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CMBI Credit Commentary - CSIPRO

CSI Properties — A low beta and carry play

Initiate coverage on CSIPRO with buy recommendations on
CSIPRO’25 and perps

In our view, CSIPROSs are good low-beta, carry and diversification play
under the current volatile market environment. CSIPROs offer good RV
and carry within HK corps universe. At 101.5 and 98, CSIPRO’25 and
perps are trading at YTM and YTC of 5.0% and 7.7%,

respectively. Between CSIPRO’25 and CSIPRO perps, we prefer
CSIPRO perps given the yield pick-up, lower cash price and shorter
tenor. We expect the perps to be called at par in Sep’22 and technical
of the perps to be supported by CSI’s incentive to buy back in view of
the company’s sufficient liquidity and ability to secure lower cost funding.
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A niche property developer with higher revenue volatility

Revenue (HKD mn) 2019 2020 2021

Group level

HK residential properties 2,037.4 885.4

SG commercial properties 18.0

HK commercial properties 1,081.6 2,612.6 141.8
3,137.0 3,498.0 141.8

JVs and associates

China residential properties 2284 319.4 492.1
Hong Kong commercial properties 1,380.8 14.0
Hong Kong residential properties 1,084.2
228.4 1,700.2 1,590.3

Less: non controlling interests -178.3
Total revenue attributable to CSI 3,187.0 5,198.2 1,732.1
Profit before tax (PBT) 737.8 1,309.0 444.5
PBT margin 23.1% 25.2% 25.7%
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Compared with its larger peers in China and Hong Kong, CSI has a smaller development pipeline, and
hence its revenue and cash flow have been more dependent on the sales and deliveries of fewer and
selective projects. In FY21 (ended Mar'21), CSI’s revenue and profit before tax declined 67% and 66% to
HKD1.7bn and HKD444.5mn, respectively, affected by its sales and delivery schedule, as well as to a
smaller extent by COVID-19. CSI has completed residential properties valued HKD9bn (on an attributable
basis), 2 MTR projects (with attributable saleable s resources of over HKD4.5bn) to be launched for pre-
sales in FY23. We estimate that the attributable sales of residential properties to cHKD1.5bn and over
HKD4bn (assuming only 30% sell-through for the 2 MTR projects) in FY22 and FY23, respectively. These,
coupled with recurring rental income of HKD200mn p.a. and potential sales of commercial properties,
should support revenue and profit before tax to rebound from the levels in FY21.

.... but disciplined investment strategies to protect stable financial profile

We take comfort that CSI has disciplined business and financial policies in acquiring new projects. The
company has stringent investment criteria with IRR requirement of 20-25% for new projects. In Hong Kong,
it will mainly focus on luxury residential projects or projects along MTR lines. In China, it continues to
focus on commercial properties, especially in Shanghai - its home base in Mainland China. It limits its
China exposure to 25-30% of its asset base. As per CSI, its priority is to recycle capital instead of
expansion. It targets to maintains adj net debt/total assets (net debt incl commitment to JVs and total
asset incl revaluation surplus and attributable JV assets) ratio around 40%. As at Mar’21, its adj net
debt/asset ratio was 39.6%, compared with 36.8% in Mar'20 and 38.3% in Mar'19. Additionally, CSI
maintains a prudent dividend policy with payout ratio of 12-15% of its net profit.

Capex and obligations are largely pre-funded; high chance of calling CSIPRO perps in Sep’22

We understand that CSI does not have outstanding land premium and has pre-funded most of its
construction capex of cHKD4bn over the coming 4 years with bank facilities with funding costs at or below
HIBOR+1.5%. It has a track record of pre-funding debt maturities, taking advantage of the favourable
market condition. To illustrate, in Aug’20, it secured syndicated loan of HKD1.6bn with current funding
cost below 2.2% to repay the 4.875% USD250mn due 8 Aug’21. This notably lowered its funding cost and
lengthened its debt maturity as 91% of the principal repayment of these syndicated loans will be in Feb’24,
the final maturity. CSI recently issued bonds of USD300mn at a coupon rate of 5.45%. In view of its
sufficient liquidity, and pre-funded capex and low funding costs, we believe that a major part of the bond
proceeds will be earmarked for the redemption of CSIPRO perps through on-market repurchase and
calling the perps in Sep’22 at par. Recalled that the initial spread of the perps will step-up 300bps and
coupon (5.75%) will be reset to 5-yr UST+7.005%, i.e. 7.812% based on current 5-yr UST. As per our
discussions with CSl, it is not subject to covenants that prevent it from calling the perps.
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Author Certification

The author 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 author
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 author in this report.

Besides, the author confirms that neither the author 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.

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 I1S" 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.

Disclaimer

CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months
For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as
amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of
the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
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.

For recipients of this document in Singapore

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
contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.



