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Breakthrough into industrial land acquisition

We like Sinic’s new industrial land acquisition approach because it introduces
theme park operator in negotiating with the government together and only needs
to pay for the residential part if successful. If it could replicate this in more cities
(such as Nanchang), this would support group sales/margin in a longer term. As
for this year, we expect Sinic to record 15-20% sales growth and continue to focus
on improving cash collection, funding improvement and attributable sales ratio.
Maintain BUY.

B Expect Sales to grow 15-20% this year. The Company recorded 25% YoY
sales growth in 2020 to RMB 114bn. Due to the restriction of “three red line”
on debts (<10% YoY growth for Sinic), we expect it to record 15-20% sales
growth this year (with 45% attributable ratio). It has achieved RMB15.9bn in
2M21 (+124% YoY) with ASP reaching a new high at RMB15,400/sq m. It
represented 12% of its annual target, in line with the industry. Also, Sinic will
gradually improve attributable sales ratio and this would be seen in the 1H20
land acquisition with 72% attributable ratio.

B Breakthrough into industrial land acquisition: apart from public land
bidding and M&A, the Company has strategically looked for industrial land
acquisitions opportunities. In Chengdu, it is negotiating with the government
on a theme park land plot via the asset light model. This means the theme
park part will be built and operated by a third party while Sinic only needs to
pay for the residential part. If it succeeds, it may bring about RMB 10bn
saleable resources with gross margin >30% to the Company. Sinic is also
trying a similar approach at its home base Nanchang and we may expect 15-
20% of its land acquisition from this channel.

B Improving balance sheet with lowering funding rate. Since IPO, Sinic has
improved its net gearing from 238% in 2018 to 66.2% in Jun 2020 and we
expect it to stay below 80% due to disciplined land acquisition strategy (<40%
of its sales). We think the next target is to bring liability/asset ratio back within
the requirements of “three red line” and the key is to improve the cash
collection ratio from 80% in 2020 to industry average of >85%. On the funding
side, Sinic is also trying to lower the ratio of trust loans (from 36% in 2019 to
23% in 1H20 at 10-11% rate) by using offshore bond and syndicated loans.
This would further help lower the overall funding rate.

B Maintain BUY. Due to the COVID impact on completion, we trim core net
profit to RMB1.94bn in 2020 from previous RMB 2.58bn. As a result, we also
lower our end-20 NAV forecast to HK$9.90 from HK$10.11. Accordingly, we
cut our TP to HK$4.95, representing a 50% discount to NAV. Maintain BUY.

Earnings Summar
(YE 31 Dec) SZETN FY19A FY20E FY21E FY22E

Revenue (RMB mn) 8,416 26,985 27,577 29,743 32,003
YoY growth (%) 60.6 220.7 2.2 7.9 7.6
Net income (RMB mn) 414 1,958 2,079 2,231 2,299
EPS (RMB) 0.14 0.64 0.58 0.62 0.64
YoY growth (%) NA 362.5 -8.6 7.3 3.1
Consensus EPS (RMB) NA NA 0.69 0.83 0.97
P/E (x) 26.4 5.2 5.7 5.3 5.1
P/B (x) NA 14 1.2 1.0 0.9
Yield (%) NA 3.9 4.4 4.7 4.9
ROE (%) 9.7 24.0 21.4 19.6 17.5
Net gearing (%) 237.9 67.0 68.5 715 74.6

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 14,209
Avg 3 mths t/o (HK$ mn) 13.28
52w High/Low (HK$) 4.55/ 3.60
Total Issued Shares (mn) 3,570

Source: Bloomberg

Shareholding Structure

Zhang Yuanlin 79.0%
Employee Incentive trust 4.2%
Public 16.8%

Source: Company data
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A Wholly Owned Subsidiary Of China Merchants Bank

Figure 1: Earnings revision

New old Diff (%)
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 27,577 29,743 32,003 32,641 42,140 52,761 -15.5%  -29.4%  -39.3%
Gross Profit 7,694 8,175 8,513 9,249 11,522 13,910 @ -16.8%  -29.0%  -38.8%
EBIT 4,983 5,424 5,541 5,923 7,569 8,925 -15.9%  -28.3%  -37.9%
Net profit 2,079 2,231 2,299 2,719 3,313 3,836 -23.5%  -32.7%  -40.1%
Core profit 1,937 2,231 2,299 2,577 3,313 3,836 -24.8%  -32.7%  -40.1%
EPS (RMB) 0.58 0.62 0.64 0.76 0.93 1.07 -23.5%  -32.7%  -40.1%
Gross Margin 27.9% 27.5% 26.6% 28.3% 27.3% 26.4% -0.4ppt 0.1 ppt 0.2 ppt
EBIT Margin 18.1% 18.2% 17.3% 18.1% 18.0% 16.9% -0.1ppt 0.3 ppt 0.4 ppt
Net Margin 7.5% 7.5% 7.2% 8.3% 7.9% 7.3% -0.8ppt -0.4ppt -0.1 ppt
Source: Bloomberg, CMBIS estimates
Figure 2: Attributable contracted sales in 1H20 Figure 3: GFA sold and ASP
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Figure 4: Land bank as at Jun 2020

Source: Company data, CMBIS

Figure 5. New land bank acquisitions in 1H20
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Financial Summary

Income statement Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 8,416 26,985 27,577 29,743 32,003 EBIT 2,121 6,479 4,983 5,424 5,541
Sale of properties 8,389 26,807 27,345 29,442 31,611 D&A 20 58 21 21 21
Others 26 178 232 301 392 Change in working capital (15,834) 1,900 (8,648) (11,509) (17,309)
Cost of sales (5,273) (18,986) (19,883) (21,568) (23,490) Taxation (1,075) (1,311) (2,211) (2,532) (2,558)
Gross profit 3,143 7,999 7,694 8,175 8,513 Others 16,493 (10,964) 5,872  (541) 1,424
Operating cash flows 1,725 (3,839) 17 (9,137) (12,882)
Other income and gain 112 153 135 173 180
Selling and marketing expenses (658) (1,077 (1,710) (1,844) (1,984) Capex & Investment, net (174) (1,350) (659) (178) a7
Administrative Expenses (430) (569) (1,103) (1,041) (1,120) Associated companies (961) (8,549) (3,122) (3,147) (2,176)
Other operating expenses (46) 27) (33) (39) (47) Others (185) 637 - - -
EBIT 2,121 6,479 4,983 5424 5541 Investing cash flows (1,320) (9,261) (3,781) (3,325) (2,353)
Share from JCE 39 102 122 147 176 Equity raised - 1,973 - - -
Finance costs (426) (456) (512) (560)  (604) Change of debts 5351 4,395 5315 3,112 3,000
Exceptional 129 140 149 - - Dividend - - (464)  (520) (558)
Others (1,526) 10,256 - - -
PROFIT BEFORE TAX 1,863 6,264 4,742 5,011 5,113 Financing cash flows 3,825 16,625 4,851 2,592 2,442
Income tax (1,309) (4,250 (2,482) (2,532) (2,558) Netchange incash 4,230 3,525 1,087 (9,869) (12,792)
PROFIT FOR THE YEAR 555 2,014 2,260 2,479 2,555 Cash at the beginning 2,877 7,084 10,559 11,662 1,810
Non-controlling interests (141) (57) (181) (248) (255) Exchange difference (24) (50) 17 17 17
Net profit to shareholders 414 1,958 2,079 2,231 2,299 Cash at the end 7,084 10,559 11,662 1,810 (10,965)
Pledged cash 2,982 6,040 7,639 7,118 5,394
Core profit 317 1,853 1,937 2,231 2,299 Cash at balance sheet 10,066 16,599 19,302 8,929 (5,571)
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY2IE FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Current assets 67,887 77,864 90,773 104,489 123,019 ggles mix (%)
Properties inventory 47,655 51,790 58,965 71,472 89,080 Property development 99.7 99.3 99.2 99.0 98.8
Due from related parties 5,112 4,796 5,400 5,400 5,400 Others 0.3 0.7 0.8 1.0 1.2
Cash and cash equivalents 10,066 16,599 19,887 21,094 22,014 Total 100.0 100.0 100.0 100.0 100.0
Others 5,055 4,679 6521 6,523 6,525
Profit & loss ratios (%)
Non-current assets 9,720 18,360 22,169 25,472 27,804 Gross margin 37.3 29.6 27.9 27.5 26.6
PP&E 114 91 82 90 98 EBIT margin 25.2 24.0 18.1 18.2 17.3
Investment properties 1,153 1,751 2,400 2,550 2,700 Net margin 4.9 7.3 7.5 7.5 7.2
Investment in JCEs 4,574 13,225 16,347 19,493 21,669 Effective tax rate 70.2 67.8 52.3 50.5 50.0
Others 3,879 3,293 3,340 3,339 3,337
Growth (%)
Total assets 77,608 96,224 112,942 129,961 150,823 Revenue 60.6  220.7 2.2 7.9 7.6
Gross profit 779 1545 -3.8 6.3 4.1
Current liabilities 59,549 66,260 77,276 91,288 107,170 EBIT 98.1 2055 -23.1 8.8 2.2
Trade and other payables 3,142 5,457 6,000 7,000 7,300 Net profit 335.2 3734 6.2 7.3 3.1
Contract liabilities 40,196 34,231 41,471 52,457 68,039
Amount due to 1,400 5,957 6,800 6,800 6,800 Balance sheet ratios
ST loan 9,225 11,645 13,974 16,000 16,000 Current ratio (x) 11 1.2 1.2 11 11
Others 5,586 8,969 9,031 9,031 9,031 Payables turnover days 218 105 73 73 73
Inventory turnover days 3,299 996 1,082 1,210 1,384
Non-current liabilities 12,998 15,068 18,139 19,225 22,225 Netdebt/ total equity ratio (%) 237.9 67.0 68.5 715 74.6
LT loan 12,878 14,928 17,914 19,000 22,000
Others 120 140 225 225 225 Returns (%)
ROE 9.7 24.0 21.4 19.6 17.5
Total liabilities 72,547 81,328 95,415 110,513 129,395 ROA 0.7 2.1 2.0 1.9 1.7
Equity to shareholders 4,244 8,167 9,727 11,400 13,124 Per share
Non-controlling interests 817 6,729 7,800 8,048 8,303 EPS (RMB) 0.14 0.64 0.58 0.62 0.64
Total equity 5,060 14,896 17,527 19,448 21,428 DPS (RMB) NA 0.13 0.15 0.16 0.16
BVPS (RMB) NA 2.3 2.7 3.2 3.7
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the
securities or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the
subject securities or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views
expressed by that analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of
issue of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3)
serve as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed
companies covered in this report.

Disclaimer
CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800
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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 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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