State of the residential market

One year on from Evergrande

James Macdonald




Rapid growth in the real estate market savils

The size of the real
estate market has grown
at a phenomenal rate
over the last two
decades with completion
volumes increasing from
150 mn sgm back in
1998to 1.075 bn sgm in
2014.

At this point completion
and sales see a
significant divergence
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Real estate macro indicator growth rates savills

Nearly all indicators are —Land purchased —C. RE starts —C. RE completed —C. RE sold
pointing to a significant 60%
and prolonged 50% / \
contractionin the real
estate market as 40% A
developers scale back 30% ~ / \ / \
expenditure / ) \ / \

20% N\ ‘A A

10% A\ ~/7 \A ,A /"\ x \

AN AN <N\
N A\-l-\\'/’\‘{l.“_
0% /A WANS " \
-30% \ /\/ RYHAN
~ W\
-50% \’\

-60%
Jan-18 Jul-18 Jan-19 Jul-19 Jan-20 Jul-20 Jan-21 Jul-21 Jan-22




Real estate sales volumes savills

Sales volumes, a key 2018 = 2019 =m2020 = 2021 m2022

source of financing for 250
developers, are down
significantly compared to
last year and four-year
averages

200

150

100

50

0
Feb M

Jan ar  Apr May Jun Aug Sep Oct Nov Dec

mn sgm

Source: NBS 4



Real estate price indices savili

A surprising recoveryin Al —1 2 —3 —4 —5
prices in firstand 1.0%
second-tier cities in June

as local authorities

continue to remove

hous_e purchase 0.5%
restrictions, lower down

payment requirements,

remove hukou

requirements and lower

mortgage rates. 0.0%

The broader market

however remains

deflationary and the

situation is likely to -0.5%
persistwith a number of
downside factors
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28 city

Looking specifically at 28
key cities. The market
was incredibly hot during

Source: CRIC
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Transaction volumes by city savills

Some markets especially =H12021 wH2/2021 wH1/2022

large second-tier cities 14
such as Hangzhou,
Wuhan, Chengdu and 12
Chongging, have seena
precipitous fall in 10
transcation volumes over
the last year - 8
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China mortgage market

China’s mortgage has

expanded rapidly over
the last decade adding

fuel to the market but
also increasing costs

and risks.
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Increase in consumer mid to long term financing savills

]

Monthly data on
consumer mid to long-
term financing (primarily
mortgages) indicates a
sharp slowdown and
indeed a contractionin
particular months during
the first half of 2022. 600
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Annual growth in outstanding loans savils

Lending growth to the RE development —Mortgage —Loans

real estate sector has 60%
generally outstripped
overall loan growth over

the last decade 50%
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Outstanding loans exposure to real estate savili

Banks were already Real Estate —Development —Mortgage

looking to control their
exposure to the real 30%
estate market after new
regulations came in last

year limiting reliance on 25%
RE financing.

Average loan book 20%
exposure to mortgages

stands at 20.2% with a 15%
further 6.2% to

developers. .

Indirect exposure also
exists e.g. properties
uses as collateral for
business loans
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Pre-sales market 12 MMA savills

The percentage of
properties sold pre-sale
has surged from 65% in
2007 to 90% by 2021

Source: NBS
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Bond prices continue to fall savils

Under Pressure Falling Further
Chinese developers' dollar bonds are selling off again Greenland Holdings dollar bonds add to Thursday's sharp declines
M Country Garden 8% dollar bond due 2024 ™ Longfor 4.5% dollar bond due 2028 M Vanke 3.5% dollar bond due 2029 M Greenland 6.75% dollar bond due June 25 ™ Greenland 5.9% dollar bond due Feb. 12, 2023 100
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Developers are also faced with difficulty in refinancing their bonds with even state-backed developers such as
Greenland being forcedto delay payments.

Source: Bloomberg 14



Developer share prices tumble savils

Developer shares have
tumbled since the start
of 2020 with several no
longer traded after
failure to submit their
2021 annual reports

—Evergrande —Vanke — Sunac —Country Garden — R&F — Shimao — Greenland
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Bond repayment pressure savils

There remain significant
bond maturities in the
second half of the year.

Coming Due
Chinese developers face mounting bond maturities in 2022

M Outstanding dollar bonds maturing M Outstanding yuan bonds maturing
$8B

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2022

Sources: Bloomberg
Note: Yuan bond amounts converted into dollars based on Dec. 31 rate Bloomberg
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Mortgage guarantee exposure by developer

savills

E— KT RYERT
Financial Guarnatee on Mortgage RIC e T End-2020 End-2021 YoY Yo"!" (%) Financial Guarnatee on Mortgage RIC Currency (mn) End-2020 End-2021 YoY Yo"f‘ (%)
as of a b b-a bla-1 as of a b b-a bia-1
J9names that seeking debt extension 20 covered names
FY21dataavailable Country Garden 2007 HC RMB 381,302 iy 1,815 1%
Y ango 000FT1.57 RMB 83 443 21 161 (2 .282) _30, Paly China G00048.55 RMB 119,769 173,069 83,201 44%
CFLD RO0340. 55 RMB 71803 B2 349 (9,451 -138 Midea RE 3990, H RMB 80417 90,112 9,685 12%
Zhongliang ITTEHK RMBE BF TRO 51 047 5177 417 Seazen 1030 H FMB 20,015 73,049 (6,966) -9%
Zhengnan 000961.52 RIMB 59,484 52 477 {6,007) -10% CR Land 1109.HE RIMB 62,985 65,232 2,247 4%
Langguang Dev G00456.55 RMB 51,844 48 491 (3,393 -G% COoLl 0688 HK RMB G8,530 64,750 (4,780) -T%
Jinke D00BSE.82 RME 38,700 43,300 4,600 12% Adgile 3383.HK RMB 51,378 51,824 446 1%
RizeSun 002146.57 RMBE 4 52T I 002 2 975 T Greentow n 3800 H RMB 37 066 47, 857 10,791 205
Zhenro 6158, HK RMB 32,161 3471 2,550 8% CM Shekou 001979.52 RMB 37,591 46,186 8,595 23%
Pow erlong 1238.HK RMB 29 462 32,685 3224 11% Jinmao 0817 . HK RMB 30,338 38,661 8,323 27%
Ronshine 3301.HK RMB 35,569 28,956 (6,613) -19% CoGOo 0081.HK RMB 34,686 38,338 3,653 1%
Tahoe 000732 57 RMBE o7 7RO 37 7RO 0 0% Times 1233 HK RMB 28 868 36,973 7,105 24%
Shinsun 2599 HK RMB 27 241 22251 (4,991) -18% CIR 0884 HK RMB 23,415 31,164 7,748 33%
Yz hou 1628 HK RMB 16,413 18235 1.822 11% ¥ uexiu M23H RMB 32,040 28,520 (2,520) -8%
Leading G999 H RMB 11,594 17,687 6,092 F3% SCE 1966.HK RVB 23,666 21,647 (7,019} -24%
China South City 1668 HK RMB 16,818 16,296 (522) -3% WG 1813 HK RIVB 20,272 21,016 745 4%
Ganglong China Praperty G968 H RMB 7.913 11,453 3,540 45% Hopson 0784.HK HKD 16,869 17,502 534 4%
Redco 16822 HK RMB 4 F95 11,427 1732 18%, Sino-Ocean AT HK RMB 9,800 15,826 6,026 61%
Sunkw an Properties GI00.HK RIMB £,325 7,856 1531 245 Longfar 0960 HK RIMB 10,522 11,607 1,085 10%
Yincheng International 1902 He RMB 5131 7473 2342 46% SZl 0604, H HKD 9122 5805 (3,317) -36%
Dafa G111 HE RMB 4,497 6,404 1,907 42% Others Others RIMB 228,220 244 430 16,204 7%
J¥ Grandmark 2271 HK RMB 1,342 1637 205 el Subtotal 20 covered names 1,393,874 1,507,776 113,902 8%
Y ida China 3639 HK RMB 505 1,029 524 104% Total 59 names (FY20 sales: 55.9% market shares) 3,231,322 3,349,665 118,343 &
Golden Wheel Tiandi 1232 HE RMB 269 326 57 21%
Subtotal 23 names seeking extension with FY 21 data available 628,364 632,805 4441 1%
FY21 datanot available (assume flat yoy)
Evergrande J333H RMB 550 189 550,185 A A
Sunac 1918.HE RMB 139,140 139,140 A MA
Greenland Holdings G00606. 55 RMB 124,950 124,950 A A
Adyuan 3883 HK RMB 110 427 110,427 A A
GZ R&F 27T H RMB 102,090 102,090 A MA . . .
Logan 3380 HK RIB 38 447 38 447 hiA A 3 9 t th d t h
Shimao 0813.H< RMB 24 376 24,376 A MA proper y nam eS WI Cre I Issues ave
Kaisa 1638.HK RMB 27273 27,273 A A
Sinic 2103 HK RMB 38,450 38,450 A MA R b 1 841: tg g g t (2020
Fantasia 17T HE RMB 12,843 12,843 A MA m " rn m Or a e u aran ee
Madern Land 107.HK RMB 15,218 15,218 A MA
Jingrui 1862 HK RMB 5 417 5417 A NA Sal es market Sh ares 28 . 7%)
Hiny uan Real Estate KN RMB 15,525 15,525 MA A
Sunshine100 2608 HK RMB 4738 4738 MA A
Sincere Property Mot listed RMB A A A A
Ronggiao Mot listed RMB A MA A MA
Subtotal 39 names seeking extension (FY20 sales: 28.7™ market shares) 1,837 447 1,841,889 4,441 Pa

Source: CITI
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Mortgage guarantee exposure by city

9% of 2021 Sales have
delivery issues in 24 key
cities (186k units/
24.7msm GFA)

Source: CITI

savills
E— KT RYET
tskrd b (CN) | mAF3TRRIRE @RI RERRE 20214 laERIEE AH 20214 el IEE G
S2ER EEH BEAEERR BEEER
City City (CN) GFA of projects Units of homes with | GFA sold in % of projects with | Units sold % of projects with
with delivery issue delivery issue 201 delivery issue in 2021 delivery issue
{mn sgm}) {umit) {mn sgqm) (% of GFA) (mn sqm}) (% of units)

Zhengzhou  ERH 271 25 2449 848 29% 289103 28%
Changsha il 4.46 281349 17.84 25% 136,393 21%
Kunrring ==t 143 10 876 .76 21% 55,07a 20%

FLz hou =M 0.80 8,077 430 21% 41,755 19%
chongging E= 321 23729 19.43 17% 174,987 14%
Manning ET 098 7,343 6.13 16% 85,519 13%
Yancheng  Ehig 052 4 260 3.40 15% 28,042 15%
Wuhan i’ 274 24 274 19.78 14% 168,320 14%
Guangzhou M 1.43 g, 184 11.79 12% 109,418 8%

Wi e 066 2 262 6. 46 10% 54 487 4%
Shanghai = 096 2,439 10.54 Q% 94,203 9%

SLE hou Balat 067 5,561 8.17 7% 76,001 7%

¥ian m= 0.61 3,373 8.a7 7% 67,552 0%
Tianjin FE=E 0.e1 7,820 12.82 6% 120,438 0%

Lz hou =M 0.49 3,506 12.62 4% 102,709 4%
Chanzhou M| 025 2 654 6.85 4% 54902 H%%

Jinan = 029 1,895 b.a2 3% TG 486 2%
Beiing |4 027 1,383 8.51 3% 81,035 2%
Manjing £ 021 2538 124G 2% 108,830 2%
Sherzhen ;L 014 Ml 5.96 2% G4,690 P
Qingdan =5 034 2 007 14 82 2% 131,440 2%
Chengdu AvER 0.25 2633 16.73 2% 127,620 2%
Lianyungang i&E== 0.05 411 281 204 22538 2%
Huaian T 0032 200 2.19 1% 28,277 1%

Total 24.68 185,814 241.54 1% 2,0684M @
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Local governments remain highly indebted savilis
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Debt issuance has surged

Five provinces have
Issued the equivalent of
7% of their GDPin
bonds in the firstsix
months of this year.

Jiangsu
Shanghai
Ningxia
Liaoning
Tibet
Guangdong
Fujian
Zhejiang
Hunan
Inner Mongolia
Shaanxi
Shandong
Yunnan
Shanxi
Chongging
Hubei
Henan
Anhui
Tianjin
Guizhou
Sichuan
Heilongjiang
Guangxi
Beijing
Jilin

Hebei
Hainan
Jiangxi
Qinghai
Xinjiang
Gansu
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E—RFRMUERT

Pre-sales — A historical legacy savills

Need to rapidly grow scale of market
Households with large savings
Limited mortgage market

Developer financing relatively expensive

Shortage of supply means buyer are willing to pre-sale

Prices were rising — pre-sale represented a discount to market




Pre-sales the problem savili

Households increased use of mortgages to finance property acquisitions
Household financial stability - Slowing economy, salary cuts, unemployment
Developer misuse of pre-sale funds

Debt crunch

Delayed handover

Falling house prices

Project quality not up to pre-sale promise

Potential for financial contagion?

Social unrest?
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W hat can be done?

savills

E—RFRMUERT

Short term

* No credit rating penalization for home buyers
« Secure buyer down payments

* Developer bailout fund

« Government guarantees project completion

 Limit presales activity
 Better management of pre-sale escrow funds

* Down payment only

directly to developers

* Developers held liab

ore-sales, remainder of financing provided by banks

e for delayed delivery



Thank you

From the team here at Savills



