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CHINA REAL ESTATE

Quantify the impacts from a completed property sales model

Over the past decades,China introduced several key measures that materially Yi CFA
impacted developer industry's profitability(egland_appreciation tax(LAT)in 2007),  vivenoadmarnacts cn
room for leverage(eg.bank loans can not be used for land pavment in 2008)and Company Limted
asset turnover(eg.“70/90°rule in 2006).But with decades of bull run during hi Xu
1998-2021,developers'profitability and returns are still managed at a level far ;ﬁi’é‘;‘iﬁ?ﬁf‘ﬂmm
above their cost of capital.But the new'828"policy could potentially lead to a Compony Ling o
significant impact to developers'investment return outlook.Our recent Zihan  Wang
conversations with investors focused on the quantitative assessment of the impact +8612112401-8601)

as well as the potential mitigation.Given local authorities'implementation B
details/practice still need to be seen(such as land payment terms,deposit rate, Company  Limited

under which conditions sales proceeds might be withdrawn before completion etc.),
we have not factored in the new policy in our estimates for now but willfollow up
once city level implementation details become available.

The impact and potential mitigation at project level:if the new policy is strictly
implemented.new project's IRR willbe significantly hurt(from mid-to-high teen level
to mid-single digit)in the current downturn which could lead to a soon frozen land
market. Though implementation details have not been disclosed yet,we estimate in
order to restore IRR to 10%or above,one of below scenarios need to happen:1)
government base land price needs to be reduced by 15%or more;2)land payment
needs to be back-end loaded in year 2 or 3 after year 1 acquisition;3)ASP needs to
increase by 10%or more;4)construction cycle needs to be shortened by a year(eg.,
from 3 years to 2 years).Nevertheless,even IRR could be restored the cash available
for land banking will still be substantially reduced,suggesting a shrinking DP
portfolio for our coverage in 2-3 years time, after their current land bank are mostly
depleted.

Which developers might see lower near-term impact:on a relative basis,the
near-term earnings and growth impact willbe smaller for developers with 1)higher
saleable resources against their run-rate. 2)higher exposure in top-tier cities (see
our city-level impact summary in Exhibit 2);mortgage extending requisite is also
already tighter than in lower-tier cities;3)construction cycle is shorter due to either
efficiency or product type (lower rise ones);4)lower financing cost and leverage;5)
significant share of recurring income.We summarized these points for our coverage
in Exhibit 5.Among our coverage,we estimate COLI's DP portfolio will be least
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impacted by the new policy.

Is much lower supply supporting property price recovery:Yes.But we expect the
coming 1-2 years'price recovery path to stay largely the same as if there was no “828"
policy as the current saleable inventory remains high.In addition,we also estimate
today's sell-through improvement in the primary market is largely concentrated at new
generation products built since 2024,not the vintage inventory. That said,we expect
impacts at different city tiers to be divergent as summarized in Exhibit 2.

How much land sales and new starts could fall:in the strictest implementation
scenario,we believe land sales could fall 2/3 or more from current level when
developers'current land bank are largely depleted,implying about GFA200mn new
starts level or less down the road.from our 2026E/2027E estimate of
GFA458mn/435mn sgm.

Post the policy announcement,the share price of the sector has corrected by 10%,
implying 0.4X2026 P/B against 4%average ROE(excl China Vanke).We expect
near-term share prices to remain volatile until more clarity of implementation details.
That said,taking the example of CRL(1109.HK,Buy),our analysis suggests negative
valuation is assigned to its DP business anyway While the return and growth outlook
remain to be seen,the long-term industry consolidation outlook remains intact and
valuation already looks depressed.Retain Buy ratings on CRL,COLI,Jinmao and

Greentown.

Exhibit 1:Quantify the impact from 828 Policy on project level IRR,net margin,AP and total leverage
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Exhibit 2:Summary of city level impacts
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Source:NBS,CREIS,Goldman Sachs Global Investment Research

Related research

China Propertv:Transition to a new sales model:limited near-term impact.but_healthier
industry development over the longer term

China_Propertv:New development on _land tenure renewal.long-term positive for
stronger players

China Propertv:New policv easing in Beiiing could support 40 sales outlook and stock
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China Property:Positioning ahead(No.2):Share rally-what's priced in

China Property:Positioning ahead of Tier-1 cities turnaround

China_Property:What would it take to clear China's housing inventory(No.3):Forming a

positive feedback loop is the key

Comparison of the three sales models

Below Exhibit summarized the cash flow comparison of three sales models based on
“828"announcement.

Exhibit 3:Comparison of three models
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Better sell-through for new generation products &summary of developersexisting DP portfolio;
COLI's DP portfolio willbe least impacted, in our view

Exhibit 4:Sell-through has been improving meaningfully
since 2024, reflecting better sales from new generation

products,in our view
New launches and sales volume in 80 cities monitored by CRIC
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Exhibit 5:We see COL's DP business as most defensive among our coverage universe given higher saleable resources,
shorter construction cycle,low leverage and financing cost
Assessing the near—term impact
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Recurring gross profit %above 100%indicates loss-making DP business.

Source:Company data.Goldman Sachs Global Investment Research

Valuation:already depressed valuation on developers'DP business

Exhibit 6:PB valuation already depressed to reflect weaker ROE outlook
Summary of ROE and GPM of COLI,CR Land and SHKP
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Exhibit 7:Trailing P/B of COLLCR Land and SHKP

Exhibit 8:We see current share price of CR Land implying
negative valuation for DP business
Derivation of trading implied DP valution for CR Land
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China developers'valuation comparisons

Exhibit 9:China developers‘valuation comparisons
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