Property

March 30, 2020

Zhenro Properties | 6158 HK

O\E‘EEEIBE

CCB International

Financial upgrade completed, operational upgrade continues

» Earnings miss but financial position improves

» Steady improvement overall since listing

Earnings miss but financial position improves. Zhenro's FY19
results for dividend and core profit came in below our
expectations. Dividend for the year declined 33% to HK$0.1, with
the payout ratio down 10ppt to 17%. Core profit grew 20% to
RMB2.3b, 14% short of our estimate dragged by lower GPM. GPM
declined 3ppt to 20% due to the recognition of inventory projects
with low ASP. Profit from JVs & associates turned positive to
contribute 23% of core profit, offset by higher profit shared with
MI and perpetual shareholders. Zhenro has set a sales target of
RMB140b, implying 7% YoY growth or 15% YoY on an attributable
basis (55% attribution versus 51% in 2018). Saleable resources for
2020F amounted to RMB250b, implying sell-through of 64%.
Zhenro replenished 5.6m sgm of landbank with a much higher
attribution ratio of 73% compared with 33% in 2018.

Notable financial improvement. Since ifs listing in 2018, Zhenro's
fundamentals have improved steadily to the point now where
we believe the stock is due for an upgrade by the market. Net
gearing, including perpetual securities and ABS, has shown
notable 19ppt improvement to 95% in 2019. Short-term debft for
FY19 was 1.8x covered by cash-on-hand, accounting for 34% of
total debt at end-Dec 2019 compared with 51% at end-Dec
2018. Zhenro's financial structure has also improved, with frust
loans accounting for 20% of total loans at end-Dec 2019 versus
36% at end-Dec 2018, mainly replaced by longer duration and
lower cost bonds and syndicated loans, which saw average
financing cost at Zhenro fall 3ppt to 7.5% in 2019.

Steady improvement overall since listing. We expect management
to focus on upgrading the company’s operations beginning in
2020F. This would entail raising the afttribution ratio to 55% for 2020
contracted sales compared with 51% in 2019, and brining GPM
back up to 22%. We cut our 2020F/2021F core profit forecast by
25%/33% to reflect slower recognitions and lower GPM. Our
target price of HK$5.463 is based on a 55% discount to NAV as we
expect margin for newly acquired landbank fo offset lower-than-
expected margin for existing landbank. Key risks fo our
Outperform rating include a further economic slowdown and
overly aggressive land banking.

Forecast and valuation

O Ui'pel'form (maintained)

Year to 31 Dec 2018 2019 2020F 2021F 2022F
Revenue (RMB m) 26,453 32,558 37,008 43,545 50,172
YoY (%) 32.3 23.1 13.7 17.7 15.2
Net profit (RMB m) 1,921 2,312 2,857 3,494 4,124
YoY (%) 67.9 20.4 23.5 22.3 18.0
Fully diluted EPS (RMB) 0.5 0.5 0.7 0.8 0.9
YoY (%) 22.2 17.4 19.6 22.3 18.0
P/E (x) 8.3 7.4 6.7 5.5 4.6
DPS (RMB) 0.13 0.09 0.1 0.14 0.16
Dividend yield (%) 3.0 2.1 2.6 3.3 3.7
P/B (x) 1.2 1.2 1.0 0.9 0.8
ROAE (%) 10.5 8.3 8.8 9.7 10.3
Net debt/equity (%) 87.5 86.0 81.9 81.4 82.4

Source: Bloomberg, CCBIS estimates

Current price: Target:
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RMB m 2018 2019 YoY (%) 2019F Variance (%)
Property sales 26,179 32,185 22.9 32,440 -0.8
Rental income 105 134 28.1 136 -1.4
Property management 57 85 51.0 74 16.2
Other 112 153 36.5 146 5.0
Revenue 26,453 32,558 231 32,796 -0.7
Cost of sales (20,432) (26,060) 27.5 (25,215) 3.3
Gross profit 6,021 6,498 7.9 7,581 -14.3
Selling expenses (877) (972) 10.9 (1,148) -15.3
Administrative expenses (985) (1.214) 23.3 (1.312) -7.4
Other 282 372 31.7 (54) -789.6
Operating profit 4,442 4,683 54 5,067 -7.6
Finance cost (381) (484) 26.9 (332) 46.0
JVs and associates (158) 521 N/A 365 42.7
Profit before tax 3,902 4,720 20.9 5,101 -7.5
Tax (1,870) (1,820) -2.7 (1,832) -0.7
Core profit - consolidated 2,032 2,900 42.7 3,269 -11.3
Minority interest and perpetuals (112) (588) 425.5 (573) 2.5
Core profit 1,921 2,312 20.4 2,696 -14.2
One-off items 200 194 -3.1
Reported earnings 2121 2,506 18.2
Dividend per share (HKS) 0.150 0.100 -33.3 0.183 -45.5
Ratios 2018 2019 YoY (%) 2019F ppt cig
Gross margin (%) 22.8 20.0 -2.8 23.1 -3.2
SG&A/revenue (%) 7.0 6.7 -0.3 7.5 -0.8
LAT/revenue (%) 4.0 2.7 -1.3 2.7 0.0
Effective tax rate (%) 27.3 28.5 1.2 25.0 38
JV/core profit (%) -8.2 22.5 30.8 13.5 9.0
MI/Perps/core profit (%) 5.7 24.7 19.0 21.9 2.8
Core margin - consolidated (%) 8.3 7.3 -1.0 8.9 -1.5
Core margin (%) 7.3 7.1 -0.2 8.2 -1.1
NOS - year-end (m shares) 4,123 4,368 5.9 4,368 0.0
Net gearing (%) 74.0 75.2 1.2 72.5 2.7
Net gearing - perps/ABS as debt (%) 113.7 95.0 -18.7 127.9 -32.9
Dividend payout (%) 27.5 17.2 -10.3 27.0 -9.9
Source: Company, CCBIS estimate
Zhenro Properties — earnings changes

2020F 2021F
Revenue - old (RMB m) 42,464 55,386
Revenue — new (RMB m) 37,008 43,545
Change (%) -12.8 -21.4
GPM -old (%) 23.1 23.1
GPM - new (%) 22.0 22.8
Change (ppt) -1.1 -0.3
Core profit — old (RMB m) 3,950 5318
Core profit — new (RMB m) 2,959 3,541
Change (%) -25.1 -33.4

Source: CCBIS estimate
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Profit and loss
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FYE 31 Dec (RMB m) 2018 2019  2020F  2021F  2022F FYE 31 Dec (RMB m) 2018 2019  2020F  2021F  2022F
Property development 26,179 32,185 36,523 42915 49,352 Cash and equivalents 28,369 35307 39,123 44,169 45276
Rental income 105 134 175 227 295 Receivables 12,790 13,600 19,600 25,600 31,600
Property agency/mgmt 57 85 111 144 188 Property under dev'ment 75776 94,006 107,834 125283 142,852
Other 112 153 199 259 337 Ofther current assets 9,710 8,605 8,605 8,605 8,605
Revenue 26,453 32,558 37,008 43,545 50,172 Total current assets 126,644 151,518 175,163 203,658 228,334
COGS (20,432) (26,060) (29,531) (34,555) (39.636) PPE/investment property 1,091 970 1,533 2,094 2,653
Gross profit 6,021 6,498 7,478 8,990 10,536 Intangible assets 10 7 7 7 7
Otherincome 327 471 - - - JVs and associates 3.729 5542 10391 16,210 23,192
Operating expenses (1,907) (2,286) (2,605) (3,068) (3,542) Other non-current assets 9,926 11,183 11,183 11,183 11,183
EBIT 4,442 4,683 4,873 5,922 6,994 Total non-current assets 14755 17,701 23,113 29,493 37,035
Total assets 141,399 169,219 198,276 233,151 265,369
Net financial income (exp.) (381) (484) (494) (541) (585)
JVs and associates (158) 521 900 1,080 1,296 Short-term borrowings 23,839 21,065 23,565 27,565 30,065
Other 200 194 - - - Presale deposit 60,812 65,098 86,173 109,196 132,176
Profit before tax 4,103 4,914 5278 6,462 7,705 Other current liabilities 5631 10283 10,283 10,283 10,283
Tax (1.870) (1.820) (1,770) (1.991) (2.713) Total current liabilities 90,282 96,446 120,021 147,044 172,524
Total profit 2,233 3,094 3,508 4,471 4,992 Long-term borrowings 25,938 40,947 43,447 47,447 49,947
Other non-current liabilities 700 766 766 766 766
Minority interest (112) (588) (651) (977) (869) Total non-current liabilities 26,638 41,713 44213 48213 50,713
Net profit atiributable to 2,121 2,506 2,857 3,494 4,124 Total liabilities 116,920 138,159 164,234 195,258 223,238
shareholders
Extraordinary items 200 194 - - - Reserves & retained profits 13,529 16,396 18,856 21,860 25359
Core profit 1,921 2,312 2,857 3,494 4,124 Shareholders' equity 16,537 17,836 20,296 23,300 26,799
Minority interest 7,942 13224 13,746 14,593 15,333
Reported EPS (RMB) 0.00 0.00 0.00 0.00 0.00 Total equity 24,479 31,060 34,042 37,893 42,131
Diluted EPS (RMB) 0.51 0.59 0.65 0.80 0.94 Total equity and liabilities 141,399 169,219 198,276 233,151 265,369
Core EPS (RMB) 0.47 0.55 0.65 0.80 0.94
Dividend (RMB m) 528 397 490 625 698
Dividend per share (RMB) 0.13 0.09 0.1 0.14 0.16
Cash flow Ratios
FYE 31 Dec (RMB m) 2018 2019  2020F  2021F  2022F FYE 31 Dec 2018 2019  2020F  2021F  2022F
Profit before tax 4,103 4,914 5278 6,462 7,705 Growth (%)
Amortization & depreciation 34 35 37 39 41 Revenue 32.3 23.1 13.7 17.7 15.2
Net financial charge ad. 381 484 494 541 585 EBITDA 46.8 54 4.1 21.4 18.0
Change in working capital (2,187) (5,781) 1,246 (426) (589) EBIT 46.8 5.4 4.1 21.5 18.1
Tax paid (1,539) (1.820) (1,770) (1.991) (2713) Net profit 50.5 18.2 14.0 22.3 18.0
Other (3.455) (1,199) (1.394) (1.621) (1.881) Core net profit 67.9 20.4 23.5 22.3 18.0
Operating cash flow (2,664) (3.368) 3,891 3,004 3,148
Profitability (%)
Disposal of fixed assets 1 3,368 - - - Gross margin 228 20.0 20.2 20.6 210
Capex (420) (600) (600) (600) (600) EBITDA margin 16.9 14.5 133 13.7 14.0
Investment (2,742)  (3,291) (3,949) (4.739) (5.687) EBIT margin 16.8 14.4 13.2 13.6 13.9
Other (359) - - - - Net margin 8.0 7.7 7.7 8.0 8.2
Investment cash flow (3.521) (523) (4.549) (5.339) (6.287) Core net margin 7.3 7.1 7.7 8.0 8.2
Tax rate 45.6 37.0 33.5 30.8 35.2
Change in borrowings (2,100) 5,000 5,000 8,000 5,000
Equity issues 3,588 1,055 - - - Interest coverage (x)
Dividend paid (330) (528) (397) (490) (625) EBIT coverage 1.0 0.9 0.9 1.0 1.1
Other 12,943 4,192 (129) (129) (129) Cash coverage 6.1 7.0 7.6 7.8 7.4
Financing cash flow 14,102 9.719 4,474 7,380 4,246 Cash to short-term debt 1.2 1.7 1.7 1.6 1.5
Change in cash flow 7917 5,830 3816 5,046 1,107
Returns & leverage (%)
Cash & equivalents, begin 14,539 22,539 28,369 32,185 37,231 ROAA 1.5 1.5 1.6 1.6 1.7
Forex 82 - - - - ROAE 10.5 8.3 8.8 9.7 10.3
Cash & equivalents, end 22,539 28,369 32,185 37,231 38,338 ST debt fo total debt 0.5 0.3 0.4 0.4 0.4
Payout ratio 24.9 15.3 17.2 17.9 16.9
Free cash flow 4,218 8,165 1.429 3,963 4,562
Liquidity (x)
Current ratio 1.4 1.6 1.5 1.4 1.3
Quick ratio 0.6 0.6 0.6 0.5 0.5

Source: Company data, CCBIS estimates
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Rating definitions:

Outperform (O) - expected return > 10% over the next twelve months
Neutral (N) - expected return between -10% and 10% over the next twelve months
Underperform (U) - expected return < -10% over the next twelve months

Analyst certification:

The author(s) of this document, hereby declare that: (i) all of the views expressed in this document accurately reflect his/her
personal views about any and all of the subject securities or issuers and were prepared in an independent manner; (ii) no part of
any of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in
this document; and (iii) he/she receives no insider information/non-public price-sensitive information in relation to the subject
securities or issuers which may influence the recommendations made by him. The author(s) of this document further confirm that (i)
neither he/she nor his/her respective associate(s) (as defined in the Code of Conduct for Persons Licensed by or Registered with
the Securities and Futures Commission issued by the Hong Kong Securities and Futures Commission) has dealt in/traded or will deal
in /trade the securities covered in this document in a manner contrary to his/her outstanding recommendation, or neither he/she
nor his/her respective associate(s) has dealt in or fraded in the securitfies covered in this document within 30 calendar days prior to
the date of issue of this document or will so deal in or frade such securities within 3 business days after the date of issue of this
document; (ii) neither he/she nor his/her respective associate(s) serves as an officer of any of the companies covered in this
document; and (i) neither he/she nor his/her respective associate(s) has any financial interests in the securities covered in this
document.

CCBI Group has had an investment banking relationship with Zhenro Properties Group Limited [6158 HK].

Disclaimers:

This document is prepared by CCB International Securities Limited. CCB International Securities Limited is a wholly-owned subsidiary
of CCB International (Holdings) Limited (“CCBIH") and China Construction Bank Corporation (*CCB"). Information herein has been
obtained from sources believed to be reliable but CCB International Securities Limited, its affiliates and/or subsidiaries (collectively
"CCBIS") do not guarantee, represent and warrant (either express or implied) its completeness or accuracy or appropriateness for
any purpose or any person whatsoever. Opinions and estimates constitute our judgment as of the date of this document and are
subject to change without notice. CCBIS seeks to update ifs research as appropriate, but various regulations may prevent it from
doing so. Besides certain industry reports published on a periodic basis, the large majority of reports are published at irregular
intfervals as appropriate according to the analyst's judgment. Forecasts, projections and valuations are inherently speculative in
nature and may be based on a number of contingencies. Readers should not regard the inclusion of any forecasts, projections
and valuations in this document as a representation or warranty by or on behalf of CCBIS that these forecasts, projections or
valuations or their underlying assumptions will be achieved. Investment involves risk and past performance is not indicative of future
results. Information in this document is not intended to constitute or be construed as legal, financial, accounting, business,
investment, tax or any professional advice for any prospective investors and should not be relied upon in that regard. This
document is for informational purposes only and should not be treated as an offer or solicitation for the purchase or sale of any
products, investments, securities, trading strategies or financial instruments of any kind in any jurisdiction. CCBIS makes no
representations on the availability of the securities covered in this document (or related investment) fo the recipients. The securifies
described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Neither CCBIS nor any other
persons accept any liability whatsoever for any loss or damages (whether direct, indirect, incidental, exemplary, compensatory,
punitive, special or consequential) arising from any use of this document or its contents or otherwise arising in connection therewith.
Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. The opinions and
recommendations herein do not take info account prospective investors’ financial circumstances, investment objectives, or
particular needs and are not intended as recommendations of particular securities, financial instfruments or strategies to any
prospective investors. The recipients of this document should consider this document as only a single factor in marking their
investment decision and shall be solely responsible for making their own independent investigation of the business, financial
condifion and prospects of companies referred to in this document. Readers are cautioned that (i) the price and value of securifies
referred to in this document and the income derived from them may fluctuate; (ii) past performance is not a guide to future
performance; (i) any analysis, ratings and recommendations made in this document are intended for long-term (at least for 12
months) and is not linked to a near-term assessment of the likely performance of the securities or companies in question. In any
event, future actual results may differ materially from those set forth in any forward-looking statements herein; (iv) future returns are
not guaranteed, and a loss of original capital may occur; and (v) fluctuations in exchange rates may adversely affect the value,
price orincome of any security or related instrument referred to in this document. It should be noted that this document covers only
those securities or companies as specified herein and does not extend to any derivative instruments thereof, the value of which
may be affected by many factors and may not correspond with the value of the underlying securities. Trading in these instfruments
is considered risky and are not suitable for all investors. While all reasonable care has been taken to ensure that the facts stated
herein are accurate and that the forward-looking statements, opinions and expectations contained herein are based on fair and
reasonable assumptions, CCBIS has not been able to verify independently such facts or assumptions and CCBIS shall not be liable
for the accuracy, completeness or correctness thereof and no representation or warranty is made, express or implied, in this regard.
All pricing referred to in this document is as of the close of local market for the securities discussed, unless otherwise stated and for
information purposes only. There is no representation that any transaction can or could have been effected at those prices, and
any prices do not necessarily reflect CCBIS' internal books and records or theoretical model-based valuations and may be based
on certain assumptions. Different assumptions could result in substantially different results. Any statements which may be contained
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herein atfributed to a third- party represent CCBIS’ interpretation of the data, information and/or opinions provided by that third
party either publicly or through a subscription service, and such use and interpretation have not been reviewed or endorsed by the
third party. Reproduction and distribution of these third party contents in any form is prohibited except with the prior written
consent of such third party. The recipients must make their own assessments of the relevance, accuracy and adequacy of the
information contained in this document and make such independent investigation as they may consider necessary or appropriate
for such purpose. Recipients should seek independent legal, financial, accounting, business, investment and/or tax advice if they
have any doubt about the contents of this document and satisfy themselves prior to making any investment decision that such
investment is in line with their own investment objectives and horizons. Use of hyperlinks to other internet sites or resources (if any) as
referred to in this document is at users’ own risk. They are provided solely for the purpose of convenience and information and the
content of these internet sites or resources does not in any way form part of this document. The contents, accuracy, opinion
expressed, and other links provided af these sites are not investigated, verified, monitored, or endorsed by CCBIS. CCBIS expressly
disclaims any responsibility for and does not guarantee, represent and warrant (either express or implied) the completeness,
accuracy, appropriateness, availability or security of information found on these websites. Users of these websites are solely
responsible for making all enquiries, investigation and risk assessment before proceeding with any online or offline access or
fransaction with any of these third parties. All activities conducted by users via or at these websites are at their own risk. CCBIS does
not guarantee the security of any information users may forward or be requested to provide to any third parties via these websites.
Users are deemed fo have irrevocably waived any claims against CCBIS for any loss or damage suffered as a result of any access
to or interaction with any of these websites. Upon request CCBIS may provide specialized research products or services to certain
customers focusing on the prospects for specific securities as compared with other covered securities over varying time horizons or
under differing market conditions. While the views expressed in these situations may not always be directionally consistent with the
long-term views expressed in the analyst's published research, CCBIS has procedures in place to prevent selective disclosure and
will update the relevant readers when our views has changed. CCBIS also has procedures in place fo identfify and manage
potential conflicts of interest that may arise in connection with its research business and services. Chinese Wall procedures are also
in place to ensure that any confidential and/or price sensitive information is properly handled. CCBIS will use its best endeavors to
comply with the relevant laws and regulations in this respect. Nevertheless, the recipients should be aware that CCB, CCBIS, their
affiliates and/or their officers, directors and employees may do business with the issuer(s) of the securities covered in this document,
including investment banking business or direct investment business or may hold interest in (and/or later add or dispose) such
securities (or in any related investment) for themselves and/or on behalf of their clients from time to time. As a result, investors
should be aware that CCBIS may have a conflict of interest that could affect the objectivity of this document and CCBIS will not
assume any responsibility in respect thereof. Further, the information contained herein may differ or be confrary to opinions
expressed by other associates of CCBIS or other members of the CCB or CCBIH group of companies. Where this document refers to
any products, investments, securifies, financial instruments or industry sectors, this is for the information of the institutional and
professional customers of CCBIS only and this document should not be distributed to retail customers. This document is not directed
at you if CCBIS is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You
should safisfy yourself before reading it that CCBIS is permitted to provide research material concerning investments to you and
that you are permitted and entfitled to receive and read the document under relevant legislation and regulations. In particular, this
document is only distributed to certain US Persons to whom CCBIS is permitted to distribute according to US securities laws, but
cannoft otherwise be distributed or tfransmitted, whether directly or indirectly, into the US or fo any other US person. Any US person
(as defined under the Exchange Act or the U.S. Infernal Revenue Code of 1986, as amended) who is a recipient of this material
wishing to effect any transaction to buy or sell securities or related financial instruments based on the information provided herein
should direct such fransaction exclusively to and such transaction shall be effected only through CCB International Overseas (USA),
Inc. This document also cannot be distributed or tfransmitted, whether directly or indirectly, into Japan and Canada and not to the
general public in the People’s Republic of China (for the purpose of this document, excluding Hong Kong, Macau and Taiwan)
unless under applicable laws. Any unauthorized reproduction or redistribution by any means to any persons, in whole or in part of
this document is strictly prohibited and CCBIS accepts no liability whatsoever for the actions of third parties in distributing this
research report. If this document has been distributed by electronic transmission, such as e-mail, then such fransmission cannot be
guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or
contain viruses. CCBIS therefore does not accept liability for any errors or omissions in the contents of this document, which may
arise as a result of electronic fransmission. The disclosures contained in this document prepared by CCBIS shall be governed by and
construed in accordance with the laws of Hong Kong.

Distribution in Singapore: The information/research herein is prepared by CCB International Securities Limited (“CCBIS"), a foreign
affiliate of CCB International (Singapore) Pte Ltd (“CCBISG") (Co. Reg, No. 201531408W). CCBISG holds a capital markets services
license from the Monetary Authority of Singapore for fund management, dealing in capital market products (specifically securities
and collective investment schemes) and providing custodial services, and is an Exempt Financial Adviser under the Financial
Advisers Act in respect of advising others by issuing or promulgating research analysis or research reports. CCBIS may distribute
information/research pursuant to an arrangement with CCBISG under Regulation 32C of the Financial Advisers Regulations. CCBIS is
licensed in Hong Kong to provide such information/research reports. Singapore recipients should contact CCBISG at +65-68071880
for matters arising from, or in connection with the information distributed.
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