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Maintain buy on CENCHIs despite smaller upside 

CENCHIs rebounded, along with the market, 14-23pts off the lows in mid 

Jul’22.  That said, CENCHIs are still 6-13pts lower than the levels post 

signing the framework agreement with  Henan Tongsheng Zhiye Co., Ltd 

(HTSZY) on the share transfer in early Jun’22.  Over the past 3 months, 

we saw the 2 positive developments: 1) HTSZY’s completion of acquiring 

29% stakes from Chairman Wu to become the 2nd largest shareholder of 

CENCHI despite the market skepticism on the deal and “noise” in Henan; 

and 2) the full repayment of CENCHI 6.875%’22 (issue size of USD500mn) 

in full on 8 Aug’22.  These demonstrated the firm commitment from the 

chairman and HTSZY to provide financial support in a very challenging 

operating and funding environment.  As per CENCHI, HTSZY will 

complete the DD for CBs issue of HKD708mn by mid- to late-Sep’22.  If 

the CBs will successfully be issued and fully converted, HTSZY will 

become CENCHI’s largest shareholder, and CENCHI could be a 

consolidated entity of HTSZY.   While liability management exercise is 

possible if business and funding environment do not improve, we believe 

that the current valuation of CENCHIs (mid-30s-to low-50s) have priced 

in the possibility of a liability exercise, taking cues of the valuations of 

peers such as CSCHCNs (mid-40s-to low-60s).  Recalled that China 

South City recently extended maturities for 20 months and revised coupon 

rate to 9%.  Hence, we maintain buy on CENCHIs despite the upside will 

be smaller after the sharp rebound since mid Jul’22.  We expect the 

progress in CBs issue, asset monetization and collection of government 

receivables to the near-term catalysts. 

First ever net loss reported, driven partly by non-operating losses  

In 1H22, CENCHI’s revenue declined 64% yoy to RMB7.3bn while 

recorded operating losses of RMB770mn in 1H22, compared with an 

operating profit of RMB2.1bn in 1H21.  It turned to a net loss of RMB5.9bn 

in 1H22 from a net profit of RMB1.0bn in 1H21, reflected the industry 

downturn, partly triggered by COVID-19, as well as the non-operating 

losses (inventory write-down, valuation losses of investment properties, 

impairment losses on receivables and FX losses) totaled RMB4.1bn.   

This is the first net loss reported since its IPO in 2008.  Its gross margin 

shrank to 7.6% in 1H22 from 17.9% in 1H21 (vs 14.7% in 2H21), 

respectively.  The lacklustre 1H22 results were largely expected 

subsequent to the profit warning on 15 Aug’22.

CMBI Credit Commentary 

 

 

  

CENCHI: Relationship with Henan government, not 

1H22 results, should be the focus 

mailto:glennko@cmbi.com.hk


2 Sep 2022  

 

2 

 

CENCHI has unrecognized sales of RMB71.7bn (incl sales of JCE) as at Jun’22.  The gross margin of 

these unrecognized sales is 11%.  Hence, we should see some pick-ups in recognized sales and profit 

margin going forward.  In 7M22, its contract sales were RMB16.2bn, down 51% yoy.  It completed c40% 

of its FY22 sales target of RMB40bn.  To achieve the sales target, its sell-through rate will have to increase 

to 51% in 2H22 from 43% in 1H22.  The sales target appears a bit challenging.    

 

Asset monetization and funding access with the assistance of HTSZY are keys to liquidity  

 Jun’21 Dec’21 Jun’22 

Net gearing 99.2% 98.8% 319.1% 

Adj liab/assets 87.2% 86.4% 92.9% 

Cash/ST debts 190.5% 143.6% 58.4% 

Unrestricted cash/ST debts 125.7% 86.1% 25.1% 

MI/equity 24.0% 26.7% 45.6% 

 

CENCHI’s credit and liquidity profile weakened notably, reflected the smaller equity base after the net 

losses in 1H22 and negative free cash flow.  We expect some improvement in its credit and liquidity profile 

in 2H22, supported by the CB issues and collection of government receivables of RMB1-2bn in 2H22.  

CENCHI expects to generate cRMB2-3bn from asset monetization through the sales of management rights 

of commercial properties and stakes in culture and tourism projects.  The sales of project stakes could 

also help deconsolidate debts.  That said, time table of asset monetization remains fluid.  CENCHI guided 

a positive free cash flow in 2H22 and increase in unrestricted cash to cRMB4.7bn by Dec’22 from 

cRMB2.8bn in Jun’22.  We believe that a more notable improvement for CENCHI’s liquidity profile to come 

after HTSZY becoming the largest shareholder of CENCHI.  This should notably improve CENCHI’s 

funding access with an even more active involvement of HTSZY.  Recalled that HTSZY is wholly-owned 

by Henan Railway (HNRAIL, rated A2 by Moody’s).  HNRAIL, in turn, is wholly-owned by Henan 

government and is the sole entity in Henan designated by the Henan government to invest in railways and 

is responsible for the investment, construction and operation management of railways in Henan.          
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Important Disclosures 

There are risks involved in transacting in any securities.  The information contained in this report may not be suitable for the purposes of all investors.  CMBIS does 

not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special 

requirements.  Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report.  The value 

of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets 

or other variable market factors.  CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors 

to consult with a professional financial advisor in order to make their own investment decisions. 

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS and/or its 

affiliate(s) to whom it is distributed.  This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or 

enter into any transaction.  Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, 

damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report.  Anyone making use of the information 

contained in this report does so entirely at their own risk. 

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS 

has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, 

advices and forecasts on an "AS IS" basis.  The information and contents are subject to change without notice. CMBIS may issue other publications having information 

and/ or conclusions different from this report.  These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make 

investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report. 

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf 

of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in 

this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume 

any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or 

published in whole or in part for any purpose without prior written consent of CMBIS. 

Additional information on recommended securities is available upon request. 
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For recipients of this document in the United Kingdom 

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as 
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independence of research analysts.  The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research 

analyst with the Financial Industry Regulatory Authority (“FINRA”).  The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the 

analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United 

States solely to "major US institutional investors", as defined in Rule 15a-6under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to 

any other person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it 

shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the 

information provided in this report should do so only through a U.S.-registered broker-dealer. 
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This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in 

the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective 

foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report 

is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 

289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should 
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