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China Property
The 3rd Industry Revolution & The 2nd Round of Supply-side Reform
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China's property industry is entering its third revolution with completed home sales +852-2501-2438
reform (from pre-sales, which has been implemented for 28+ years), after the 1998
abolition of welfare housing allocation system and the 2002 land tender-auction-
listing system. Together with the introduction of project company system and lead- Cindy Li

bank system, this is a comprehensive restructuring of property development and +852-2501-2710
financing. It marks the second round of supply-side reform for the industry.
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Longer cash conversion cycle — The new PBOC & NFRA financing framework
required disbursement of mortgage proceeds after project completion filing. Thus
regardless of whether a project is eligible for pre-sales (decided by MOHURD), cash
collection will only take place upon completion (decided by PBOC & NFRA).

Impact to physical market — (a) New home supply squeeze in core cities due to
lengthened launch cycle to 1.5-2.5 years (from 6-10 months). (b) A faster supply-
demand rebalancing at core cities that backs home price recovery in ‘27E. (c) Buying
power channeled into secondary market & new homes competes only on products.
(d) Land sales at est. Rmb1.8bn in ‘26E (7M26: Rmb1.2bn, -31%yoy).

Impact to property firms — The policy could reduce earnings by 8-17%, bring down
DP NPM to 4% from 6%, and project IRR from ¢.20-25% to 3-7%, before any resetin
land price. IRR is likely no longer a threshold in deciding new investments. If DP NPM
falls below 5%, we est. its ROIC would be comparable to IP. With equity multiplier
capped by Three Red Lines (since 2020) and asset turnover limited by completed-
home sales, NPM becomes the only meaningful swing factor for ROE now, in our
view. To offset profit impact, home prices would have to rise by ~7%; to offset ROE
impact, it hastorise more than 40%. To achieve a similar sales scale, developers may
need to invest 70-120% more of own capital, or increase operating leverage by
relying on suppliers’ balance sheet. Noting cash outflows are primarily driven by land
and capex, with land costs representing a higher proportion in T1 cities while capex
at alarger sharein T3/4 cities, we believe slower asset turnover would have a greater
impact on both the magnitude and timing of cash outflows for projects in T3/4 cities.
However, as many T3/4 cities are already selling completed homes due to the
inventory issue, the actual impact on sales volumes is likely more limited.

Beneficiaries on accelerating oligopoly formation — [1] names with sufficient land
acq, strong B/S and low funding costs: COLI, CRL, etc; [2] secondary agency biz:
Beike; [3] high % of completed home sales: COGO:; [4] quality products: Jinmao.

ST pain, LT gain; favour oligopoly leaders as supply-demand improves in '27E —
The market has partially priced in risks from the completed-home sales policy,
including a smaller new home market & earnings/ ROE pressure from a lengthened
cash cycle. Expect near-term volatility as policy implications are digested. However,
we believe the reform accelerates oligopoly formation and rebalances supply-
demand in core cities, supporting home price recovery in ‘27E. 4Q pullbacks offer
tactical entry points into year-end, given a short-term sales pickup across the last
two weekends and as local govts are expected to announce further details and
mitigating measures. We favour developers with strong B/S, low funding costs, and
ample recent land banks in '25/8M26. Top picks: COLI, CRL, Beike, Jinmao.

See Appendix A-1for Analyst Certification, Important Disclosures and Research Analyst Affiliations.
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The “Third Revolution” in China Property Industry

We view the new policy on completed home sales as the third revolution in China
property, after the abolition of welfare housing allocation in 1998 & the
introduction of land tender-auction-listing system in 2002, China has adopted the
pre-sales model since 1998 for more than 28 years.

Reshaping China’s property development model; a comprehensive property
reform package on sales, credit & capital market: We view the new policiesas a
comprehensive reform package rather than a single issuance, comprising three
foundational systems and five supporting documents. At its core, the framework
introduces the completed-home sales system, project company system and lead-
bank system, representing a key step toward establishing China's new property
development model.

Figure 1. The “8.28" Policy Framework: Supporting the Transition Towards Completed Home Sales
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® New policy of completion home sales - from sales scale to quality: Ministry of
Housing, MNR & NFRA jointly issued new measures to reform China's housing
sales system (28" Aug):
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1) raise the home sales threshold to the completion of structural topping-out
from pre-sales; specific thresholds are to be set by local govt on local
conditions;

2) progressively promote completed-home sales: new lands prioritized for
completed home sales & existing eligible projects encouraged to adopt the
model;

3) tighten escrow & supervision of presale proceeds through a designated
lead-bank framework;

4) permit developers to collect limited deposits from home-buyers after
construction permit obtained;

5) support transition via coordinated policies on land supply, project
financing, construction quality, streamlined approvals.

® New policy on financing - from corporate creditability to project based
financing: PBOC and NFRA jointly issued Opinions on Reforming and Improving
Real Estate Credit Management (28" Aug):

(1) Individual mortgage: max tenor is extended to 40 years from 30 years, with
amount cap at appraised value;

(2) Residential project loans: pre-sale project at up to 3 years tenor in
principle (max 5 years); completed-home sales projects at up to 5 years in
principle (max 7 years);

(3) Commercial development loans: tenor up to 7 years in principle;

(4) mortgage disbursement: for completed units, can be disbursed after sales
registration; for pre-sold units can only be disbursed after completion filing;

(5) Operating loans: max tenor of 15 years, subject to 70% LTV cap to
appraised value.

B More accommodative with built-in buffers than feared — The framewaork
emphasizes a phased rollout with differentiated treatment on local conditions.
We view this is a gradual, not a disruptive transition with flexibility on:

i) specific thresholds are to be set by local govts;

ii) completed home sales is a "preferred option” for new lands or projects not
yet obtained planning approval while existing landbank are only
“encouraged”, not mandated to be adopted;

iii) threshold is raised to superstructure topping-out (same as in Shanghai &
Beijing now)}, not a full completion;

iv) allow property firms to collect small deposits from buyers after
construction permit.

Quantifying policy impacts before mitigating measures

m (I) Physical market:

1) Expect new home volume & new starts to be down 30% with a supply
squeeze in ‘27/28E given lengthened launch cycle from 6 months to 1.5-2
years. This may support home prices at core cities.

2) buying power channeled into secondary market in “27E & new homes
competes only (with each other & with secondary homes) on products
(product quality, product diversification, etc; no longer compete on delivery
timing, as now new homes have to be sold as a completed product).

3) land premium to be settled by installment to local government to avoid
land sales revenue collapse.
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- 4)land sales revenue to Rmb1.8trn in '26E (25: Rmb4 1trn).

m (I} Industry landscape: accelerating formation of an oligopolistic market. The
longer cash conversion (from 6—8 months to 10-18 months) raises entry barriers,
m (ll]) Property firms:

- Earnings could shrink by 8-17%, with DP NPM lowering from 6% to 4%, and
IRR from ¢.20-25% to 7-9%, before any reset in land price given more finance
costincurred.

- Developers may need to invest 70-120% more of their own capital to maintain
asimilar sales scale due to slower asset turn.

— ROE drag and higher cost of capital.

® (V) Home buyers: an extension of mortgage tenors to 40 years from 30 years
could increase the total interest payments by 39%, on our estimate.

Figure 2. Quantify Impact from “8.28"” New Policy Package Before Mitigating Measures
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Timeline for pre-sales vs. completed home sales: anillustration

Figure 3. Property Development and Sales Timeline for Pre-Sales vs. Completed Home Sales
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© 2026 Citigroup Inc. Noredistribution without Citigroup's wrnitten permission.

Source: Citi Research estimates

Longer cash conversion cycle and lower returns

Impact to listed names: 1) form an oligopolistic era: longer cash conversion {from
6-12 months to 2-3 years) raises entry barriers; 2) more finance cost incurred; 3)
ROE and IRR drag; 4) higher cost of capital: 5) need to invest 70-120% more of their
own capital to maintain a similar sales scale due to slower asset turn.

® Key beneficiaries

[1] names with ample landbanking in "25/1H26, strong B/S and low funding
costs: COLI, CRL, etc;

[2] secondary agency biz: Beike;

[3] high % of completed home sales: COGO:;

[4] quality products: Jinmao.

B Negative for those under a high turnover model.

Figure 4. Citi Estimate Project Economics: Key Assumptions
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Figure 5. Citi Estimate Project Economics Under Three Sales Figure 6. Citi Estimate Project Economics Under Three Sales

Model (Assuming 3.5% Financing Cost for SOEs)
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Model (Assuming 6.5% Financing Cost for non-SOEs)
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Expect shrinking land sales and new starts

Physical market impacts:1) new home supply squeeze in core cities due to
lengthened launch cycle; 2) support a faster supply-demand rebalancing at core
cities that facilitate home price recovery in ‘27E; 3) buying power channeled into
secondary market & new homes competes only (with each other & with secondary
homes) on products (product quality, product diversification, etc; no longer
compete on delivery timing, as now new homes have to be sold as a completed
product); 4) govt land revenue est. at Rmb1.8bn in ‘26E ('25: Rmb4.2bn).

Figure 7. Government Land Sales Revenue: estimate Rmb1.8trn in FY26E
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Figure 8. Land Sales: 20 Year Low since 2006
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Figure 9. New Starts: Expect -24%yoy in 2026E
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Figure 10. Impact of the Completed Sales Policy Across Different Tier Cities
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Source: Citi Research estimates

® Tght
Short inventory period; high completed home share

Core vs, periphery divergence; highest intra-city spread

@ Extended

Prolonged inventory period; inventory pressure accumulating

® Long
Passively high completed home share; structurally elevated inventory

Figure 11. Land Sales, Secondary Sales and Primary Sales by City Tier
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Listed names: sufficient 2025-1H26 land purchase is key

2025 land purchase is favored (more reasonable land price, already
received construction permit) over 1H26 over neither

Figure 12. Listed Property Names’'2025- 1H26 Land
Acquisition Attributable Cost

Figure 13. Listed Property Names' 2025 Land Acquisition
Attributable Cost
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Figure 14. New Land Acq Cost in 2025-1H26: 80% in top-10 cities and 91% in top-20 cities (by % of attributable cost)
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Landbank: ranges from 2.5 years to 9.0 years

Figure 15. Citi Estimate Landbank Year for Selected Listed Names (avg 5.7 years based on 2026E GFA sold)
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Completed home sales already account for 32% of property sales

Figure 16. National Completed Home Sales % Figure 17. Listed Names: % of Completed Home Sales in

1H26
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Sector Valuations

Figure 18. China Property Sector — Valuations (9-Sep-2026) Citi Rating: 1- Buy; 2 — Neutral; 3 - Sell; H - High Risk
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Sunac 1918 HK 0.58 1,477 2H 400 -86% 0.60 NA NA NA 01 0.2 02 - -
Vanke 2202 HK 240 5,297 3 1802 -87% 1.55 NA NA NA 03 03 03 - - -
Y uexiu 0123 HK 324 1,661 1 1534 -79% 460] 1376 823 16.1 02 0.2 02 03% 05% 28%
Average for H-share -62% 1.2 9.4 1.5 0.5 0.4 04 39% 41% 4.3%
China Property Names (A-share)
CMSK 001979.52 6.82 9,163 1 1829 -63% 11000 262 268 271 0.6 06 06] 15% 15% 15%
Gemdale 60038355 2.32 1,561 3H 868 -73% 1.74 NA NA 369 0.2 0.3 0.2 - - -
Hangzhou Binjiang 002244 57 8.40 3,895 1 NA NA  11.00 138 140 138 08 08 07] 07% 07% O07%
Poly Dev & Hdgs 600048 55 522 9,312 1 1306 -60% 7.00 87.2 16.4 89 0.3 0.3 03] 05% 25% 45%
Vanke 00000252 319 5,297 3 667 -52% 2.00 NA NA NA 04 0.5 0.5 - - -
Average for A-share -52% 49.4 20.2 10.4 0.5 0.5 0.54 0.7% 1.4% 2.0%|
Overall Avg. for China Property Names -59% 195 113 7.8 0.5 0.5 05 29% 3.2% 3.6%|
F.‘*U'II' Pm—ﬂl nURTEY HRN—FHR, BOKSYEY
Beike EN 17.27 19,792 1 NA NA  2660] 156 141 135 1.9 18 17 29% 32% 33%
Beike 2423.I-I< 44 96 19,700 1 NA NA 7540 155 14.0 135 1.9 18 17 29% 32% 33%
Property Management
CR Mixc 1209 HK 40.56 11,807 1 NA NA 5330 18.1 163 14 8 145 135 126] 55% 61% 68%

& 2026 Citigroup Inc. No redistribution without Citigroup’s written permission.

Source: DataCentral, Citi Research Estimates




