  or	
  5.98mm	
  square	
  meters.	
  RMB	
  
200k	
  per	
  mu	
  =	
  RMB	
  300	
  per	
  square	
  meter	
  
4]	
  htp://blog.sina.com.cn/s/blog_5�ff8240100w49x.html	
  
5]	
  htp://news.hexun.com/2012-­‐01-­‐17/137322707.html	
  
	
  

•  Evergrande’s	
  Qidong	
  project	
  near	
  Shanghai	
  was	
  a	
  cornerstone	
  of	
  Evergrande’s	
  2009	
  IPO	
  pitch,	
  accounBng	
  
for	
  29%	
  of	
  Evergrande’s	
  property	
  under	
  development.	
  [1]	
  

•  Furthermore,	
  Evergrande’s	
  land	
  use	
  rights	
  in	
  China	
  in	
  Qidong	
  served	
  as	
  collateral	
  for	
  Evergrande	
  
November	
  2007	
  Structured	
  Senior	
  Loan.	
  [2]	
  

•  Between	
  2006	
  to	
  2007,	
  with	
  the	
  help	
  of	
  “bought”	
  local	
  government	
  officials,	
  Evergrande	
  acquired	
  5.98mm	
  
square	
  meters	
  (598	
  hectares)	
  of	
  marine	
  land	
  in	
  Qidong.	
  Evergrande’s	
  IPO	
  prospectus	
  indicates	
  that	
  
Evergrande	
  paid	
  RMB	
  300	
  per	
  square	
  meter	
  (US$280mm	
  or	
  US4$	
  per	
  square	
  foot).	
  [3]	
  

•  In	
  China,	
  purchases	
  of	
  oceanfront	
  land	
  exceeding	
  50	
  hectares	
  require	
  central	
  government	
  approval.	
  In	
  
order	
  to	
  evade	
  central	
  government	
  scruBny,	
  local	
  government	
  officials	
  assisted	
  Evergrande	
  in	
  dividing	
  the	
  
parcel	
  into	
  13	
  smaller	
  parcels	
  (each	
  <	
  50	
  hectares),	
  which	
  were	
  then	
  purchased	
  by	
  13	
  Evergrande’s	
  
controlled	
  companies	
  [4]	
  

•  Further,	
  regulaBon	
  in	
  China	
  prohibit	
  the	
  commercializaBon	
  of	
  marine	
  land.	
  In	
  order	
  to	
  commercialize	
  the	
  
project,	
  local	
  officials	
  helped	
  Evergrande	
  illegally	
  convert	
  the	
  “ocean	
  cerBficate”	
  to	
  land	
  use	
  rights.	
  

•  Evergrande	
  has	
  touted	
  that	
  Qidong	
  pre-­‐sales	
  will	
  begin	
  in	
  June	
  2012.	
  There	
  is	
  substanBal	
  risk	
  that	
  this	
  land	
  
will	
  be	
  returned	
  to	
  the	
  local	
  government	
  and	
  that	
  Evergrande	
  will	
  be	
  forced	
  to	
  forfeit	
  its	
  investment.	
  [5]	
  

33	
  

Evergrande	
  acquired	
  restricted	
  ocean	
  front	
  land	
  in	
  Qidong	
  at	
  a	
  below	
  market	
  price	
  without	
  facing	
  compeBBon	
  
from	
  other	
  developers.	
  Also,	
  our	
  research	
  shows	
  that	
  local	
  government	
  officials	
  assisted	
  Evergrande	
  in	
  illegally	
  
acquiring	
  the	
  land.	
  	
  

Nigel Stevenson

Nigel Stevenson



CAST	
  STUDY	
  #3:	
  Evergrande’s	
  Shanshui	
  City	
  project	
  in	
  Chengdu	
  

Note:	
  Chengdu	
  is	
  located	
  in	
  Sichuan	
  province	
  which	
  accounts	
  for	
  6.2%	
  of	
  Evergrande’s	
  land	
  reserve	
  at	
  2H-­‐11.	
  Source:	
  page	
  25,	
  2011	
  annual	
  report	
  
1]	
  htp://hk.jrj.com.cn/2012/01/19082812092613.shtml	
  
2]	
  htp://www.skyscrapercity.com/showthread.php?p=83222798	
  
3]	
  htp://finance.qq.com/a/20120117/007824.htm	
  
4]	
  htp://www.cb.com.cn/1634427/20120517/375251.html	
  

•  In	
  China,	
  sales	
  of	
  large	
  tracts	
  of	
  land	
  require	
  central	
  government	
  approval.	
  In	
  January	
  2010,	
  the	
  country	
  
government	
  of	
  Dayi	
  changed	
  the	
  purpose	
  of	
  land	
  intended	
  for	
  sale	
  without	
  proper	
  approvals.	
  Similar	
  to	
  
the	
  scam	
  in	
  Qidong,	
  Evergrande	
  conspired	
  with	
  local	
  officials	
  to	
  divide	
  the	
  large	
  tract	
  into	
  2	
  parcels,	
  each	
  
small	
  enough	
  to	
  circumvent	
  the	
  law.	
  [1]	
  

•  In	
  February	
  and	
  July	
  2010,	
  the	
  country	
  government	
  of	
  Dayi	
  transferred	
  1.8mm	
  square	
  meters	
  of	
  land	
  to	
  
Evergrande.	
  [2]	
  

•  Evergrande	
  reportedly	
  paid	
  RMB	
  435	
  per	
  square	
  meter	
  and	
  RMB	
  510	
  per	
  square	
  meter,	
  respecBvely	
  for	
  
the	
  land	
  it	
  acquired	
  at	
  aucBon	
  on	
  February	
  5,	
  2010	
  and	
  July	
  22,	
  2010.	
  Incredibly,	
  three	
  similar	
  plots	
  sold	
  in	
  
July	
  22,	
  2010	
  aucBon	
  for	
  RMB	
  1,360	
  per	
  square	
  meter.	
  Evergrande	
  has	
  exploited	
  the	
  rigged	
  system	
  as	
  a	
  
standard	
  business	
  pracBce.	
  [1]	
  

•  Also	
  incredibly,	
  Evergrande	
  began	
  building	
  on	
  the	
  site	
  in	
  late	
  2009	
  well	
  before	
  it	
  formally	
  won	
  the	
  land	
  at	
  
aucBon	
  in	
  February	
  and	
  July	
  2010.	
  [2]	
  

•  In	
  some	
  cases,	
  local	
  residents	
  were	
  forcibly	
  evicted	
  from	
  their	
  homes,	
  which	
  were	
  demolished	
  to	
  give	
  
Evergrande	
  access	
  to	
  the	
  land.	
  	
  

•  The	
  Former	
  Secretary	
  of	
  the	
  local	
  Communist	
  Party,	
  Fu	
  Lijian,	
  who	
  spearheaded	
  the	
  project,	
  was	
  taken	
  
into	
  custody	
  in	
  late	
  2010	
  for	
  allegedly	
  accep6ng	
  bribes	
  in	
  exchange	
  for	
  structuring	
  land	
  deals.	
  [2]	
  

•  On	
  January	
  12,	
  2011,	
  China’s	
  Ministry	
  of	
  Land	
  and	
  Resources	
  reported	
  that	
  land	
  for	
  Evergrande’s	
  project	
  
in	
  Chengdu	
  was	
  projected	
  to	
  Evergrande	
  illegally.	
  [3]	
  

•  Project	
  construcBon	
  has	
  now	
  been	
  ceased	
  by	
  China’s	
  Ministry	
  of	
  Land	
  and	
  Resources,	
  and	
  local	
  press	
  has	
  
reported	
  that	
  Evergrande	
  is	
  returning	
  the	
  land	
  to	
  the	
  local	
  government.	
  [4]	
  	
  

34	
  

As	
  government	
  pressure	
  on	
  illegal	
  land	
  use	
  rises,	
  Evergrande’s	
  illegal	
  land	
  use	
  scheme	
  is	
  beginning	
  to	
  come	
  
undone.	
  

Nigel Stevenson



CAST	
  STUDY	
  #4:	
  Evergrande’s	
  Splendor	
  project	
  in	
  Pengshan	
  

Note:	
  Pengshan	
  is	
  located	
  in	
  Sichuan	
  which	
  accounts	
  for	
  6.2%	
  of	
  Evergrande’s	
  land	
  reserve	
  as	
  of	
  2H	
  2011.	
  Source:	
  page	
  25,	
  2011	
  annual	
  report	
  
1]	
  htp://www.northnews.cn/2011/1015/525057.shtml	
  

	
  

•  On	
  October	
  15,	
  2011,	
  a	
  Chinese	
  newspaper	
  reported	
  that	
  the	
  local	
  government	
  in	
  Pengshan	
  helped	
  
Evergrande	
  illegally	
  obtain	
  5,570mu	
  (3.7	
  million	
  square	
  meters)	
  of	
  a	
  farmland	
  in	
  the	
  years	
  prior	
  to	
  2008.	
  
[1]	
  

•  According	
  to	
  the	
  newspaper	
  report,	
  in	
  February	
  2008,	
  an	
  inspecBon	
  team	
  from	
  the	
  central	
  government	
  
invesBgated	
  Evergrande’s	
  illegal	
  land	
  use	
  in	
  Pengshan.	
  [1]	
  
–  Auer	
  concluding	
  that	
  Evergrande	
  was	
  engaged	
  in	
  illegal	
  acBvity	
  in	
  Pengshan,	
  the	
  inspecBon	
  team	
  imposed	
  what	
  sounded	
  like	
  severe	
  

penalBes	
  on	
  Evergrande.	
  It	
  forced	
  Evergrande	
  to:	
  (1)	
  cease	
  construcBon	
  of	
  the	
  project;	
  (2)	
  return	
  obtained	
  land	
  use	
  cerBficates,	
  and	
  (3)	
  
returned	
  unused	
  land	
  to	
  rural	
  peasants.	
  	
  

–  However,	
  the	
  local	
  government	
  in	
  Pengshan	
  ignored	
  the	
  central	
  government’s	
  presentaBon,	
  allowing	
  Evergrande	
  to	
  avoid	
  the	
  penalBes	
  
imposed	
  by	
  the	
  central	
  government.	
  Amazingly,	
  Evergrande	
  conBnued	
  to	
  build	
  and	
  sell	
  the	
  project.	
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An	
  inspecBon	
  team	
  from	
  the	
  central	
  government	
  concluded	
  that	
  Evergrande	
  engaged	
  in	
  illegal	
  land	
  use	
  acBvity	
  
in	
  Pengshan.	
  



CAST	
  STUDY	
  #5:	
  Evergrande’s	
  Splendor	
  project	
  in	
  Ezhou	
  

Note:	
  Ezhou	
  is	
  located	
  in	
  Hubei	
  province	
  which	
  accounts	
  for	
  3.4%	
  of	
  Evergrande’s	
  land	
  reserves	
  at	
  2H	
  2011.	
  Source:	
  page	
  25,	
  2011	
  annual	
  report	
  
1]	
  htp://djckb.com/observe/o2/2011/1011/20847.html	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  
2)	
  htp://baoliao.chuhoi.com/bl/2012-­‐05-­‐08/53857.html	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  
	
  
	
  
	
  
	
  

•  On	
  October	
  10,	
  2011,	
  a	
  Chinese	
  newspaper	
  reported	
  that	
  Evergrande	
  was	
  engaged	
  in	
  illegal	
  land	
  use	
  for	
  a	
  
project	
  in	
  Ezhou.	
  [1]	
  

•  The	
  project	
  in	
  Ezhou	
  is	
  intended	
  to	
  be	
  the	
  largest	
  high-­‐end	
  holiday	
  resort	
  in	
  central	
  China,	
  covering	
  1.3mm	
  
square	
  meters	
  of	
  land	
  with	
  designated	
  gross	
  floor	
  area	
  equal	
  to	
  9mm	
  square	
  meters.	
  

•  According	
  to	
  local	
  residents,	
  Evergrande	
  had	
  been	
  accumulaBng	
  the	
  farmland	
  from	
  local	
  peasants	
  since	
  
2007.	
  

•  Local	
  authoriBes	
  have	
  indicated	
  that	
  an	
  invesBgaBon	
  by	
  the	
  Wuhan	
  Bureau	
  of	
  State	
  Land	
  Supervision	
  is	
  
underway.	
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New	
  invesBgaBons	
  into	
  more	
  of	
  Evergrande’s	
  illegal	
  land	
  schemes	
  are	
  underway.	
  	
  



The	
  Ministry	
  of	
  Land	
  Resources	
  has	
  consistently	
  required	
  companies	
  involved	
  in	
  illegal	
  
land	
  use	
  schemes	
  to	
  forfeit	
  properBes	
  and	
  all	
  associated	
  PP&E.	
  

1]	
  htp://finance.qq.com/a/20120119/001045.htm	
  	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  
2]	
  htp://www.sc.xinhuanet.com/content/2011-­‐04/18/content_22547756.htm	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  
3]	
  htp://zsda.gov.cn/plus/view.php?aid=265385	
  (English	
  translaBon	
  of	
  Chinese	
  media)	
  
	
  
	
  

•  In	
  2008,	
  the	
  Chinese	
  government	
  determined	
  that	
  state-­‐backed	
  China	
  Overseas	
  Land	
  (COLI)	
  engaged	
  in	
  illegal	
  
acBvity	
  at	
  its	
  Chongqing	
  project.	
  In	
  conjuncBon	
  with	
  its	
  setlement,	
  COLI	
  returned	
  the	
  newly	
  built	
  project	
  totaling	
  2	
  
million	
  square	
  meters	
  to	
  the	
  government	
  and	
  paid	
  a	
  RMB	
  4	
  million	
  fine.	
  [1]	
  

•  In	
  2008,	
  Country	
  Garden	
  illegally	
  developed	
  a	
  piece	
  of	
  land	
  in	
  Anhui	
  province.	
  In	
  conjuncBon	
  with	
  its	
  setlement,	
  
Country	
  Garden	
  returned	
  underdeveloped	
  land	
  to	
  the	
  Ministry	
  of	
  Land	
  Resources	
  and	
  ceased	
  construcBon.	
  [1]	
  

•  In	
  September	
  2011,	
  state-­‐backed	
  Vanke	
  faced	
  punishment	
  for	
  illegal	
  acBvity	
  at	
  a	
  project	
  in	
  Hebei	
  province.	
  The	
  
central	
  government	
  halted	
  Vanke’s	
  project.	
  The	
  units	
  that	
  were	
  sold	
  were	
  returned	
  to	
  Vanke.	
  Vanke	
  was	
  required	
  
to	
  pay	
  buyers	
  compensaBon	
  equal	
  to	
  8%	
  of	
  the	
  house	
  value.	
  [1]	
  

•  In	
  2010,	
  property	
  developer	
  Sanxia	
  Hongming	
  illegally	
  built	
  a	
  villa	
  and	
  golf	
  course	
  project	
  on	
  a	
  piece	
  of	
  land	
  in	
  
Yichang	
  City	
  in	
  direct	
  violaBon	
  of	
  a	
  government	
  policy	
  prohibiBng	
  such	
  development.	
  For	
  the	
  villas	
  that	
  had	
  
already	
  been	
  sold,	
  the	
  government	
  imposed	
  a	
  fine	
  equal	
  to	
  10%	
  of	
  construcBon	
  cost.	
  For	
  the	
  villas	
  that	
  were	
  
under	
  construcBon	
  or	
  completed	
  but	
  had	
  not	
  yet	
  been	
  sold,	
  the	
  government	
  suspended	
  pre-­‐sales.	
  The	
  
government	
  also	
  reclaimed	
  the	
  illegally	
  acquired	
  land,	
  and	
  destroyed	
  the	
  buildings.	
  A	
  RMB	
  1.9mm	
  fine	
  was	
  
imposed.	
  [2]	
  

•  In	
  June	
  2010,	
  the	
  Guangdong	
  government	
  issued	
  a	
  press	
  release	
  in	
  conjuncBon	
  with	
  an	
  illegal	
  land	
  use	
  case.	
  
According	
  to	
  the	
  press	
  release,	
  since	
  2007	
  the	
  local	
  government	
  of	
  Qingxin	
  had	
  illegally	
  aided	
  two	
  industrial	
  
projects	
  obtaining	
  8,973mu	
  of	
  land.	
  The	
  Guangdong	
  government	
  fired	
  the	
  party	
  secretary	
  of	
  Qingxin.	
  It	
  required	
  
the	
  offending	
  companies	
  to	
  forfeit	
  all	
  related	
  buildings	
  and	
  pay	
  fines	
  equal	
  to	
  RMB	
  9.3mm.	
  [3]	
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Evergrande	
  has	
  invested	
  RMB	
  84bn	
  to	
  build	
  its	
  current	
  land	
  bank.	
  Renewed	
  
enforcement	
  of	
  idle	
  land	
  rules	
  add	
  risk	
  to	
  Evergrande	
  on	
  top	
  of	
  risks	
  associated	
  with	
  
illegal	
  land	
  acquisiBon	
  and	
  use	
  schemes.	
  	
  

1]	
  htp://gangBe5.com/views-­‐of-­‐idle-­‐land-­‐disposal-­‐methods-­‐will-­‐be-­‐imposed-­‐20-­‐levy-­‐cost-­‐of-­‐idle-­‐land/	
  
2]	
  page	
  11,	
  2011	
  annual	
  report	
  	
  
3]	
  page	
  25,	
  2011	
  annual	
  report.	
  Evergrande	
  discloses	
  how	
  much	
  aggregate	
  gross	
  floor	
  area	
  it	
  delivers	
  (total	
  condo	
  square	
  meters	
  delivered)	
  in	
  a	
  given	
  period	
  but	
  does	
  not	
  disclose	
  how	
  much	
  land	
  is	
  delivered.	
  On	
  page	
  15	
  of	
  
its	
  2011	
  annual	
  report,	
  Evergrande	
  discloses	
  that	
  it	
  had	
  proposed	
  projects	
  with	
  GFA	
  of	
  159.5mm	
  on	
  total	
  land	
  reserve	
  of	
  136.8mm,	
  implying	
  a	
  raBo	
  of	
  delivered	
  GFA	
  to	
  land	
  reserves	
  of	
  1.17x.	
  During	
  2011,	
  Evergrande	
  
delivered	
  9.471mm	
  square	
  meters	
  of	
  GFA.	
  Applying	
  the	
  1.17x	
  raBo	
  to	
  Evergrande’s	
  delivered	
  GFA	
  in	
  2011	
  implies	
  that	
  Evergrande	
  delivered	
  8.1mm	
  square	
  meters	
  of	
  land.	
  
4]	
  At	
  December	
  31,	
  2011,	
  Evergrande	
  reported	
  GFA	
  under	
  construcBon	
  of	
  36.524mm	
  square	
  meters.	
  Applying	
  the	
  1.17x	
  raBo	
  to	
  Evergrande’s	
  GFA	
  under	
  construcBon	
  of	
  36.524mm	
  implies	
  that	
  Evergrande’s	
  land	
  under	
  
development	
  equals	
  to	
  31.3mm	
  square	
  meters,	
  or	
  23%	
  of	
  its	
  total	
  land	
  bank	
  of	
  137mm	
  square	
  meters.	
  	
  It	
  also	
  implies	
  that	
  77%	
  of	
  total	
  land	
  reserve	
  is	
  idle.	
  	
  
	
  
	
  

•  On	
  December	
  21,	
  2011,	
  the	
  Ministry	
  of	
  Land	
  and	
  Resources	
  (MOLR)	
  announced	
  new	
  rules	
  that	
  indicate	
  a	
  
desire	
  for	
  increased	
  and	
  more	
  consistent	
  enforcement.	
  [1]	
  The	
  new	
  rules	
  indicate	
  that:	
  
–  Developers	
  will	
  incur	
  a	
  penalty	
  equal	
  to	
  20%	
  of	
  the	
  purchase	
  price	
  on	
  land	
  that	
  sits	
  idle	
  for	
  1	
  year	
  auer	
  purchase;	
  and	
  	
  
–  Auer	
  2	
  years,	
  the	
  government	
  may	
  reclaim	
  the	
  unused	
  land	
  without	
  compensa6on.	
  	
  

•  Evergrande	
  is	
  the	
  most	
  at-­‐risk	
  developer	
  in	
  China	
  if	
  MOLR	
  begins	
  to	
  enforce	
  idle	
  land	
  laws.	
  The	
  Company	
  
can	
  not	
  afford	
  the	
  year	
  1	
  fines	
  on	
  idle	
  land	
  and	
  would	
  be	
  at	
  significant	
  risk	
  of	
  losing	
  its	
  land	
  bank	
  in	
  its	
  
enBrety:	
  
–  Evergrande	
  has	
  spent	
  RMB	
  84bn	
  to	
  acquire	
  137mm	
  square	
  meters	
  of	
  land	
  use	
  rights	
  at	
  an	
  average	
  cost	
  of	
  RMB	
  616	
  per	
  square	
  meter.[2]	
  
–  Using	
  delivered	
  gross	
  floor	
  area	
  of	
  projects	
  as	
  a	
  proxy	
  	
  for	
  the	
  are	
  of	
  delivered	
  land,	
  Evergrande	
  is	
  si�ng	
  on	
  17	
  years	
  of	
  land	
  inventory	
  (137	
  

million	
  square	
  meters	
  of	
  land	
  bank	
  /	
  8.1	
  million	
  square	
  meters	
  of	
  delivered	
  land).	
  [3]	
  
–  We	
  esBmate	
  that	
  77%	
  of	
  Evergrande’s	
  land	
  bank	
  is	
  idle.	
  [4]	
  

•  We	
  esBmate	
  that	
  Evergrande	
  would	
  face	
  fines	
  of	
  RMB	
  13bn	
  if	
  year	
  1	
  idle	
  land	
  fine	
  laws	
  were	
  applied,	
  
equaBng	
  to	
  40%	
  of	
  Evergrande’s	
  equity	
  at	
  December	
  31,	
  2011	
  
–  77%	
  idle	
  land	
  ×	
  RMB	
  84bn	
  of	
  land	
  premium	
  ×	
  20%	
  penalty	
  =	
  RMB	
  13bn	
  idle	
  land	
  fine	
  

•  Evergrande	
  is	
  in	
  a	
  lose-­‐lose	
  situaBon.	
  Either	
  eventually	
  spend	
  money	
  it	
  does	
  not	
  have	
  in	
  order	
  to	
  keep	
  the	
  
land,	
  or	
  let	
  the	
  land	
  sit	
  idle,	
  incurring	
  year	
  1	
  penalBes	
  equal	
  to	
  40%	
  of	
  equity.	
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While	
  idle	
  land	
  policies	
  have	
  been	
  in	
  place	
  in	
  China	
  for	
  years,	
  they	
  have	
  not	
  been	
  enforced	
  consistently.	
  For	
  
example,	
  despite	
  owning	
  more	
  than	
  17	
  years	
  of	
  land	
  inventory,	
  Evergrande	
  makes	
  no	
  menBon	
  of	
  China’s	
  idle	
  
land	
  policies	
  in	
  its	
  2010	
  annual	
  report.	
  



SecBon	
  3:	
  Crisis	
  

We	
  have	
  idenBfied	
  7	
  red	
  flags	
  that	
  point	
  to	
  severe	
  financial	
  and	
  
operaBonal	
  stress	
  at	
  Evergrande.	
  These	
  red	
  flags	
  fall	
  in	
  the	
  
following	
  categories:	
  severe	
  shorOall	
  in	
  collec6on	
  of	
  cash	
  

deposits,	
  rapidly	
  growing,	
  expensive	
  debt,	
  substanBal	
  decline	
  
of	
  presales,	
  distressed	
  sales	
  of	
  key	
  assets	
  to	
  related	
  parBes,	
  
iniBaBon	
  of	
  uneconomic	
  projects	
  to	
  atempt	
  to	
  maintain	
  pre-­‐
sales,	
  steep	
  declines	
  in	
  contract	
  sales	
  and	
  heavy	
  discounBng.	
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Contracted sales and customer deposits disconnect
in RMB bn

2008 2009 2010 2011 12/31/2010 6/30/2011
Reported contracted sales 6            30          50          80            50            72            

Customer deposits on balance sheet 4            24          24          32            24            24            

Deposit to contracted sales ratio 58% 80% 48% 39% 48% 34%

FY Ending December 31 LTM

CRISIS	
  RED	
  FLAG	
  #1:	
  While	
  Evergrande	
  has	
  self-­‐reported	
  a	
  146%	
  increase	
  in	
  
contracted	
  sales	
  in	
  the	
  first	
  six	
  months	
  of	
  2011,	
  customer	
  cash	
  deposits	
  have	
  
remained	
  flat.	
  

Source:	
  Customer	
  deposit	
  data	
  	
  and	
  contract	
  sales	
  data	
  per	
  Evergrande’s	
  financial	
  statements	
  
1]	
  Chinese	
  property	
  developers	
  typically	
  receive	
  cash	
  from	
  property	
  buyers	
  within	
  1	
  to	
  2	
  months	
  auer	
  contract	
  signing.	
  This	
  cash	
  sits	
  on	
  the	
  balance	
  sheet	
  as	
  advance	
  from	
  customers.	
  The	
  Bmeline	
  between	
  contract	
  signing	
  
and	
  property	
  delivery	
  is	
  12+	
  months.	
  Given	
  the	
  leg	
  between	
  contract	
  signing	
  and	
  payment,	
  the	
  implicaBon	
  is	
  that	
  customer	
  deposits	
  should	
  at	
  a	
  minimum	
  equal	
  to	
  10/12th	
  or	
  83%	
  of	
  the	
  contract	
  sales	
  that	
  occurred	
  during	
  
the	
  previous	
  12	
  months.	
  Evergrande	
  reported	
  RMB	
  72bn	
  of	
  contracted	
  sales	
  during	
  the	
  trailing	
  12	
  months	
  ended	
  June	
  30,2011.	
  If	
  the	
  83%	
  raBo	
  were	
  to	
  apply,	
  customer	
  deposits	
  should	
  have	
  equaled	
  RMB	
  60bn	
  at	
  mid-­‐year	
  
2011,	
  yet	
  Evergrande	
  reported	
  customer	
  deposits	
  of	
  RMB24bn.	
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Based	
  on	
  Evergrande’s	
  working	
  capital	
  cycle	
  (and	
  on	
  the	
  working	
  capital	
  cycles	
  of	
  Evergrande’s	
  peer	
  group),	
  
customer	
  deposits	
  should	
  equal	
  a	
  minimum	
  83%	
  of	
  annual	
  contracted	
  sales	
  at	
  any	
  give	
  point	
  in	
  Bme.	
  [1]	
  At	
  
June	
  30,	
  2011,	
  Evergrande	
  reported	
  a	
  steep	
  rise	
  in	
  contracted	
  sales	
  to	
  RMB	
  72bn,	
  but	
  no	
  associated	
  increase	
  in	
  
customer	
  deposits.	
  This	
  divergence	
  is	
  a	
  material	
  red	
  flag;	
  it	
  suggests	
  that	
  Evergrande	
  is	
  either	
  making	
  up	
  
contracted	
  sales	
  or	
  forge�ng	
  to	
  collect	
  deposits.	
  We	
  suspect	
  the	
  former.	
  	
  

Rapidly	
  growing	
  
contract	
  sales	
  

Flat	
  customer	
  
deposits	
  	
  



CRISIS	
  RED	
  FLAG	
  #2:	
  While	
  Evergrande	
  shamelessly	
  touts	
  its	
  “Cash	
  Is	
  King”	
  fiscal	
  
policy,	
  its	
  debt	
  balances	
  conBnue	
  to	
  explode.	
  Evergrande	
  is	
  overleveraged	
  and	
  the	
  
Company	
  has	
  no	
  margin	
  for	
  error.	
  

Source:	
  Financial	
  data	
  	
  per	
  Evergrande	
  filings.	
  Note	
  that	
  customer	
  advances	
  are	
  counted	
  as	
  debt	
  since	
  cash	
  has	
  been	
  received	
  but	
  products	
  have	
  not	
  been	
  delivered.	
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Evergrande	
  conBnues	
  to	
  hemorrhage	
  cash	
  despite	
  showing	
  huge	
  growth	
  in	
  reported	
  revenues	
  and	
  profitability.	
  
Since	
  December	
  31,	
  2008,	
  total	
  reported	
  debt	
  has	
  exploded	
  from	
  RMB	
  15bn	
  to	
  RMB	
  95bn.	
  As	
  outlined	
  earlier,	
  
Evergrande’s	
  off-­‐balance	
  sheet	
  debt	
  is	
  at	
  least	
  RMB	
  23bn,	
  bringing	
  total	
  on-­‐and-­‐off-­‐balance	
  sheet	
  debt	
  at	
  
12/31/2011	
  to	
  RMB	
  118bn.	
  Even	
  if	
  Evergrande’s	
  assets	
  were	
  not	
  overstated,	
  its	
  raBo	
  of	
  debt	
  to	
  equity	
  would	
  
be	
  291%.	
  	
  

Debt	
  is	
  exploding	
  

291%	
  debt	
  to	
  equity	
  

NegaBve	
  cash	
  flows	
  

Debt summary 
in RMB bn 12/31/2008 12/31/2009 12/31/2010 12/31/2011
Borrowings 10.4          14.2          31.2          51.7          
Customer advances 3.5            24.3          24.1          31.6          
Deferred income tax liabilities 0.5            0.6            1.5            2.9            
Current income tax liabilities 0.9            1.0            4.6            8.8            
Total debt 15.3          40.1          61.3          95.0          

Equity (excluding minority interest) 8.3            12.9          20.6          32.7          

Ratio of Debt to Equity 1.85x 3.12x 2.97x 2.91x

Cashflow summary
Net cash used in operating activities (5.2)           2.2            (11.7)         (3.7)           
Net cash used in investing activities (0.1)           (0.1)           (0.8)           (10.2)         
Net cash generated from financing activities 4.5            4.5            17.6          21.8          



CRISIS	
  RED	
  FLAG	
  #3:	
  Evergrande’s	
  liquidity	
  posiBon	
  is	
  so	
  bad	
  that	
  it	
  resorted	
  to	
  
borrowing	
  RMB	
  6.7bn	
  from	
  the	
  trust	
  industry	
  during	
  2011.	
  

Source:	
  page	
  123	
  and	
  124,	
  Evergrande’s	
  2011	
  annual	
  report	
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The	
  trust	
  industry	
  in	
  China	
  makes	
  secured	
  loans	
  to	
  the	
  real	
  estate	
  market	
  at	
  a	
  cost	
  of	
  20%	
  to	
  30%	
  per	
  annum.	
  
Despite	
  claiming	
  ample	
  cash	
  balances	
  and	
  access	
  to	
  cheap,	
  unused	
  bank	
  credit	
  lines,	
  Evergrande	
  borrowed	
  
RMB	
  6.7bn	
  from	
  the	
  trust	
  industry	
  during	
  2011.	
  	
  This	
  move,	
  which	
  would	
  be	
  completely	
  irraBonal	
  for	
  a	
  any	
  
company	
  not	
  facing	
  a	
  liquidity	
  crisis,	
  is	
  a	
  glaring	
  red	
  flag.	
  It	
  highlights	
  not	
  only	
  Evergrande’s	
  desperaBon,	
  but	
  
also	
  its	
  shameless	
  dishonesty.	
  	
  



CRISIS	
  RED	
  FLAG	
  #4:	
  Evergrande	
  management	
  has	
  incenBves	
  to	
  fabricate	
  presales.	
  	
  Investors	
  
need	
  to	
  treat	
  these	
  numbers	
  with	
  big	
  cauBon	
  as	
  they	
  are	
  unaudited	
  and	
  cannot	
  be	
  directly	
  
reconciled	
  with	
  audited	
  financial	
  statements.	
  Even	
  assuming	
  accurate	
  reporBng,	
  Evergrande	
  has	
  
2012	
  Jan-­‐Apr	
  presales	
  down	
  more	
  than	
  other	
  major	
  Chinese	
  property	
  developers	
  listed	
  in	
  HK.	
  

	
  	
  

1]	
  China	
  property:	
  Are	
  presales	
  real?,	
  	
  page	
  4,	
  Forensic	
  Asia	
  
2]	
  China	
  property:	
  Are	
  presales	
  real?,	
  	
  page	
  3,	
  Forensic	
  Asia	
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•  Evergrande	
  management	
  has	
  incen6ve	
  to	
  fabricate	
  presales.	
  Presales	
  are	
  probably	
  the	
  most	
  closely	
  watched	
  leading	
  
indicator	
  for	
  property	
  developers,	
  much	
  like	
  monthly	
  subscriber	
  releases	
  were	
  during	
  the	
  dotcom	
  bubble.	
  Therefore,	
  share	
  
prices	
  of	
  real	
  estate	
  developers	
  are	
  sensiBve	
  to	
  presale	
  numbers	
  and	
  	
  Evergrande	
  knows	
  this!	
  	
  

•  The	
  chart	
  below	
  compiled	
  by	
  Forensic	
  Asia	
  shows	
  that,	
  those	
  companies	
  which	
  met	
  their	
  expectaBons	
  in	
  2011	
  or	
  came	
  close	
  
to	
  them,	
  had	
  the	
  best	
  share	
  price	
  performance	
  such	
  as	
  Country	
  Garden	
  and	
  China	
  Overseas.	
  Those	
  at	
  missed	
  their	
  pre-­‐sales	
  
target	
  by	
  the	
  most	
  had	
  the	
  worst	
  share	
  price	
  performance	
  such	
  as	
  Greentown.	
  [1]	
  

•  Investors	
  need	
  to	
  treat	
  Evergrande’s	
  presales	
  with	
  big	
  cauBon	
  given	
  that	
  they	
  are	
  unaudited	
  and	
  cannot	
  be	
  directly	
  
reconciled	
  with	
  audited	
  financial	
  statements.	
  	
  

•  Even	
  assuming	
  Evergrande	
  didn’t	
  fabricate	
  numbers	
  as	
  our	
  bull	
  case,	
  	
  the	
  Company	
  	
  has	
  reported	
  the	
  biggest	
  yoy	
  decline	
  of	
  
YTD	
  presales	
  (Jan-­‐Apr)	
  among	
  11	
  major	
  Chinese	
  property	
  developers	
  listed	
  in	
  HK.	
  [2]	
  



CRISIS	
  RED	
  FLAG	
  #5:	
  Because	
  of	
  its	
  desperate	
  need	
  to	
  generate	
  pre-­‐sales	
  cash,	
  
Evergrande	
  is	
  embarking	
  upon	
  highly	
  unatracBve	
  new	
  projects.	
  Evergrande’s	
  projects	
  
in	
  Yingkou	
  city,	
  where	
  there	
  are	
  4	
  houses	
  for	
  every	
  resident	
  family,	
  are	
  an	
  instrucBve	
  
case	
  study.	
  	
  

1]	
  Page	
  25,	
  Evergrande	
  2011	
  annual	
  report	
  	
  
2]	
  According	
  to	
  newspaper	
  Investor	
  China,	
  the	
  local	
  government	
  of	
  Yingkou	
  disclosed	
  that	
  the	
  stock	
  of	
  completed	
  residenBal	
  properBes	
  at	
  the	
  end	
  of	
  2011	
  was	
  esBmated	
  to	
  be	
  48	
  million	
  square	
  meters.	
  Property	
  under	
  
construcBon	
  amounted	
  to	
  28	
  million	
  square	
  meters	
  at	
  the	
  end	
  of	
  November	
  2011.	
  If	
  no	
  new	
  construcBon	
  occurs,	
  total	
  supply	
  will	
  equal	
  76	
  million	
  square	
  meters.	
  Assuming	
  100	
  square	
  meters	
  per	
  unit,	
  implied	
  is	
  that	
  there	
  
will	
  be	
  760K	
  units	
  of	
  supply	
  for	
  186K	
  families	
  or	
  4	
  apartments	
  for	
  every	
  family.	
  	
  
3]	
  htp://house.people.com.cn/GB/16885138.html	
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Yingkou	
  City	
  is	
  located	
  in	
  Liaoning	
  Province,	
  which	
  is	
  Evergrande’s	
  largest	
  market	
  in	
  terms	
  of	
  land	
  inventory.	
  
Liaoning	
  Province	
  accounts	
  for	
  11%	
  of	
  Evergrande’s	
  land	
  bank.	
  [1]	
  

•  Based	
  on	
  local	
  government	
  staBsBcs,	
  we	
  calculate	
  that	
  there	
  already	
  760K	
  apartment	
  units	
  available	
  or	
  
under	
  construcBon	
  for	
  Yingkou’s	
  total	
  populaBon	
  of	
  560K,	
  or	
  186K	
  families	
  assuming	
  3	
  persons	
  per	
  family.	
  
The	
  implicaBon	
  is	
  that	
  there	
  are	
  already	
  four	
  houses	
  for	
  every	
  family	
  that	
  resides	
  in	
  Yingkou.[2]	
  

•  An	
  official	
  for	
  Yingkou	
  recently	
  indicated	
  in	
  the	
  Chinese	
  language	
  press	
  that	
  there	
  is	
  “serious	
  oversupply	
  of	
  
property”	
  in	
  Yingkou.[3]	
  

•  Evergrande	
  has	
  three	
  homogenous	
  projects	
  in	
  Yingkou	
  that	
  have	
  similar	
  target	
  markets	
  with	
  total	
  GFA	
  
exceeding	
  1.15	
  million	
  square	
  meters.	
  Local	
  press	
  reported	
  that	
  Evergrande’s	
  sell-­‐through	
  in	
  Yingkou	
  
market	
  has	
  been	
  disastrous.	
  Volume	
  is	
  deterioraBng	
  rapidly	
  and	
  prices	
  are	
  falling.	
  [3]	
  
–  Evergrande	
  Oasis	
  恒大绿洲:	
  launched	
  in	
  July	
  2011	
  with	
  ASP	
  of	
  c.	
  RMB	
  5,000	
  per	
  square	
  meter	
  
–  Evergrande	
  City	
  Phase	
  1	
  恒大城:	
  launch	
  was	
  delayed	
  to	
  late	
  October	
  2011	
  from	
  August	
  2011,	
  with	
  ASP	
  of	
  c.	
  RMB	
  4,000	
  per	
  square	
  meter,	
  20%	
  lower	
  than	
  

Evergrande	
  Oasis	
  
–  Evergrande	
  River	
  Bay	
  恒大江湾:	
  opening	
  ASP	
  was	
  RMB	
  3,600	
  per	
  square	
  meter	
  and	
  reduced	
  to	
  RMB	
  3,400	
  per	
  square	
  meter	
  shortly	
  auerwards	
  

•  In	
  a	
  sign	
  of	
  desperaBon,	
  Evergrande	
  is	
  selling	
  units	
  without	
  finish-­‐out	
  in	
  order	
  to	
  reduce	
  the	
  purchase	
  
price	
  and	
  is	
  promoBng”	
  Group	
  buying”.	
  This	
  syndicated	
  approach	
  to	
  home	
  sales	
  is	
  highly	
  risky;	
  even	
  when	
  
desperate,	
  property	
  developers	
  throughout	
  China	
  have	
  historically	
  avoided	
  this	
  clearly	
  speculaBve	
  
approach.	
  	
  



CRISIS	
  RED	
  FLAG	
  #6:	
  Danyang	
  case	
  study.	
  	
  Evergrande	
  November	
  ASP	
  claims	
  appear	
  
bogus	
  in	
  light	
  of	
  25%	
  discounBng	
  at	
  its	
  Danyang	
  	
  project	
  during	
  the	
  same	
  month.	
  

1]	
  htp://www.Banya.cn/publicforum/content/free/1/2340225.shtml	
  
2]	
  htp://p.pomoho.com/t_hahhainess/17172835	
  
3]	
  htp://bbs.my0511.com/redirect.php?fid=152&Bd=3644469&goto=nextoldset	
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Danyang	
  is	
  a	
  3rd	
  Ber	
  city	
  in	
  East	
  China.	
  	
  
Local	
  media	
  reports	
  indicate	
  that	
  in	
  November	
  2011,	
  Evergrande	
  cut	
  ASPs	
  from	
  RMB	
  8,000	
  per	
  square	
  meter	
  to	
  
RMB	
  6,000	
  per	
  square	
  meter.	
  Further,	
  Evergrande	
  is	
  now	
  accepBng	
  installment	
  payments	
  for	
  sales.	
  [1]	
  [2]	
  
The	
  25%	
  price	
  cut	
  caused	
  consternaBon	
  among	
  previous	
  home	
  buyers.	
  On	
  November	
  23,	
  2011,	
  over	
  100	
  
previous	
  home	
  buyers	
  rushed	
  into	
  sales	
  office	
  asking	
  for	
  a	
  refund	
  on	
  their	
  homes	
  or	
  a	
  cash	
  reimbursement	
  
equal	
  to	
  the	
  discount.	
  	
  

Angry	
  buyers	
  in	
  Danyang	
  protesBng	
  Evergrande	
  
price	
  cut	
  [3]	
  



CRISIS	
  RED	
  FLAG	
  #7:	
  Evidence	
  in	
  the	
  local	
  Chinese	
  press	
  supports	
  the	
  conclusion	
  that	
  
Evergrande’s	
  liquidity	
  is	
  drying	
  up.	
  

1]	
  htp://house.hexun.com/2011-­‐12-­‐14/136281393.html	
  
2]	
  htp://qy.ff1.com.cn/news/newsfile/2011-­‐9-­‐8/20119892717_1.html	
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•  On	
  December	
  14,	
  2011,	
  Chinese	
  newspaper	
  Hexun	
  reported	
  that	
  an	
  unidenBfied	
  Evergrande	
  execuBve	
  
indicated	
  that	
  Evergrande	
  headquarters	
  has	
  ordered	
  material	
  delays	
  of	
  new	
  project	
  launches.	
  The	
  
execuBve	
  also	
  indicated	
  that	
  Evergrande	
  has	
  already	
  laid	
  off	
  employees	
  in	
  the	
  construcBon	
  unit,	
  and	
  has	
  
delayed	
  the	
  payment	
  for	
  construcBon	
  contracts.	
  Furthermore,	
  the	
  execuBve	
  indicated	
  that	
  Evergrande	
  
has	
  plans	
  to	
  lay	
  off	
  30%	
  of	
  its	
  workforce.	
  [1]	
  

•  In	
  September	
  2011,	
  21st	
  Century	
  Herald	
  reported	
  that	
  Evergrande	
  invited	
  select	
  employees	
  to	
  purchase	
  
property	
  at	
  a	
  30%	
  discount.	
  The	
  newspaper	
  indicated	
  that	
  Evergrande	
  was	
  desperately	
  trying	
  to	
  generate	
  
liquidity	
  and	
  that	
  many	
  of	
  its	
  promoBonal	
  acBviBes	
  were	
  	
  considered	
  illegal.	
  [2]	
  
–  The	
  discount	
  was	
  also	
  extended	
  to	
  the	
  general	
  public	
  in	
  the	
  form	
  of	
  “VIP	
  pledge	
  chips”	
  and	
  “bona	
  fide	
  registraBon”	
  credenBals,	
  where	
  

Evergrande	
  receives	
  payment	
  or	
  parBal	
  payment	
  for	
  the	
  property	
  prior	
  to	
  the	
  formal	
  sales	
  launch.	
  [2]	
  These	
  pracBces	
  are	
  illegal.	
  	
  
–  Former	
  employees	
  we	
  have	
  interviewed	
  indicate	
  that	
  Evergrande	
  has	
  consistently	
  inflated	
  the	
  sales	
  performance	
  of	
  specific	
  properBes	
  to	
  the	
  

media	
  in	
  order	
  to	
  lure	
  buyers.	
  



SecBon	
  4:	
  Chairman	
  Hui	
  

Chairman	
  Hui	
  has	
  bogus	
  credenBals.	
  He	
  has	
  financed	
  Evergrande	
  
uBlizing	
  a	
  maze	
  of	
  Ponzi-­‐esque	
  debt	
  deals	
  and	
  under-­‐the-­‐

table	
  assets	
  swaps.	
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Source:	
  Evergrande	
  website,	
  company	
  presentaBon	
  and	
  Evergrande	
  2015	
  Senior	
  Notes	
  Prospectus	
  
1]	
  htp://www.cpec.ca.gov/CollegeGuide/InsBtuBon.asp?ID=E0136A&bhcp=1	
  
2]	
  htp://www.degreediscussion.com/forums/viewtopic.php?f=5&t=7718	
  	
  
3]	
  htp://www.dongfangyu.org/?p=3949	
  

Chairman	
  Hui	
  refers	
  to	
  himself	
  as	
  Doctor	
  and	
  professor,	
  Mr.	
  Hui	
  “received”	
  an	
  honorary	
  doctorate	
  from	
  the	
  
University	
  of	
  West	
  Alabama	
  and	
  does	
  not	
  hold	
  a	
  Ph.D.	
  An	
  interview	
  with	
  Wuhan	
  University	
  of	
  Science	
  and	
  
Technology	
  reveals	
  that	
  Hui	
  has	
  never	
  taught	
  a	
  class	
  at	
  the	
  school.	
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Evergrande	
  describes	
  its	
  Chairman,	
  Hui	
  Ka	
  
Yan,	
  as	
  a	
  doctor	
  and	
  as	
  a	
  professor.	
  Hui	
  is	
  
NOT	
  a	
  doctor	
  and	
  does	
  not	
  teach	
  at	
  Wuhan.	
  	
  

Evergrande’s	
  founder	
  /	
  Chairman,	
  Hui	
  Ka	
  Yan,	
  who	
  goes	
  by	
  Dr.	
  Hui,	
  is	
  neither	
  a	
  doctor	
  
nor	
  a	
  professor.	
  

	
  
	
  
•  On	
  Jan	
  23,	
  2008,	
  Hui	
  received	
  the	
  World	
  Outstanding	
  Chinese	
  Award,	
  which	
  comes	
  with	
  an	
  honorary	
  degree	
  thrown	
  in	
  from	
  West	
  

Alabama	
  ,	
  a	
  litle	
  heard-­‐of	
  American	
  university.	
  	
  
•  The	
  degree	
  is	
  essenBally	
  a	
  mail	
  order	
  program	
  that	
  	
  by	
  no	
  means	
  confers	
  any	
  academic	
  qualificaBon.	
  	
  
•  Some	
  universiBes	
  offering	
  the	
  honorary	
  doctorates	
  in	
  conjuncBon	
  with	
  the	
  Award	
  in	
  recent	
  years	
  are	
  known	
  as	
  “Diploma	
  Mills”	
  	
  

–  2009:	
  California	
  InternaBonal	
  University.	
  	
  The	
  insBtuBon	
  can	
  only	
  offer	
  a	
  Bachelor	
  of	
  Science	
  in	
  Business	
  Management,	
  and	
  a	
  
Master	
  of	
  Science	
  in	
  InternaBonal	
  Business.	
  [1]	
  

–  2007:	
  University	
  of	
  New	
  Castle	
  also	
  known	
  as	
  University	
  of	
  Newcastle	
  (in	
  England	
  and	
  in	
  Delaware,	
  United	
  States)	
  is	
  not	
  officially	
  
recognized	
  as	
  a	
  degree-­‐granBng	
  insBtuBon.	
  [2]	
  

Chairman	
  Hui	
  “received”	
  his	
  honorary	
  degree	
  in	
  2008	
  [3]	
  



1]	
  page	
  129,	
  IPO	
  prospectus.	
  htp://www.evergrande.com/ir/eng/prospectus.pdf	
  
2]	
  page	
  128,	
  IPO	
  prospectus	
  
3]	
  page	
  136,	
  IPO	
  prospectus	
  	
  
4]	
  page	
  130.	
  IPO	
  prospectus.	
  Minimum	
  return	
  formula:	
  30%	
  if	
  the	
  IPO	
  occurred	
  before	
  December	
  2007,	
  40%	
  if	
  the	
  IPO	
  occurred	
  between	
  January	
  and	
  June	
  2008;	
  50%	
  if	
  the	
  IPO	
  occurred	
  between	
  July	
  and	
  December	
  2008;	
  
60%	
  if	
  the	
  IPO	
  occurred	
  between	
  January	
  2009	
  and	
  June	
  2009;	
  and	
  70%	
  if	
  the	
  IPO	
  occurred	
  between	
  July	
  2009	
  and	
  December	
  2009	
  

A	
  Bmeline	
  of	
  Evergrande’s	
  rise	
  to	
  prominence	
  shows	
  that	
  Chairman	
  Hui	
  began	
  uBlizing	
  Ponzi	
  financing	
  
techniques	
  at	
  least	
  as	
  early	
  as	
  2006.	
  Hui’s	
  technique	
  has	
  been	
  to	
  borrow	
  large	
  sums	
  of	
  capital	
  using	
  high	
  IRR	
  
guarantees.	
  He	
  subsequently	
  borrows	
  larger	
  sums	
  of	
  capital	
  using	
  even	
  bolder	
  IRR	
  guarantees,	
  and	
  then	
  uses	
  
capital	
  from	
  the	
  new	
  loans	
  to	
  pay	
  off	
  the	
  old	
  loans.	
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•  Hui	
  Ka	
  Yan	
  founded	
  Evergrande	
  in	
  1996.	
  
•  Chairman	
  Hui	
  took	
  Evergrande’s	
  predecessor	
  company	
  public	
  via	
  a	
  backdoor	
  lisBng	
  in	
  HK	
  in	
  August	
  2002.	
  

Two	
  years	
  later,	
  he	
  took	
  it	
  private.	
  
•  In	
  mid-­‐2006,	
  Hui	
  reorganized	
  Evergrande	
  and	
  incorporated	
  the	
  Company	
  in	
  the	
  Cayman	
  Islands	
  in	
  

preparaBon	
  for	
  an	
  IPO.	
  Hui	
  took	
  out	
  a	
  US$	
  230mm	
  bridge	
  loan	
  from	
  Industrial	
  and	
  Commercial	
  Bank	
  of	
  
China	
  to	
  effect	
  Evergrande’s	
  	
  reorganiza6on.	
  [1]	
  

•  In	
  November	
  2006,	
  Hui	
  sold	
  US$	
  400mm	
  of	
  converBble	
  preferred	
  stock	
  to	
  Deutsche	
  Bank,	
  Baytree	
  
Investments,	
  affiliated	
  with	
  Temasek,	
  and	
  Indopark	
  Holdings,	
  affiliated	
  with	
  Merrill	
  Lynch	
  (“financial	
  
investors”).	
  He	
  used	
  the	
  proceeds	
  to	
  repay	
  the	
  bridge	
  loan.	
  [2]	
  

•  In	
  August	
  2007,	
  Hui	
  obtained	
  a	
  structured	
  secured	
  loan	
  with	
  an	
  affiliate	
  of	
  Credit	
  Suisse	
  for	
  up	
  to	
  US$	
  
500mm	
  (L+450bps).	
  Hui	
  provided	
  a	
  personal	
  guarantee	
  and	
  as	
  well	
  as	
  a	
  minimum	
  annual	
  rate	
  of	
  return	
  
of	
  19.5%	
  to	
  the	
  lenders.	
  [3]	
  

•  In	
  December	
  2007,	
  the	
  converBble	
  loan	
  was	
  restructured.	
  The	
  financial	
  investors	
  provided	
  Chairman	
  Hui	
  
with	
  a	
  new	
  US$400mm	
  loan,	
  which	
  he	
  injected	
  into	
  the	
  company	
  to	
  repay	
  the	
  November	
  2006	
  US$	
  
400mm	
  converBble.	
  Hui	
  served	
  as	
  the	
  obligor	
  for	
  the	
  new	
  loan	
  with	
  Evergrande	
  also	
  providing	
  a	
  
guarantee.	
  Hui	
  offered	
  an	
  incredible	
  minimum	
  guaranteed	
  return	
  to	
  the	
  financial	
  investors	
  (payable	
  in	
  
shares)	
  of	
  between	
  30%	
  and	
  70%	
  depending	
  on	
  the	
  6ming	
  of	
  a	
  future	
  IPO.	
  [4]	
  

Evergrande’s	
  financing	
  history	
  reflects	
  one	
  of	
  a	
  Ponzi	
  scheme.	
  
	
  

	
  
	
  



Hui	
  escalated	
  the	
  Ponzi	
  financing	
  scheme	
  in	
  2008.	
  

1]	
  page	
  137,	
  IPO	
  prospectus.	
  	
  
2]	
  page	
  138-­‐141,	
  IPO	
  prospectus	
  
3]	
  page	
  142,	
  	
  IPO	
  prospectus	
  	
  
4]	
  htp:	
  //	
  online.wsj.com/arBcle/SB125683914492516547.html	
  
5]	
  htp://www.thestandard.com.hk/news_detail.asp?sid=28355137&art_id=98591&con_type=1&pp_cat=1	
  
6]	
  htp://www.thestandard.com.hk/news_detail.asp?we_cat=2&art_id=104725&sid=30221512&con_type=1&d_str=20101109&fc=2	
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•  In	
  March	
  2008,	
  Hui	
  tried	
  to	
  IPO	
  Evergrande	
  in	
  HK,	
  but	
  failed.	
  
•  Following	
  the	
  failed	
  IPO,	
  Evergrande	
  faced	
  a	
  severed	
  liquidity	
  crisis.	
  Evergrande	
  defaulted	
  on	
  its	
  August	
  2007	
  US$500mm	
  

structured	
  secured	
  loan	
  due	
  to:	
  1]EBITDA	
  being	
  less	
  than	
  70%	
  of	
  plan;	
  2]failure	
  to	
  comply	
  with	
  interest	
  coverage	
  raBo;	
  3]
failure	
  to	
  provide	
  audited	
  and	
  unaudited	
  consolidated	
  financial	
  statements	
  of	
  Hui	
  and	
  the	
  Company;	
  4]borrowing	
  money	
  
under	
  the	
  table	
  from	
  banks	
  in	
  violaBon	
  of	
  covenants;	
  5]cross-­‐defaults	
  from	
  the	
  restructuring	
  of	
  the	
  US$	
  400mm	
  converBble	
  
loan	
  with	
  financial	
  investors;	
  and	
  6]failure	
  to	
  deliver	
  compliance	
  cerBficates	
  and	
  officer’s	
  cerBficates	
  in	
  compliance	
  with	
  
requirements	
  under	
  the	
  loan.	
  [1]	
  

•  In	
  June	
  2008,	
  Hui	
  arranged	
  a	
  US$	
  506mm	
  lifeline	
  from	
  equity	
  investors,	
  including	
  Merrill	
  Lynch,	
  Deutsche	
  Bank,	
  Carval	
  
Investors(a	
  KuwaiB	
  Investment	
  firm).	
  Rise	
  Success	
  Holdings	
  (an	
  affiliate	
  of	
  Chow	
  Tai	
  Fook	
  Group),	
  an	
  affiliate	
  of	
  Abu	
  Dhabi	
  
Investment	
  Council,	
  among	
  others.	
  Chairman	
  Hui	
  again	
  provided	
  an	
  incredible	
  minimum	
  return	
  to	
  investors	
  of	
  between	
  
100%	
  and	
  200%.	
  Hui	
  also	
  offered	
  financial	
  investors	
  an	
  unprecedented	
  personal	
  guarantee	
  to	
  make	
  them	
  whole	
  if	
  they	
  
experienced	
  losses	
  on	
  their	
  Evergrande	
  holdings	
  within	
  12	
  months	
  following	
  an	
  IPO.	
  [2]	
  

•  In	
  June	
  2009,	
  Hui’s	
  wife	
  bought	
  back	
  the	
  converBble	
  preferred	
  stock	
  that	
  Hui	
  had	
  issued	
  to	
  Deutsche	
  Bank	
  in	
  conjuncBon	
  
with	
  November	
  2006	
  US$400mm	
  financing.	
  Mysteriously,	
  she	
  bought	
  back	
  the	
  shares	
  at	
  a	
  20%	
  discount	
  to	
  Deutsche	
  Bank’s	
  
iniBal	
  investment	
  and	
  a	
  substanBally	
  greater	
  discount	
  to	
  Hui’s	
  personal	
  minimum	
  guarantees.	
  [3]	
  

•  In	
  November	
  2009,	
  Merrill	
  Lynch	
  and	
  Goldman	
  Sachs	
  took	
  Evergrande	
  public	
  at	
  HK$3.50	
  per	
  share,	
  raising	
  US$722mm.	
  [4]	
  
•  In	
  May	
  2010,	
  Evergrande	
  fell	
  to	
  HK2.00	
  per	
  share,	
  triggering	
  Hui’s	
  June	
  2008	
  personal	
  guarantees.	
  However,	
  by	
  November	
  

2010,	
  Hui	
  had	
  been	
  able	
  to	
  pump	
  up	
  Evergrande’s	
  share	
  price	
  to	
  HK$4.00,	
  reducing	
  his	
  liability	
  to	
  HK$1.2bn.	
  Our	
  research	
  
shows	
  that	
  the	
  magnitude	
  of	
  misstatement	
  in	
  Evergrande’s	
  financials	
  grew	
  substanBally	
  in	
  2010	
  as	
  it	
  faced	
  large	
  and	
  
imminent	
  liabiliBes	
  associated	
  with	
  Evergrande’s	
  poor	
  share	
  price	
  performance.	
  [5]	
  

•  In	
  November	
  2010,	
  with	
  the	
  stock	
  at	
  HK$4.00,	
  Hui	
  paid	
  HK$1.2bn	
  (US$155mm)	
  to	
  pre-­‐IPO	
  equity	
  investors:	
  I	
  paid	
  all	
  the	
  
money	
  this	
  morning…	
  My	
  personal	
  finances	
  are	
  healthy.”	
  [6]	
  



In	
  addiBon	
  to	
  debt	
  pyramiding	
  and	
  increasingly	
  bold	
  personal	
  guarantees,	
  Hui	
  uBlized	
  
highly	
  unorthodox	
  arrangements	
  to	
  secure	
  anchor	
  investors	
  for	
  Evergrande’s	
  IPO.	
  

1]	
  htp://www.chinaeconomicreview.com/node/26155	
  	
  
2]	
  htp://www.lchouse.myweb.sg/mw-­‐property-­‐news/2011/5/30340/hk-­‐luxury-­‐homes-­‐draw-­‐china-­‐buyers	
  
3]	
  htp://news.eastday.com/c/20110113/u1a5664677.html	
  
4]	
  htp://www.chinanews.com/ga/2011/01-­‐13/2784445.shtml	
  
5]	
  htp://www.xiaohuxing.com/fangshi/2011-­‐05/8991p3.htm	
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•  In	
  late	
  2008,	
  Hui	
  was	
  struggling	
  to	
  find	
  buyers	
  for	
  Evergrande’s	
  IPO.	
  Cheng	
  Yu-­‐tung,	
  Chairman	
  of	
  New	
  
World	
  Development	
  and	
  Chow	
  Tai	
  Fook,	
  stepped	
  up	
  as	
  a	
  cornerstone	
  investor	
  in	
  Evergrande’s	
  IPO,	
  
agreeing	
  to	
  invest	
  US$	
  50mm.	
  Explicit	
  financial	
  support	
  from	
  the	
  HK	
  billionaire	
  was	
  criBcal	
  in	
  pulling	
  off	
  
the	
  IPO.	
  [1]	
  

•  Less	
  than	
  12	
  months	
  later,	
  Hui	
  paid	
  HK$400mm	
  (US$51mm)	
  for	
  a	
  6,000	
  square	
  foot	
  house	
  on	
  the	
  Peak	
  (C	
  
10	
  Black’s	
  Link)	
  in	
  HK.[2]	
  Hui	
  paid	
  $66,000	
  per	
  square	
  foot	
  (US$8,601	
  per	
  square	
  foot),	
  the	
  highest	
  selling	
  
price	
  for	
  an	
  individual	
  home	
  in	
  the	
  area.	
  According	
  to	
  a	
  report	
  from	
  property	
  agency	
  Central	
  Property,	
  the	
  
average	
  price	
  paid	
  for	
  luxury	
  louses	
  on	
  the	
  Peak	
  in	
  2010	
  was	
  HK$40,295	
  per	
  square	
  foot	
  (US$5,199	
  per	
  
square	
  foot).	
  [3]	
  Hui	
  paid	
  a	
  65%	
  premium	
  to	
  average	
  prices	
  paid	
  on	
  The	
  Peak;	
  the	
  market	
  value	
  of	
  the	
  
house	
  was	
  US$31mm	
  and	
  Hui	
  paid	
  US$51mm.	
  [4]	
  

•  Hui	
  bought	
  the	
  property	
  from	
  none	
  other	
  than	
  New	
  World	
  Development.	
  
–  “The	
  transacBon	
  was	
  kept	
  as	
  a	
  secret.	
  	
  Hui	
  bought	
  the	
  house	
  through	
  transfer	
  between	
  companies.	
  The	
  market	
  didn’t	
  hear	
  about	
  this	
  

transacBon.	
  It	
  is	
  believed	
  that	
  the	
  buyer	
  dealt	
  with	
  execuBves	
  of	
  the	
  developer	
  (New	
  World	
  Development)	
  directly.	
  Even	
  the	
  employees	
  of	
  
the	
  developer	
  didn’t	
  know	
  about	
  it.”	
  Said	
  an	
  anonymous	
  real	
  estate	
  agent.	
  [5]	
  

• Hui	
  sells	
  overvalued	
  Evergrande	
  stock	
  ($50mm)	
  
• Hui	
  buys	
  overvalued	
  house	
  ($51mm)	
  

HUI	
  

• Cheng	
  buys	
  overvalued	
  Evergrande	
  stock	
  ($50mm)	
  
• Cheng	
  sells	
  overvalued	
  house	
  ($51mm)	
  

CHENG	
  



SecBon	
  5:	
  Pet	
  Projects	
  

Chairman	
  Hui’s	
  pet	
  projects	
  are	
  comically	
  off-­‐strategy	
  and	
  
frighteningly	
  expensive	
  for	
  Evergrande’s	
  shareholders.	
  As	
  of	
  
December	
  31,	
  2011,	
  Chairman	
  Hui	
  has	
  directed	
  at	
  least	
  RMB	
  
16.2bn	
  (US$2.5bn)	
  to	
  support	
  those	
  bizarre,	
  unprofitable	
  

ventures	
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Chairman	
  Hui	
  managements	
  Evergrande	
  as	
  if	
  it	
  is	
  his	
  own,	
  personal	
  Disney	
  World.	
  

As	
  of	
  December	
  31,	
  2011,	
  Evergrande	
  has	
  blown	
  RMB	
  16.2bn	
  on	
  Mr.	
  Hui’s	
  various	
  hobbies	
  at	
  the	
  expense	
  of	
  
shareholders.	
  The	
  cash	
  flow	
  drain	
  associated	
  with	
  these	
  hobbies	
  has	
  accelerated	
  as	
  Evergrande’s	
  core	
  property	
  
business	
  has	
  turned	
  south.	
  [1]	
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•  Evergrande	
  owns	
  a	
  men’s	
  professional	
  soccer	
  team	
  and	
  a	
  women’s	
  professional	
  volleyball	
  team	
  in	
  China.	
  
The	
  payroll	
  for	
  Evergrande’s	
  soccer	
  team’s	
  exceeds	
  US$70mm	
  per	
  year	
  and	
  is	
  7.0x	
  larger	
  than	
  the	
  average	
  
payroll	
  of	
  its	
  peers.	
  [2]	
  

•  Evergrande	
  is	
  spending	
  US$110mm	
  to	
  build	
  the	
  largest	
  soccer	
  academy	
  in	
  the	
  world.	
  The	
  facility	
  will	
  have	
  
76	
  pracBce	
  soccer	
  fields	
  and	
  boasts	
  that	
  it	
  will	
  train	
  10,000	
  students	
  per	
  year.	
  	
  

•  Hui	
  has	
  launched	
  an	
  assortment	
  of	
  companies	
  under	
  the	
  Evergrande	
  umbrella	
  in	
  areas	
  that	
  have	
  nothing	
  
to	
  do	
  with	
  Evergrande’s	
  core	
  business	
  of	
  developing	
  condos.	
  Without	
  conducBng	
  significant	
  due	
  diligence	
  
on	
  the	
  ground	
  in	
  China,	
  it	
  is	
  impossible	
  for	
  Evergrande	
  shareholders	
  to	
  know	
  what	
  unrelated	
  hobbies	
  they	
  
are	
  funding	
  
–  Evergrande	
  AnimaBon	
  ProducBon	
  Company	
  
–  Evergrande	
  Film	
  and	
  TV	
  Company	
  
–  Evergrande	
  ArBsts	
  Agency	
  
–  Evergrande	
  Record	
  Company	
  
–  Evergrande	
  Cinema	
  Line	
  Company	
  

1]	
  	
  Page	
  108	
  of	
  Evergrande	
  2011	
  annual	
  report	
  
2]	
  	
  htp://www.chinadaily.com.cn/opinion/2011-­‐11/25/content_14164850.htm	
  

Other	
  assets	
  were	
  more	
  than	
  doubled	
  from	
  Dec	
  2010	
  
to	
  Dec	
  2011:	
  
• 	
  At	
  12/31/2011	
  –	
  assets	
  of	
  RMB	
  16.2bn	
  	
  
• 	
  At	
  12/31/2010	
  –	
  assets	
  of	
  RMB	
  6.5bn	
  	
  



Evergrande’s	
  two	
  sports	
  teams	
  are	
  hemorrhaging	
  cash.	
  	
  

Evergrande	
  owns	
  a	
  professional	
  men’s	
  soccer	
  team	
  and	
  a	
  women’s	
  professional	
  volleyball	
  team	
  in	
  China.	
  
Evergrande	
  bought	
  the	
  Guangzhou	
  soccer	
  team	
  in	
  2010	
  for	
  RMB	
  100m	
  (US$	
  15mm)	
  and	
  has	
  since	
  embarked	
  
on	
  a	
  spending	
  spree	
  that	
  would	
  make	
  the	
  New	
  York	
  Yankees	
  blush.	
  [1]	
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1]	
  htp://finance.qq.com/a/20100302/001729.htm	
  
2]	
  htp://www.gzevergrandefc.com/show_content.php?id=1273	
  
	
  
	
  

2011 Chinese Super League Budget and Standings 

Budget 
($mm) W D LMatches Pts

  
per win 
($mm)

 
per pt 

($mm)
Guangzhou Evergrande 76.2$      20 8 2 30 68 3.8$        1.1$        
Beijing Guo'an 12.2$      14 11 5 30 53 0.9$        0.2$        
Liaoning Hongyun 7.6$        14 8 8 30 50 0.5$        0.2$        
Jiangsu Shuntian 7.6$        14 5 11 30 47 0.5$        0.2$        
Shandong Luneng 22.9$      13 8 9 30 47 1.8$        0.5$        
Qingdao Jonoon 9.1$        12 9 9 30 45 0.8$        0.2$        
Changchun Yatai 12.2$      11 12 7 30 45 1.1$        0.3$        
Hangzhou Lucheng 13.7$      10 9 11 30 39 1.4$        0.4$        
Shaanxi Chanba 15.2$      10 8 12 30 38 1.5$        0.4$        
Tianjin Teda 13.0$      8 13 9 30 37 1.6$        0.4$        
Shanghai Shenhua 12.2$      11 4 15 30 37 1.1$        0.3$        
Dalian Shide 7.6$        7 11 12 30 32 1.1$        0.2$        
Henan Jianye 12.2$      7 11 12 30 32 1.7$        0.4$        
Nanchang Bayi 10.7$      8 5 17 30 29 1.3$        0.4$        
Chengdu Blades 6.1$        5 12 13 30 27 1.2$        0.2$        
Shenzhen Ruby 6.1$        5 8 17 30 23 1.2$        0.3$        
National average ex. Evergrande 11.2$      1.2$        0.3$        
Evergrande as a multiple of national average 6.8x 3.2x 3.8x

2011 Standings Budget

Note: Standings per http://www.soccerway.com/national/china-pr/csl/2011/regular-season/

Club	
  News	
  [2]	
  
Conca	
  joins	
  Guangzhou	
  Evergrande,	
  makes	
  new	
  transfer	
  record	
  	
  	
  
2011-­‐	
  7-­‐12	
  
Chinese	
  Super	
  League	
  leaders	
  Guangzhou	
  are	
  believed	
  to	
  have	
  smashed	
  the	
  
country's	
  transfer	
  record	
  to	
  lure	
  Fluminense	
  midfielder	
  Dario	
  Conca	
  to	
  Asia.	
  
	
  
Conca,	
  who	
  has	
  consistently	
  been	
  one	
  of	
  the	
  Brazilian	
  top	
  flight's	
  best	
  players	
  
over	
  the	
  past	
  couple	
  of	
  years,	
  has	
  signed	
  a	
  three-­‐and-­‐a-­‐half	
  year	
  deal,	
  according	
  
to	
  reports	
  in	
  China.	
  
	
  
While	
  no	
  precise	
  figure	
  has	
  been	
  placed	
  on	
  the	
  transfer	
  fee,	
  it	
  is	
  thought	
  Conca	
  
stands	
  to	
  earn	
  a	
  remarkable	
  $10.4	
  million	
  a	
  year,	
  which	
  would	
  see	
  the	
  28-­‐year-­‐
old	
  join	
  the	
  likes	
  of	
  Cris6ano	
  Ronaldo	
  and	
  Lionel	
  Messi	
  as	
  one	
  of	
  the	
  world's	
  
best	
  paid	
  players.	
  
	
  
The	
  ArgenBne	
  playmaker	
  contributed	
  nine	
  goals	
  and	
  18	
  assists	
  in	
  the	
  2010	
  
Brazilian	
  championship	
  and	
  picked	
  up	
  a	
  host	
  of	
  individual	
  awards	
  for	
  his	
  
impressive	
  form,	
  including	
  the	
  Prêmio	
  Craque	
  do	
  Brasileirão	
  -­‐	
  Brazilian	
  Player	
  of	
  
the	
  Year	
  -­‐	
  award.	
  
	
  
"This	
  is	
  a	
  good	
  offer	
  for	
  the	
  club,	
  and	
  words	
  cannot	
  describe	
  what	
  it	
  represents	
  to	
  
Conca.	
  It	
  will	
  allow	
  him	
  and	
  his	
  family	
  financial	
  security	
  in	
  just	
  two	
  and	
  a	
  half	
  
years,"	
  Fluminense	
  coach	
  Abel	
  Braga	
  said,	
  according	
  to	
  Brazilian	
  website	
  
Globoesporte.	
  
	
  
"This	
  offer	
  will	
  put	
  him	
  in	
  the	
  top	
  ten	
  highest-­‐paid	
  players	
  in	
  the	
  world.	
  Let	
  us	
  
hope	
  that	
  it	
  happens.	
  He	
  is	
  a	
  guy	
  who	
  has	
  completely	
  iden6fied	
  with	
  the	
  club	
  
but	
  this	
  is	
  a	
  unique	
  opportunity.“	
  
	
  
Conca	
  will	
  join	
  fellow	
  South	
  Americans	
  Paulao,	
  Renato	
  Caja	
  and	
  Cleo	
  at	
  
Guangzhou,	
  with	
  the	
  laler	
  the	
  previous	
  holder	
  of	
  the	
  Chinese	
  transfer	
  record	
  
when	
  he	
  signed	
  earlier	
  this	
  year.	
  

	
  

	
  
	
  



Evergrande	
  is	
  building	
  the	
  largest	
  football	
  training	
  school	
  in	
  the	
  world,	
  providing	
  full-­‐
Bme	
  boarding	
  and	
  educaBon	
  for	
  up	
  to	
  10,000	
  players.	
  The	
  first	
  phase	
  will	
  require	
  and	
  
investment	
  equal	
  to	
  RMB	
  700mm	
  (US$110mm).	
  Evergrande	
  has	
  not	
  disclosed	
  the	
  size	
  
of	
  expected	
  annual	
  operaBng	
  losses	
  for	
  the	
  training	
  facility.	
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1]	
  htp://tech.ifeng.com/gundong/detail_2011_06/26/7255096_0.shtml	
  
2]	
  htp://www.evergrande.com/HR/about.aspx	
  
3]	
  htp://www.evergrande.com/EN/news/newsinfo.aspx?id=1661	
  
4]	
  htp://www.gzevergrandefc.com/show_content.php?id=3238	
  

	
  

“Professor”	
  Xu	
  Jiayin	
  (aka.	
  Hui	
  Ka	
  Yan)	
  gives	
  the	
  keynote	
  at	
  the	
  
signing	
  ceremony	
  [3]	
  

A	
  mock-­‐up	
  of	
  the	
  Evergrande	
  Real	
  Madrid	
  Football	
  Academy	
  [4]	
  



With	
  its	
  real	
  estate	
  business	
  imploding,	
  Evergrande	
  has	
  branched	
  out	
  into	
  
entertainment	
  business.	
  There	
  is	
  no	
  disclosure	
  in	
  Evergrande’s	
  filings	
  regarding	
  these	
  
business.	
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Note:	
  Photo	
  taken	
  from	
  the	
  elevator	
  at	
  the	
  offices	
  of	
  “Evergrande	
  Cultural	
  ProducBon	
  Group”	
  in	
  Beijing	
  

•  Beijing-­‐based	
  Evergrande	
  Cultural	
  Industry	
  Group	
  encompasses	
  mulBple	
  subsidiaries	
  into	
  which	
  Chairman	
  Hui,	
  through	
  
Evergrande,	
  has	
  invested	
  RMB	
  800mm	
  
–  Evergrande	
  AnimaBon	
  ProducBon	
  Company	
  
–  Evergrande	
  Film	
  and	
  TV	
  Company	
  
–  Evergrande	
  ArBsts	
  Agency	
  
–  Evergrande	
  Record	
  Company	
  
–  Evergrande	
  Cinema	
  Line	
  Company	
  



Recent	
  developments	
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1]	
  htp://news.dichan.sina.com.cn/2012/06/14/510465.html	
  
2]	
  htp://6park.com/news/messages/79854.html	
  
	
  

•  On	
  June	
  11,	
  Evergrande	
  reported	
  contracted	
  sales	
  of	
  RMB	
  10.37bn,	
  represenBng	
  a	
  33%	
  yoy	
  growth.	
  [1]	
  
–  We	
  remain	
  suspicious	
  of	
  any	
  Evergrande’s	
  self-­‐reported	
  sales	
  figures	
  that	
  are	
  inconsistent	
  with	
  the	
  amount	
  of	
  

customer	
  deposits,	
  as	
  we	
  analyzed	
  on	
  page	
  [40].	
  
–  Even	
  Evergrande	
  reported	
  accurately	
  this	
  Bme,	
  we	
  believe	
  the	
  rebound	
  of	
  sales	
  is	
  nothing	
  more	
  than	
  a	
  Band-­‐Aid	
  on	
  a	
  

hemorrhaging	
  company.	
  

•  On	
  June	
  18,	
  Evergrande	
  paid	
  RMB	
  1.32	
  bn	
  for	
  a	
  piece	
  of	
  land	
  in	
  financial	
  district	
  of	
  Guangzhou.	
  The	
  
purchase	
  price	
  represents	
  a	
  170%	
  land	
  premium	
  and	
  an	
  ASP	
  of	
  RMB	
  33,000	
  per	
  square	
  meter,	
  almost	
  
doubling	
  the	
  previous	
  price	
  record	
  in	
  Guangzhou	
  of	
  RMB	
  17,000	
  per	
  square	
  meter.	
  [2]	
  
–  Evergrande	
  is	
  extending	
  themselves	
  out	
  of	
  their	
  comfort	
  zone	
  to	
  commercial	
  real	
  estate,	
  whereby	
  its	
  core	
  business	
  is	
  

condo	
  development.	
  	
  We	
  believe	
  that	
  the	
  Company	
  is	
  overpaying	
  for	
  the	
  land.	
  According	
  to	
  Centraline	
  Property,	
  a	
  
real	
  estate	
  broker,	
  the	
  sale	
  price	
  of	
  a	
  top	
  office	
  building	
  in	
  Guangzhou	
  merely	
  ranges	
  between	
  RMB	
  35,000	
  to	
  RMB	
  
40,000	
  per	
  square	
  meter.	
  	
  The	
  astonishing	
  purchase	
  price	
  of	
  land	
  in	
  this	
  deal	
  would	
  warrant	
  sluggish	
  economics.	
  [2]	
  	
  

–  As	
  Evergrande’s	
  debt	
  exploding,	
  spending	
  money	
  on	
  this	
  land	
  in	
  Guangzhou	
  is	
  as	
  reckless	
  as	
  Chairman	
  Hui’s	
  spending	
  
on	
  his	
  soccer	
  team	
  

–  One	
  possibility	
  is	
  that	
  Evergrande	
  uses	
  this	
  transacBon	
  as	
  a	
  vehicle	
  to	
  mark	
  up	
  the	
  value	
  of	
  its	
  other	
  land	
  reserves.	
  
–  What	
  is	
  also	
  possible	
  is	
  that	
  Evergrande	
  overpaid	
  the	
  local	
  government	
  to	
  create	
  an	
  illusion	
  of	
  robust	
  economy,	
  	
  in	
  

exchange	
  for	
  other	
  favors	
  such	
  as	
  addiBonal	
  credit	
  lines.	
  
–  We	
  are	
  not	
  the	
  one	
  that	
  is	
  suspicious	
  of	
  this	
  inflated	
  deal	
  as	
  many	
  local	
  presses	
  have	
  expressed	
  their	
  skepBcism.	
  


