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The impact of public REITs on developers
OUTPERFORM

(Maintain)

The successful launch of 9 public REITs provided a good starting point for this
RMB1tn market. In the mid-to-long term, the expansion of asset scope and

L China Property Sector
participation of more long-term funds would help developers deleverage from

some of the investment properties. In the near term, developers with exposure to Jeffrey Zeng

logistics such as Vanke may see potential transaction as GLP (21% owned by (852) 3916 3727

Vanke) has already participated in the first round of public REITs. All in all, we jeffreyzeng@cmbi.com.hk
think the impact on developers is relatively limited for now but it may provide long-

term impacts if the market proves successful in China. Currently China property Bowen Li

sector is trading at 1x PB and we see very limited downside. The sentiment may (852) 3657 6239
improve on positive catalysts (such as strong 1H21 results due to low base). bowenli@cmbi.com.hk
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B The RMB1tn market of public REITs officially launched. As the first trial of reCt;in]anzggeﬂi,?geﬁ;ﬂ|e ;g?[t;o ,v?ad,

public REITs, 9 infrastructure-backed REITs have received strong investor 2021
interest since the launch on 31 May. Based on Hexun news, the
oversubscription on average is around 50x and the total proceeds exceeded
RMB30bn. Out of 9 REITs, the underlying assets are mainly industrial parks
(3), high-way tolls (2), logistics (2) and others. In order to have a successful Please cast your valuable vote
launch, Regulators set a requirement of dividend yield >4% in the next 3 years Horr ©IEIE rEsRErE KR [ ine
. . . 2021 Asiamoney Brokers Poll:

based on IPO price. We generally see 4-5% vyield in the property-backed

REITs such as industrial parks and logistics while higher yield of >6% for
franchise-backed REITs (such as high-way toll). The difference lies on the
asset value in the future as high-quality property/asset may appreciate in the
future which is positive for the REITs, while the franchise rights are seeing
decreasing value each year due to expiry.

https://euromoney.com/brokers

B Comparison with US REITs Market. US currently has 157 equity REITs with
a total size of 1.3tn US dollars. Residential, retail, industrial and logistics are
the popular asset classes which takes >50% of total. So it has much wider
scope than China due to long history and mature mechanism. Also in terms
of the yield, the average dividend yield was 3.31% as of Mar 2021 vs. >4% in
China. However, if adjusting the risk free rate, it looks about the same.

B What could be the evolvement of REITs market? 1. Scope: So far, the
regulators only allow high-quality infrastructure assets to do public REITs. We
think the scope may extend to more government-supported areas in the mid-
to-long term such as rental apartment business. 2. Investor base: >4% vyield
may attract more long-term funds to support the market growing. Among the
investors of 9 public REITs, insurance and pension funds already show high
interests as the yield can match their cash flow target. Also they may get
involved in the pre-REITs stage to provide more financing to the asset holders.

B Would public REITs be a game changer for developers? As the scope of
Public REITs only covers infrastructure for now, the impact is relatively limited
as most of developers are holding office/retail types. We do see developers
with exposure to logistics (Vanke) and industrial parks (China Fortune) that
may benefit from public REITs. Vanke currently has 148 logistics projects in
44 cities with RMB1.87bn revenue in 2020 (up 37%). The yield can reach as
high as 7-8% which could satisfy the requirement of public REITs. This
provides another option for Vanke. Going forwards, if the scope extends to
rental service apartment, this would further benefit Vanke (RMB2.5bn revenue
in 2020 with 184k units) and Longfor (RMB1.8bn revenue in 2020 with 90k
units) which are the leaders of the business.
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Figure 1: Details of 9 public REITs
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Figure 2: US REITs Market

Warch 31, 2027

Number of Total Return (%) Dividend Market Capitalization ($)’
Sector Constituents 2020 March 2021: YTD Yield (%) Equity Implied
FTSE Mareit All Equity REITs 1587 -5.12 5.53 8.32 3 1,268 662 653 1,302,715,720
FTSE Mareit Equity REITs 148 -8.00 4.57 8.87 3.57 1,019, 891,089 1,053,898,230
Industrial 13 1217 7.30 6.33 251 141,887 746 145,765,759
Office 19 -18.44 379 519 373 87,774 962 92,979,597
Retail 32 -25.18 223 18.08 438 148 472 582 155,863,693
Shopping Centers 18 -27.64 3.00 26.00 399 52 501,762 53,505,908
Regional Malls 4 -37.15 0.08 .57 487 39,870,218 45,392,035
Free Standing 10 -10.46 3.02 3 4.37 56,100,602 56,065,749
Residential 20 -10.69 667 11.88 295 185,321 597 191,809,950
Apartments 15 -15.34 741 15.22 334 128 336 968 132,049,759
Manufactured Homes 3 -1.69 1.36 0.60 228 28 530,138 29,303,335
Single Family Homes 2 6.04 8497 944 1.81 28 454 494 30,456,857
Diversified 15 -21.76 279 8.48 5.04 50,144 804 53,236,574
Lodging/Resorts 13 -23.60 0.38 17.96 398 39,786,318 40,016,892
Health Care 17 -8.86 390 6.58 4.3 116,600,313 117,445,350
Self Storage 5 12.91 5.57 10.31 325 76,999 668 79,838,613
Timber 4 10.33 4.72 722 225 35,006,723 35,006,723
Infrastructure 4 7.25 10.47 6.00 225 213,764 840 213,810,767
Data Centers 5 21.00 4.59 -2.35 247 117,253 291 120,388 878
Specialty 10 -8.24 3.27 14.24 5.61 55 649 808 56,552,923
FTSE Mareit Mortgage REITs 33 -18.77 586 11.87 827 71,008,501 71,556,959
Home Financing 20 -22.59 6.14 10.66 898 43 110,734 43,135,924
Commercial Financing 13 -10.73 540 13.91 711 27 897 766 28,421,036

T

Source: NAREIT

Figure 3: Valuation table

Ticker Last price Mkt Cap Rating TP NAV/share Discount to TP
(X)) (LC mn) (X)) (X)) NAV Discount

Vanke - H 2202 HK 26.20 361,593 BUY 33.92 6.0 5.3 4.9 1.1 1.0 48.47 45.9% 30%
COLI 688 HK 18.48 202,260 BUY 30.49 3.8 3.2 2.9 0.5 0.5 43.55 57.6% 30%
Country Garden 2007 HK 9.79 215,850 BUY 13.36 5.0 3.8 3.4 1.0 0.9 26.72 63.4% 50%
CR Land 1109 HK 36.05 257,070 BUY 44.79 7.2 8.0 7.0 1.1 1.1 63.98 43.7% 30%
Longfor 960 HK 46.05 279,306 HOLD 34.27 11.2 9.6 7.5 21 21 48.95 5.9% 30%
Shimao 813 HK 21.90 77,476 BUY 44.94 5.0 4.2 3.6 0.7 0.7 59.88 63.4% 25%
Agile 3383 HK 11.38 44,576 BUY 13.89 3.9 3.8 3.4 0.7 0.6 27.68 58.9% 50%
KWG 1813 HK 11.36 36,131 BUY 17.87 4.5 3.7 3.1 0.7 0.6 25.52 55.5% 30%
China Aoyuan 3883 HK 8.50 22,915 BUY 15.48 3.2 2.6 2.2 1.0 0.8 30.95 72.5% 50%
Times China 1233 HK 11.38 22,064 BUY 16.20 3.7 2.8 2.4 1.0 0.7 32.40 64.9% 50%
China SCE 1966 HK 3.43 14,482 BUY 5.60 3.1 2.8 2.3 0.6 0.5 9.34 63.3% 40%
Redsun 1996 HK 2.56 8,520 BUY 3.52 4.2 3.4 2.9 0.6 0.5 5.87 56.4% 40%
Sinic 2103 HK 4.16 14,852 BUY 4.95 6.3 5.6 5.4 1.5 13 9.90 58.0% 50%
Vanke - A 000002 CH  26.57 299,458 BUY 31.36 7.7 6.8 6.0 1.4 1.4 48.46 45.2% 35%
Radiance 9993 HK 4.68 18,932 BUY 5.55 4.4 3.8 3.2 0.9 0.6 13.87 66.3% 60%
Dafa 6111 HK 6.04 5,000 BUY 8.32 12.2 6.6 58 1.2 1.2 15.13 60.1% 45%
Shinsun 2599 HK 6.16 18,747 BUY 7.75 4.8 4.2 3.7 2.2 0.9 12.92 52.3% 40%
Dexin 2019 HK 3.11 8,401 BUY 3.56 5.9 4.0 3.7 1.4 1.1 7.12 56.3% 50%
Average 5.7 4.7 4.1 1.0 0.9 55.0% 40.8%

Source: CMBIS estimates
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