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Longfor (960 HK)

A Wholly Owned Subsidiary Of China Merchants Bank

. _ Y
Wu'’s retirement: short-term pain for long-term gain

We think Ms Wu’s resignation may create some short-term volatility mainly
because 1) Ms Wu is the idol of many investors and industry’s spiritual leader. 2)
This came sooner than market's expectation especially when the industry is
facing pressure. However, from company’s long-term perspective, Longfor is
likely to become one of the few POEs to pass through this down cycle as 1) its
sales is back on track with 3Q sales already up YoY and Oct sales is likely to
further improve MoM. 2) Financing channel may further open up for its shopping
mall-collateral debts (IP worth RMB180bn, a 20% LTV may give Longfor
RMB36bn additional debt). So it will early redeem almost all the debts due in
1H23. 3) Most importantly, a stable and energetic management team (Mr. Chen,
Shao and Zhao) will continue to execute C1-C5 strategy in the long term
(Revenue from C2-C5 may reach RMB25bn this year). So we think the short-term
downside is limited and may touch 0.5x PB (currently 0.58x PB) before seeing
strong support.

B What’s new: After market close of 28 Oct, Longfor announced major
management change. Its founder Ms.Wu Yajun resigned from Chairlady
position and the current CEO Mr. Chen Xuping is promoted to take over
Chairman. At the same time, Vice Chairman Mr. Shao will also become non-
executive director from previous executive director. This series of change is
another milestone for Longfor’s future after Mr. Chen Xuping took over CEO
during March 2022.

B Details of conference call:

- Ms. Wu’s resignation is partly due to physical condition that she is
under several chronic illness that may not be fit enough for heavy work.
Also, this power change is not something urgent, but a plan over 10
years to find the right person and build up the right corporation culture.
Ms. Wu said she could have announced it much earlier but insisted to
stay with the company to overcome the previous short-selling event.

- Earnings outlook: Management expects no earnings guidance change
that 2022 NP will stay flat or slightly up while revenue may grow 15-20%
YoY. In particular, the operating income (C2 — C5 segments) may reach
RMB25bn this year and Mr. Chen is confident to achieve RMB100bn in
the longer term.

- Sales and land acquisition update: 3Q sales already turned positive
YoY. Management is confident to keep its current sales scale at
RMB200bn+ even the industry size is half to RMB9tn. Longfor continued
to buy 10 plots in Sep-Oct with NPM at 13-15% range and will likely to
get another piece in Suzhou soon. So strategically, management has
exited 30+ cities and focused just on 30 core cities in the long term.

- Financing: By 2022 year end, Longfor will early redeem almost all the
debts in 1H23, including USD300mn offshore debt due in April.
Management said the financing channel remains smooth after Ms Wu’s
resignation and they expect to do more long-term financing (up to 10-15
years term) using its shopping malls as collateral (currently the LTV is
very low as they seldom use this channel).
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Earnings Summary

(YE 31 Dec) FY18A FY19A FY20A FY21A FY22E
Revenue (RMB mn) 115,798 151,026 184,547 212,992 233,116
YoY growth (%) 60.7 30.4 22.2 15.4 9.4
Net income (RMB mn) 16,237 18,337 20,002 30,008 31,237
EPS (RMB) 2.779 3.130 3.410 5.014 5.219
YoY growth (%) 28.0 12.6 9.0 47.0 4.1
Consensus EPS (RMB) N.A. N.A. 3.2 3.7 43
P/E (x) 5.3 4.5 4.0 25 2.0
P/B (x) 2.2 1.9 0.9 0.5 0.5
Yield (%) 3.3 4.0 4.8 5.4 6.7
ROE (%) 19.9 19.5 18.6 25.2 22.3
Net gearing (%) 52.9 51.0 46.5 58.9 57.0

Source: Company data, Bloomberg, CMBIGM estimates
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20A FY21A FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20A FY21A FY22E
Revenue 115,798 151,026 184,547 212,992 233,116 EBIT 32,212 40,951 43,624 60,477 62,986
Property development 108,719 140,793 170,981 195,000 209,250 D&A 223 142 258 245 272
Property investment 4,090 5,789 7,576 9,917 12,982 Change in working capital 55,342 (24,448) (16,811) (19,000) (11,200)
Property management 2,989 4,444 5,990 8,074 10,884 Income tax paid (10,247) (11,234) (15,615) (23,071) (24,141)
Cost of sales (76,270) (100,229) (130,517) (141,090) (157,930) Others 343 43,164 39,062 (10,795) (13,582)
Gross profit 39,529 50,797 54,031 71,902 75,186 Net cash from operating 77,874 48575 36,730 7,856 14,335
Other income and gains 1,274 710 1,922 1,355 1,320 Capex (88,367) (45,153) (14,631) (18,478) (12,406)
Distribution expenses (3,193) (4,034) (5,034) (5,112) (5,362) Associates/JV (12,453)  (7,750)  (4,052) 100 (700)
Administrative expenses (5,397) (6,521) (7,294) (7,668) (8,159) Other (15,143) 0 (22,721) 0 0
Other expenses 0 0 0 0 0 Net cash from investing (115,964) (52,903) (41,403) (18,378) (13,106)
Operating profit 32,212 40,951 43,624 60,477 62,986
Equity raised (129) 0 (161) 0 0
Finance expenses (75) 77) (106) (110) (119) Change of Debts 40,456 26,179 13,727 11,400 14,700
Associates/JV 643 1,352 1,282 1,250 1,250 Dividend paid (4,489) (6,152) (7,459) (8,679) (10,055)
Exceptional 4,702 3,735 1,570 0 0 Other 20,693 0 22,790 0 0
Pre-tax profit 37,483 45,961 46,370 61,617 64,116 Net cash from financing 56,531 20,027 28,897 2,721 4,645
Profits tax (16,592)  (19,409) (17,529) (22,771) (24,041) Net change in cash 18,441 15,699 16,223  (7,801) 5,874
Profit after tax 20,891 26,552 28,840 38,846 40,076 Cash at the beginning 26,642 45,083 60,782 43,995 36,194
Minority interest (4,654) (8,216) (8,838) (8,838) (8,838) Exchange difference 0 0 0 0 0
Perpetual 0 0 0 0 0 Cash atthe end 45,083 60,782 77,006 36,194 42,068
Net profit 16,237 18,337 20,002 30,008 31,237 Pledged deposit 181 169 0 169 169
Core profit 12,710 15,553 18,825 30,008 31,237 CashatBS 45264 60,952 77,006 36,363 42,238
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20A FY21A FY22E YE 31 Dec FY18A  FY19A  FY20A  FY21A FY22E
Non-current assets 134,855 156,983 188,383 207,127 223,477 Sales mix (%)
Fixed asset 3,366 1,982 2,809 2,350 2,500 Property development 93.9 93.2 92.6 91.6 89.8
Investment properties 84,410 130,804 152,486 168,000 180,000 Property investment 35 3.8 4.1 4.7 5.6
Associates/JV 14,937 14,805 18,135 17,300 18,000 Property management 2.6 2.9 3.2 3.8 4.7
Intangible assets 0 67 214 67 67 Total 100.0 100.0 100.0 100.0 100.0
Other non-current assets 32,142 9,325 14,739 19,410 22,910
Profit & loss ratios (%)
Current assets 372,029 495,261 576,776 482,290 513,627 Gross margin 34.1 33.6 29.3 33.8 323
Cash 45,264 60,952 77,828 46,520 51,777 Pre-tax margin 27.8 271 23.6 28.4 27.0
Account receivable 22,573 28,692 30,740 32,000 35,000 Net margin 14.0 12.1 10.8 14.1 13.4
Inventories 247,389 337,174 381,776 360,000 385,000 Effective taxrate 443 42.2 37.8 37.0 375
Other current assets 56,804 68,444 86,433 43,770 41,850
Balance sheet ratios
Current liabilities 249,844 333,920 399,508 325,809 342,209 Current ratio (x) 15 15 1.4 15 15
Borrowings 11,743 13,927 18,338 13,500 15,200 Receivable day 71.2 69.3 60.8 54.8 54.8
Trade and other payables 62,234 91,974 113,216 80,000 76,800 Payable day 196.2 2223 2239 137.1 120.2
Contract liabilities 113,440 155,156 182,389 172,000 192,000 Inventory day 11839 12279 1067.7 931.3 889.8
Deferred taxation 21,612 28,288 33,353 27,300 27,200 Net gearing ratio (%) 49.6 51.0 46.5 58.9 57.0
Other current liabilities 40,815 44,575 52,212 33,009 31,009
Returns (%)
Non-current liabilities 116,222 151,647 172,926 168,800 183,200 ROE 19.9 19.5 18.6 25.2 223
Borrowings 108,077 132,072 149,029 148,000 161,000 ROA 3.2 11.0 10.4 15.4 14.3
Other non-current liabilities 8,145 19,575 23,897 20,800 22,200
Per share data
Shareholders' equity 81,661 93,956 107,817 118,807 133,694 EPS (RMB) 2.78 3.13 3.41 5.01 5.22
Minority interest 59,157 72,721 84,380 76,000 78,000 DPS (RMB) 0.99 1.20 1.43 1.60 2.00
Perpetual bond 0 0 0 0 0 BVPS (RMB) 13.75 15.70 33.92 19.91 23.43
Total equity 140,818 166,678 192,724 194,807 211,694

Source: Company data, CMBIGM estimates
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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.

CMBIGM 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 CMBIGM

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

CMB International Global Market Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Market Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

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.
CMBIGM 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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients
of CMBIGM 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 CMBIGM 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. CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIGM provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change with out notice.
CMBIGM 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. CMBIGM may make investment decisions or take proprietary positions that are
inconsistent with the recommendations or views in this report.

CMBIGM 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 CMBIGM 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 CMBIGM may have a conflict of interest that
could affect the objectivity of this report and CMBIGM 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 CMBIGM.

Additional information on recommended securities is available upon request.

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 (ll) 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 CMBIGM.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBIGMG) (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. CMBIGMG 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, CMBIGMG accepts legal responsibility for the
contents of the report to such persons only to the extent required by law. Singapore recipients should contact CMBIGMG at +65 6350 4400 for
matters arising from, or in connection with the report.
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