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Lianhe Ratings Global 12 May 2021

Lianhe Global has assigned ‘BB-’ global scale Long-term Issuer Credit Rating
with Stable Outlook to Shinsun Holdings (Group) Co., Ltd.

HONG KONG, 12 May 2021 - Lianhe Ratings Global Limited (“Lianhe Global”), an
international credit rating company, has assigned ‘BB-’ global scale Long-term Issuer Credit
Rating to Shinsun Holdings (Group) Co., Ltd. (2599.HK) (“Shinsun” or “the company”). The
Outlook is Stable.

The Issuer Rating reflects Shinsun’s sizable contracted sales scale, average profitability and
regional market franchise. The rating also considers Shinsun’s established market position in
Zhejiang province and its capability to grow from its home base to the Pan-Yangtze River
Delta (Pan-YRD) region and other selective high growth potential cities. However, Shinsun’s
rating is constrained by its high financial leverage, the geographical concentration with
significant land bank exposure in low-tier cities, and reliance on non-traditional bank financings.

The Stable Outlook reflects our expectation that Shinsun will maintain its market position in
Zhejiang province with a moderate expansion pace, driven by its sizable contracted sales
scale and prudent land acquisition approach. Also, we expect Shinsun to reduce its reliance
on trust financing and improve its financial leverage in the next 12-18 months.

Rating Rationales

Large-scale Developer with Strong Regional Presence: Established in 1995, Shinsun has
evolved itself into a large-scale developer in China through over 20 years of development.
Shinsun is headquartered in Shanghai and has a strong presence in both Zhejiang province
and Pan-YRD region. At end-2020, Shinsun had a land bank with attributable GFA of 23.3
million square meters (sgm). Of which, 48.2% of the land bank is located in Zhejiang province,
and 38.5% and 13.3% are located in Pan-YRD region (excluding Zhejiang province) and other
high growth potential cities, respectively. Shinsun had 218 projects at various stage of
development, across 45 cities in 11 provinces in China at end-2020.

Supported by its fast-growing land bank, Shinsun achieved sizable contracted sales scale and
growth. The company recorded attributable contracted sales of RMB78.2 billion in 2020,
representing a year-on-year growth of 25.1%. According to China Real Estate Information
Corp (CRIC), Shinsun ranked among the top 30 property developers in terms of total
contracted sales in 2020.

Shinsun achieved a total revenue of RMB6.3/14.2/35.5/46.6 billion in 2017-2020, representing
a year-on-year growth of 125.9%, 149.9% and 31.3% in 2018, 2019 and 2020, respectively.
We believe the rapid revenue growth was mainly driven by the booking of its robust contracted
sales growth. Its contracted sales consolidation ratio, however, has been decreasing in 2017-
2019, from c. 80% to c. 60%, which can also be seen from the tapering revenue growth in
2020. We expect its revenue growth to slow down in the next 12-18 months, vis-a-vis 2020
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and 2019. In 2020, 61.3% and 36.5% of the total revenue was generated from Zhejiang
province and Pan-YRD region, respectively.

Shinsun has established a solid brand recognition in Zhejiang province, and become a sizable
property developer in China in terms of both contracted sales metrics and land bank scale.
That said, Shinsun’s credit profile is constrained by its geographical concentration compared
with same-tier peers, given that 86% of its land bank is located in Pan-YRD region with c. 50%
located in a single province.

Strategic Nationwide Expansion via the “1+1+X” Strategy: Shinsun’s “1+1+X” business
strategy, formulated in 2016, strives to consolidate its presence in Zhejiang province,
penetrate into the Pan-YRD region, and selectively expand into the other high growth potential
cities outside Pan-YRD region. Shinsun identifies Changsha and Xiamen as its next target of
expansion, which indicates that the company will expand from eastern China to southern and
central regions.

Shinsun established a “Shinsun Town” model, in which Shinsun cooperates with local
governments to develop property projects comprising residential and commercial properties.
This model enables Shinsun to acquire land with relatively low land cost and with policy
support from the local governments. At end-2020, Shinsun had 10 projects operating under
the “Shinsun Town” model.

Steady Contracted Sales Growth Outlook and Average Gross Margin; Increasing Use of
Joint Ventures Model: Shinsun intends to spend c. 50% of the cash collection from
contracted sales for land acquisitions each year. Shinsun’s land bank size at end-2020 was
adequate to support its contracted sales growth for the next 3 years. Overall, we expect
Shinsun to achieve a moderate total contracted sales growth of ¢. 10-15% in the next 12-18
months, with its consolidation ratio gradually increasing and being maintained at c. 70-75% (c.
78% in 2020) level compared with ¢c. 60% in 2019, as and when more existing consolidated
projects are monetized into presales.

Shinsun is expected to utilize more the joint ventures model which would result in a notable
increase in its non-controlling interests. This model could partially ease Shinsun’s capital
requirement when expanding its operating scale, especially under the heightened liquidity
requirements for China property developers under the backdrop of the “centralized land supply”
policy and industry dynamics. We expect the company to be selective in choosing partners
and to employ a prudent manner in land acquisitions to manage non-controlling interest
leakage and contingent liabilities. Having said that, the increasing use of joint ventures would
reduce the corporate transparency of Shinsun’s ability to control the operations of the joint
ventures, and the company’s financial visibility.

At end-2020, Shinsun had contract liabilities of c. RMB68.8 billion, decreasing from c.
RMB77.9 billion at end-2019, indicating a slower revenue growth prospect in the next 12-18
months. Together with the expected contracted sales for 2021-2023, we expect Shinsun to
archive a total revenue growth of c. 10-15% in the next 12-18 months.
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Shinsun’s reported gross margin was 21.1%, 23.9% and 18.1% in 2018, 2019 and 2020
respectively. We foresee some challenges for Shinsun’s gross margin, mainly from the
revenue booking in some low-tier cities, as well as the rising land costs from the gradual shift
in targeting higher tier cities. We expect Shinsun to maintain a gross margin of c. 20% level in
the next 12-18 months, in-line with the industry average level.

Improved Visibility and Financing Channel after IPO Listing: Shinsun was listed on the
Stock Exchange of Hong Kong in November 2020. The proceeds raised from the IPO listing
helped Shinsun strengthen its cash base and enlarge its equity base. Moreover, the listing
status enables Shinsun to explore its financing channels more to equity financings and
offshore capital markets. It could help Shinsun better manage its capital structure, lengthen its
debt duration and lower its average financing costs.

Shinsun intends to diversify its financing channels, including asset-backed securities (ABS),
senior notes, other debt offerings and strategic investments. For example, Shinsun issued a
couple of senior notes and raised a total proceed of USD500 million in 2020. We expect
Shinsun to continue these fund-raising activities in order to diversify its financing channel and
lengthen its debt maturity profile.

High but Improving Financial Leverage with Exposure to Alternative Financings:
Shinsun’s financial leverage was high as measured by debt/capitalization ratio of ¢. 91% and
c. 84% at end-2018 and end-2019, respectively. However, Shinsun’s financial leverage and
financial position improved following its IPO listing with increased equity base and widened
financing channels. We expect Shinsun’s debt/capitalization ratio to improve to c. 70-75%
level in the next 12-18 months.

Shinsun’s reported debt increased from RMB25.9 billion in 2017 to RMB46.2 billion at end-
2020. Of which, alternative financings such as trust loans contributed 58.9% of Shinsun’s total
debts. Given the increasing proportion of trust loans to the total debt, Shinsun’s average
financing costs rose from c. 8.1% in 2017 to c. 9.1% in 2020. The reliance on alternative
financings such as trust loans with higher financing cost and shorter tenors will constrain the
company’s credit profile in the next 12-18 months.

Shinsun’s liquidity is adequate. At end-2020, the company had a total cash balance of
RMB24.3 billion, compared with its short-term debt of RMB22.2 billion. The company also had
certain unutilized committed banking facilities at end-2020. Shinsun’s liquidity is expected to
be sufficient to cover its maturity debt and committed land premium due in the next 12 months.

Rating Sensitivities

We would consider downgrading Shinsun’s rating if it were to (1) aggressively expand and
replenish its land bank which results in an increase in its financial leverage as measured by
debt/capitalization to over 80% or a decrease in its EBITDA interest coverage to below 1.5x
consistently, and/or (2) its operating performance were to deteriorate such that its contracted
sales and/or revenue experience a material decline or liquidity profile is worsened.
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We would consider upgrading Shinsun’s rating if it were to (1) considerably increase its
operating scale without over-reliance on the joint venture model while maintaining competitive
position in its core markets, (2) considerably reduce its exposure to non-traditional bank
financings, and (3) maintain its financial leverage as measured by debt/capitalization at below
65% or EBITDA interest coverage at above 3.0x consistently.

About Lianhe Global

Lianhe Global is an international credit rating company that provides credit ratings to
corporations, banks, non-bank financial institutions, local government financing vehicles, and
other asset classes around the globe. Lianhe Global also provides credit risk research and
other services related to credit ratings.

Rating Methodology

The principal methodology used in this Shinsun’s rating is Lianhe Global’'s General Corporate
Rating Criteria published on 16 July 2018, which can be found at the website
www.lhratingsglobal.com.

Note: The above Issuer Credit Rating is solicited at the request of the rated entity or a related
third party.
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Disclaimer

Credit rating and research reports published by Lianhe Ratings Global Limited (“Lianhe Global’
or “the Company” or “us”) are subject to certain terms and conditions. Please read these terms
and conditions at the Company’s website: www.lhratingsglobal.com

A credit rating is an opinion which addresses the creditworthiness of an entity or security.
Credit ratings are not a recommendation to buy, sell, or hold any security. Credit ratings do
not address market price, marketability, and/or suitability of any security nor its tax implications
or consequences. Credit ratings may be subject to upgrades or downgrades or withdrawal at
any time for any reason at the sole discretion of Lianhe Global.

All credit ratings are the products of a collective effort by accredited analysts through rigorous
rating processes. No individual is solely responsible for a credit rating. All credit ratings are
derived by a credit committee vesting process. The individuals identified in the reports are
solely for contact purpose only.

Lianhe Global conducts its credit rating services based on third-party information which we
reasonably believe to be true. Lianhe Global relies on information including, but not limited to,
audited financial statements, interviews, management discussion and analysis, relevant third-
party reports, and publicly available data sources to conduct our analysis. Lianhe Global has
not conducted any audit, investigation, verification or due diligence. Lianhe Global does not
guarantee the accuracy, correctness, timeliness, and/or completeness of the information.
Credit ratings may contain forward-looking opinions of Lianhe Global which may include
forecasts about future events which by definition are subject to change and cannot be
considered as facts.

Under no circumstances shall Lianhe Global, its directors, shareholders, employees, officers
and/or representatives or any member of the group of which Lianhe Global forms part be held
liable to any party for any damage, loss, liability, cost, expense or fees in connection with any
use of the information published by the Company.

Lianhe Global receives compensation from issuers, underwriters, obligors, or investors for
conducting credit rating services. None of the aforementioned entities nor its related parties
participate in the credit rating process aside from providing information requested by Lianhe
Global.

Credit ratings included in any rating report are solicited and disclosed to the rated entity (and
its agents) prior to publishing. Credit rating and research reports published by Lianhe Global
are not intended for distribution to, or use by, any person in any jurisdiction where such use
would infringe local laws and regulations. Any user relying on information available through
credit rating and research reports is responsible for consulting the relevant agencies or
professionals accordingly to comply with the applicable local laws and regulations.

All published credit rating and research reports are the intellectual property of Lianhe Global.
Any reproduction, redistribution, or maodification, in whole or part, in any form by any means is
prohibited unless such user has obtained prior written consent from us.

Lianhe Global is a subsidiary of Lianhe Credit Information Service Co., Ltd. The credit
committee of Lianhe Global has the ultimate power of interpretation of any methodology or
process used in the Company’s independent credit ratings and research.

Copyright © Lianhe Ratings Global Limited 2021.
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