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COLI (688 HK)

FY22E preview: page not yet turned

We estimate COLI to deliver 20% YoY decline in 2022E core profit, close to buy-
side expectation. Moreover, the earnings slide may continue into 2023E (-7%
YoY) due to sales decline in 2022 (-15% YoY). This has made COLI’s valuation
not cheap enough to investors at 6.7/7.3x 2022/23E despite the recent pull back.
Forward-looking, we expect the leading indicator — its 2023E sales growth to
turn positive due to abundant sellable resources in high-tier cities and improving
market after reopening and policy relaxation. This may support COLI’s share
price and earnings recovery in 2024E. Therefore, we maintain Buy but it is worth
waiting for clearer sign of sales growth to long the stock. Catalyst: Policy
relaxation in Tier 1 cities; Risk: 2022E earnings miss.

B FY22E earnings preview: After a lackluster 3Q22 operation data
(Revenue/EBIT -59%/-77% YoY), we expect 2022E core net profits to
decline 20% YoY to RMB29bn. The main reasons are mainly because of -36%
YoY in 9M22 EBIT and COVID impact on construction in 4Q. GP margin is
estimated to lower further to 21% in 2022E vs. 23% in 2021. As for 2023E
NP, itis likely to remain under pressure and decline another 7% YoY due to
15% sales decline in 2022. We suggest investors may pay attention to its
2023E sales, which is the leading indicator of earnings and also the key to
the asset turnover/ROE.

B 2023E sales outlook towards positive territory: COLI (excl. COGO)
finished 2022 with only 15% sales YoY decline, which is in the first category
just behind Yuexiu, CRL, Binjiang and CM Shekou. This is mainly attributed
to its abundant sellable resources in high-tier cities (90% of its land bank).
Looking into 2023E, we expect COLI to deliver a positive sales growth as 1)
it has maintained steady land investments in 2022 with land acquisition/sales
at 31%. This can help COLI maintain at least similar sellable resources in
2022. 2) An improving sell-through rate on reopening and policy relaxation.
As for the gratitude of recovery, it is still of high uncertainty which depends
on if any relaxation in Tier 1 cities.

B TP cut and Maintain Buy. We cut our 2023/24E earnings by 9%/12% to
reflect a lower sales booking and margin pressure. Also we revise down TP
by 8% to use a deeper discount to NAV at 60% (previously at 55%). We
maintain Buy rating on foreseeable sales growth, sales margin recovery in
2023E and attractive valuation at 0.6x PB (vs. its 5-YR historical average of
0.8x, even no premium over Vanke H and Midea).

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Revenue (RMB mn) 185,790 242,241 219,904 189,591 209,634
YoY growth (%) 13.5 30.4 -9.2 -13.8 10.6
Net income (RMB mn) 38,030 36,380 29,181 27,074 31,311
EPS (RMB) 3.47 3.32 2.67 2.47 2.86
YoY growth (%) -8.7 -4.2 -19.8 -7.2 15.6
Consensus EPS (RMB) N.A. N.A. 2.7 2.7 3.0
P/E (x) 5.2 5.4 6.7 7.3 6.3
P/B (x) 0.6 0.6 0.6 0.5 0.5
Yield (%) 5.6 5.7 4.6 4.3 5.0
ROE (%) 14.0 11.7 8.2 7.5 8.3
Net gearing (%) 31.2 311 41.6 50.3 60.7

Source: Company data, Bloomberg, CMBI GLOBAL MARKET estimates
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Figure 1: COLI’s sales YoY decline was -15% in 2022 if excl. COGO

Sales (RMB bn) Dec-22 YoY MoM Nov-22 YoY 2022 sales YoY 2021 sales YoY
Yuexiu 221 10% 87% 11.8 -11% 1250 9% 115.2 20%
CR Land 49.6 10% 81% 275 35% 301.3 -5% 315.7 11%
Binjiang 20.4 40% 34% 15.3 11% 1539 -9% 169.1 24%
CM Shekou 42.6 -3% 82% 235 -71% 292.6 -10% 326.8 18%
Poly 57.2 56% 54% 37.0 -3% 457.3 -15% 534.9 6%
COLF 38.1 -4% 58% 24.1 -11% 294.7 -20% 369.5 2%
Gemdale 204 -15% 13% 18.0 3% 221.8 -23% 286.7 18%
Sino-Ocean 10.8 -30% -1% 10.9 -28% 100.3 -26% 136.3 4%
Longfor 18.4 -54% 5% 17.5 -23% 201.6 -30% 290.1 10%
Vanke 39.8 -37% 31% 304 -29% 416.9 -34% 627.8 -11%
Country Garden (attri) 22.0 -2% -15% 26.0 -37% 357.5 -36% 558.0 -2%
China SCE 4.6 -32% 9% 4.2 -44% 59.0 -44% 104.5 3%
CIFI 6.4 -70% 55% 4.2 -75% 124.0 -50% 247.3 7%
Shimao 7.0 -37% 8% 6.5 -60% 86.5 -68% 269.1 -10%
Sunac China 8.2 -83% 2% 8.0 -78% 169.3 -72% 597.4 4%
Average 368 -19% 39% 265 -25% 3,362 -32% 4,948 -10%

Source: Company data, CMBI GLOBAL MARKET

Figure 2: COLI (excl COGO)’s land acquisition/sales at 31%, in line with others
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Figure 3: Historical PB chart
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Figure 4: New Target price derived
COLI NAV calculation

attributable land bank (mn sqm): 41.0
2022 ASP (RMB/sgm): 21700
ASP assumption

- 2022E 0%
- 2023E 0%
- 2024E 0%
- 2025E 0%
Land cost (RMB/sgqm): 10,000
Construction cost (RMB/sgm): 4,000
Interest (RMB/sqm): 400
Construction cost assumption

- 2022E 0%
- 2023E 1%
- 2024E 1%
- 2025E 1%
SG&A/Sales 3%

2022E 2023E 2024E  2025E

Sales volume (mn sgm) 10.2 11.0 11.0 8.7
ASP 21,700 21,700 21,700 21,700
Attributable Sales value (RMB bn) 222 239 239 189
COGS 147 160 162 163
SG&A 7 7 7 6
Tax 24 25 24 7
Profits 44 47 45 13
DCF 44 44 41 11
NAV of current landbank (RMB bn) 140
IP (RMB bn) 166
Attributtable Equity (RMB bn) 344
Total NAV (RMB bn) 650
Discount to NAV 60%
HKDRMB 0.9
Target price (HKD/share) 279

Source: Company data, CMBI GLOBAL MARKET
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E
Revenue 185,790 242,241 219,904 189,591 209,634 EBIT 56,040 54,770 44,927 41,473 47,494
Property development 180,786 236,356 212,720 180,812 198,893 Depreciation and amortization 371 408 552 580 590
Rental income 4,052 4,667 5601 6,721 8,065 Change in working capital (19,336 (12,431 (26,892 (34,353 (20,699
Others 952 1,218 1,583 2,058 2,676 Income tax paid (20,896 (21,509 (14,354 (12,802 (14,350
Cost of sales (129,96 (185,21 (173,72 (147,88 (161,41 Others (4,978) 1,327 (28,267 (23,652 (40,630
Gross profit 55,821 57,026 46,180 41,710 48,216 Net cash from operating 11,201 22,565 (24,034 (28,754 (27,595
Other income and gains 6,363 4712 5561 5637 5773 Capex (12,087 (8,062) 277 480 490
Distribution expenses (3,513) (3,778) (3,515) (3,031) (3,351) Associates/IJV 8,446 (5,494) (998) (247) (285)
Administrative expenses (2,631) (3,191) (3,299) (2,844) (3,145) Other (403) (910) 0 0 0
Other expenses 0 0 0 0 0 Net cash from investing (4,044) (14,465 (721) 233 205
Operating profit 56,040 54,770 44,927 41,473 47,494
Equity raised 0 0 0 0 0
Finance expenses (884) (866) (1,365) (1,570) (1,806) Change of Debts 26,760 32,627 36,288 41,732 47,991
Associates/JV 4,856 3,686 3,093 3,093 3,093 Dividend paid (10,627 8,452 (12,696 (7,413) (15,870
Exceptional 9,191 5,540 0 0 0 Other (8,098) (26,654 0 0 0
Pre-tax profit 69,204 63,130 46,655 42,996 48,781 Net cash from financing 8,035 14,426 23,592 34,318 32,121
Profits tax (21,495) (20,068) (14,354) (12,802) (14,350) Net change in cash 15,192 22,525 (1,163) 5,797 4,730
Profit after tax 47,709 43,062 32,301 30,194 34,431 Cash at the beginning 92,895 107,66 129,86 123,69 124,49
Minority interest (3,805) (2,906) (3,120) (3,120) (3,120) Exchange difference (423) (328) (5,000) (5,000) (5,000)
Perpetual 0 0 0 0 0 Cash at the end 107,66 129,86 123,69 124,49 124,22
Net profit 43,904 40,155 29,181 27,074 31,311 Pledged deposit 2,805 1,095 2,553 2,553 2,553
Core profit 38,030 36,380 29,181 27,074 31,311 CashatBS 110,46 130,95 126,25 127,04 126,77
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Non-current assets 187,404 220,950 254,073 265,844 298,288 Sales mix (%)
Fixed asset 5,011 5,524 5,800 5,900 6,000 Property development 97.3 97.6 96.7 95.4 94.9
Investment properties 140,879 166,204 191,135 200,691 230,795 Rental income 2.2 1.9 2.5 35 3.8
Associates/JV 33,314 40,571 42,599 43,877 45,194 Others 0.5 0.5 0.7 11 1.3
Intangible assets 56 56 5,134 5,078 5,021 Total 100.0 100.0 100.0 100.0 100.0
Other non-current assets 8,144 8,594 9,405 10,297 11,278
Profit & loss ratios (%)
Current assets 636,253 648,957 663,738 687,324 715,335 Gross margin 30.0 23.5 21.0 22.0 23.0
Cash 110,469 130,956 123,699 124,496 124,226 EBIT margin 30.2 22.6 20.4 21.9 22.7
Account receivable 25,797 20,565 18,669 16,096 17,797 Net margin 23.6 16.6 13.3 14.3 14.9
Inventories 475,689 464,029 487,231 511,592 537,172 Effective tax rate 31.1 31.8 30.8 29.8 29.4
Other current assets 24,298 33,406 34,140 35,140 36,140
Balance sheet ratios
Current liabilities 303,962 293,901 300,597 284,847 293,095 Current ratio (x) 2.1 2.2 2.2 2.4 2.4
Borrowings 43,805 44,620 51,313 59,011 67,862 Receivable day 50.7 31.0 31.0 31.0 31.0
Trade and other payables 82,808 90,055 84,468 71,902 78,484 Payable day 2326 1775 1775 1775 1775
Contract liabilities 121,122 100,455 100,455 100,455 100,455 Inventory day 13359 9145 9145 9145 9145
Deferred taxation 38,124 39,173 43,090 30,082 20,556 Net gearing ratio (%) 31.2 31.1 41.6 50.3 60.7
Other current liabilities 18,104 19,597 21,270 23,397 25,737
Returns (%)
Non-current liabilities 191,346 218,900 246,058 280,092 319,232 ROE 14.0 11.7 8.2 7.3 8.3
Borrowings 169,175 197,302 226,897 260,932 300,071 ROA 5.3 4.6 3.2 2.8 3.1

Other non-current liabilities 22,170 21,598 19,160 19,160 19,160
Per share data

Shareholders' equity 314,147 343,560 354,492 368,442 378,390 EPS (RMB) 3.47 3.32 2.67 2.47 2.86
Minority interest 14,203 13,546 16,666 19,786 22,906 DPS (HK$) 1.18 1.21 0.97 0.90 1.04
Perpetual bond 0 0 0 0 0 BVPS (RMB) 28.67 31.36 32.36 33.63 34.54
Total equity 328,349 357,106 371,158 388,228 401,296

Source: Company data, CMBI Global Market Estimates
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