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Minmetals Land: A niche SOE developer looking
for growth

Strengths/4% #:

m A real estate flagship subsidiary of the central government
SOE “China Minmetals Corp” / A &4 “FEH AF ER"HE T
o AR AT 3

m  Benefits from the “Minmetals” brand name with premium
pricing power / “FA " 4 F i R 6 S MEAR B B — T 69 B AL
Vi

[ Established some level of geographic diversity / B — 2 0¥
R

m A steady growth strategy with controlled leverage level, ad-

vantage in funding cost and financial flexibility / RN
& W AR T, W4 AR AR B E AL

Weaknesses/ % #:

m  Small in both sales and land bank with limited number of
projects / A5 & F= L Wik S AL, RA K EAH R

m  Concentration in large unit size residential projects / /= ou &
¥ F K@ ARG E LT E

m  Volatile revenue and cash flow, consistently negative net
operating cash flow / M AR LR EH K, #L2THIAL
mb"“_ﬁ_ﬁ

m  Continued severe policy curbs / £ 4 & = % 4 B AT 5 o 7= i
FHR

HIRERAEZHE R ANIAME, FFAE FREFFRATRE 23] 195 1
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Minmetals Land Limited (referred as “Minmetals
Land” or “the Company”) is a 54.9% owned sub-
sidiary of China Minmetals Corporation, one of
the key SOEs directly administrated by the cen-
tral SASAC (see Fig. 1). The Company serves as
the real estate flagship of China Minmetals
Corporation and is listed on the Hong Kong Stock
Exchange. Currently, the Company has a total of
11 projects under development or available for
sale. The 11 projects are located in 7 cities in-
cluding Huizhou(1), Changsha(2), Nanjing(4),
Tianjin(1), Beijing(1), Langfang(l1) and Ying-
kou(1l). The Company also has two investment
properties in Hong Kong, and specialized con-
struction businesses in Shanghai and Hong Kong
that contribute around 10%-20% of annual rev-
enue. In 1H2013, the Company recorded con-
tracted sales of RMB 3,113 million and 246,800
sqm, revenue of HKS 2,134 million and reached
total assets of HKS 25.0 billion. Its total land
bank stood at around 4.4 million sqm GFA as of
31 August 2013, with a majority in residential
property (see Fig. 2 ).

A strong parent that lends support to the Com-
pany’s asset and financial flexibility

China Minmetals Corporation is one of the key
SOEs of the central SASAC and also one of the 21
central SOEs that have been approved by the
government to engage in property development.
In 2012, China Minmetals Corporation recorded
revenue of RMB 352 billion and ranked 169

B 1: 28] LR LR 454 /Fig. 1: Company’s corporate structure
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B 2: {20105 A R 89429452 & L 3% JL/Fig. 2: Contracted sales and land bank since 2010

2013 T
201ftaEr]giTt 201383280?3 2012 2011 2010
A-#945% (AR, T8 %) /Contracted sales (RMB mm) 6,000 3,875 5,000 3,660 2,599
B-#945 & & (FK) /Contracted sales volume (sqm) 522,000 291,311 390,000 357,000 208,000
P34 4 (KK, T /FR) /Average selling price (RMB/sqm) 11,500 13,301 12,821 10,287 12,494
T3tk & A @A (% FK) /Land bank GFA (mm sqm) 5.1 4.4 4.1 3.7 4.1
Fr 3 + ¥ d @ A2/ Newly-added land GFA (sqm) YTD:362,000 362,000 530,000 179,000 2,600,000

BRI NEI_E. P4REFR/Sources: Company reports, BOCI

among the Fortune 500. Aside from metals and
minerals main business, China Minmetals Cor-
poration also owns ample land reserves in Pan
Bohai, Yangtze Delta and Pearl Delta regions.
Minmetals Land has received several rounds of
asset injections in the forms of shares, land and
cash from its parent China Minmetals Corpora-
tion during 2008 and 2010, valuing over RMB 3
billion. The Company has since then been ac-
quiring land through the market. Nevertheless,
the Company remains in a position to receive
potential future support and asset injections
from its parent as its only listed real estate
platform. Undoubtedly, the Company also enjoys
benefits as the property developer subsidiary of
China Minmetals Corporation in financial flex-
ibility, funding cost, governmental approval, and
parental management support, etc.

Geographically diversified land bank

The Company has a small land bank. The total
land reserve was at 4.4 million sgm as of 31 Au-
gust 2013 and has been at a similar level since
2010. Because of a slow development cycle, its
land bank could support development needs for
the next 10 years. The Company’s projects
spread widely among 1°'-tier (Beijing), 2"%-tier
(Nanjing, Tianjin, Changsha) and 3"-tier cities
(Langfang, Yingkou, Huizhou), and their locations
are mostly in the suburbs or upcoming new dis-
tricts of these cities (see Fig. 3). The geographic
distribution is the fast developing cities in
Yangtze Delta, Pearl Delta, Pan-Bohai and Cen-
tral China region.

Its land acquisitions have been sporadic and
uneven, although under good cost control and
decent geographic diversity. The Company has
been able to secure some low-cost land reserves
in 3-tier cities at an average price of around
RMB 500/sqm. The Company also uses the JV
model with some well-regarded industry leaders
in several projects to lower business risks, such

X RIA KE LMtk E. F£2008 %2010, &
NEFEAFTERSZRARE, LW XA
AHEBENT T, EHARLIMCART. %2010
FVAEANE EEMT Y EEib i, 2R, NaEE
AHERMTRE— LT 5T E, BT EHEN
B AR IR AN, BR, DNALEZAEH
AEEAB TR AN G EE, BITRA. K
FEH . FRNE) B AR @ e

BHHES AN LRSS

B 3: 20124F &% L 348 &-5-# B/ Fig. 3 : Total land bank
GFA breakdown by region as of 2012 year-end
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B8R A E) A4 F4RE I /Sources: Company announcements, BOCI
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as partnership with Vanke in regions such as
Xianghe Hebei and Beijing. On the other hand,
the Company has not vyet established a
well-identified key market bases for volume ef-
fects and cost synergy. Going forward, the
Company plans to speed up land acquisition to
increase land bank to 8 million sgm by 2015.

Premium pricing power from a brand name

The Company benefits from the “Minmetals”
brand name. It is recognized as an experienced
developer of large-scale residential projects,
especially good at projects development inte-
grating apartments, townhouse and detached
houses. Their typical low-density and large-unit
products target the relative high-end first-time
home buyers and buyers for improvement mar-
ket. The Company enjoys premium pricing over
adjacent projects, reflecting its well-established
brand awareness, product quality and market
positioning. However, the relatively uniform
product positioning also creates some concen-
tration risk, especially on the backdrop of a pol-
icy tone against high-end property demand.

Ha: SHHE(EFTART)FEAHHEHANART/F
k) /Fig. 4: Contracted sales (RMB mm) and contracted
sales ASP (RMB/sqm)

7,000 - mmmm 42454 /Contracted sales r 14,000
—— 34 (% 44)/ASP(RHS) B #7/Target
6,000 - - 12,000
5,000 -+ - 10,000
4,000 - - 8,000
3,000 - - 6,000
2,000 - - 4,000
1,000 - - 2,000
0 -1 T T T T 0
2010 2011 2012 8M2013

¥ERFR: A5 I_A. P4 BEFR/Sources: Company reports,
BOCI

Contracted sales on a steady growth

The Company’s contracted sales are on a steady
growth. Its contracted sales for the first 6
months of 2013 have reached approximately RMB
3.1 billion and 246,800 sgqm, increasing by
111.8% and 116.7% YoY, respectively (see Ap-
pendix 1). The sales figure marks a 51.9% finish
of the full year target of RMB 6 billion. The ASP
(average selling price), however, decreased 2.3%
to RMB 12,600/sgm in 1H2013. In the first 8
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months of 2013, the Company has achieved
contracted sales of RMB 3,875 million,
representing 64.6% of its annual target and the
ASP increased to RMB 13,301/sgm.

Overall financial was acceptable

The Company’s overall financials have been ac-
ceptable. The Company has maintained a pru-
dent financial policy in the leverage front, but
cash flow has been volatile due to uneven and
sometimes relatively slow development pace
and land acquisitions (see Appendix 1 & Appen-
dix 2).

The Company’s profitability is below industry
average but typical among peers of comparable
size or rating. Its gross profit margin was at
29.5% and EBITDA margin 19.4% in 2012, down
from 31.7% and 23.5% in 2011 due to change in
product mix and increase in discount. However,
gross margin rebounded to 30.9% in 1H2013
while EBITDA margin grew to 20.9%. Their prof-
itability could be constrained in the near-term
by the product concentration in large-unit res-
idential properties and by the growing competi-
tions in some regions entered. However, we
expect the large-unit product segment may be
supported by the housing demand of upgraders.

The Company has maintained leverage below
industry average. In fact, its total debt to total
capital ratio has been around 40% since 2010, at
38.7% as of 31 Dec. 2012, and went up to 48.4%
in 1H2013 due to new bond issuance and term
loan facility agreements. Its net debt to net
capital ratio decreased to 17.4% in 1H2013 from
24.5% in 2012. Net debt to EBITDA was a healthy
3.1x in 2012, though up from the 1.9x level of
December 2011 on slowed sales during 2012 and
it fell back to 2.1x in 1H2013. Similarly, its
EBTIDA interest coverage dropped from 5.3x in
2011 to 2.9x in 2012 and rebounded to 5.1x in
1H2013. We expect the Company’s capital
structure to remain moderate.

Cash flow has been volatile due to its limited
business scale and uneven development and
land acquisition pace. Funds from operations
was HKS 8 million in 2012. After the working
capital need of HKS 567 million, net operating
cash flow was negative at HKS -559 million in
2012.

The Company had adequate liquidity as of 30
June 2013. The HKS 6,577 million cash on hand
was sufficient to cover its short-term debts of
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A B m K #eh, 2012 SF49 2.4 % % 29.5%, EBITDA
FLEF A 19.4%, b 2011 569 31.7%F= 23.5%H
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E¥F49 17.4%. 2012 &, 415 %/EBTIDA A1 B
89 3.14%, RAET 2012 45 %0k 2011 U
89 1.9 124 Pr £, 2013 F EFF X% £ 2.1 1435,
Z BB R B %f, EBITDA #8424 2011 4F49 5.3
12 THKE 2012 569 2945, X JE 2013 F EFFR
B ZE 5145, KAV S G A KB AR FE A

A AT W S5 HARE BRI G TR R F s
RERm— KR K, 2012 F69EEINEH 8
AT, iR 567 CETHEERATRE, &
ZEMWIAEAA 49 5.59 1K T,

#AE 201346 A 30 A, A& HRAIHEIL. 65.77
125 T o9 ILA R4S F AT 12.77 125% T #h 52 itk 4.
INE) 7 RAE R G ARATIRAZ HUE 3.08 1B T, A
2010 Ak, NG IR EFEMELTH KE, —FA
B B4 B & & B S ) 224K 2010 F 86%
Tr&3%)] 2013 5 L4569 15%. 155 T o &) 69 3%& K&
B A B A T, RAVAA 3] 69 A F) A 5 R
EMRG R T K HF K.

it F AR A

AT EEAEASF 4 AERESTTALERISILEL
A, 2R Ah 2.25 10 E T 5.5%2 8 2018 3|
fiiFe 1.25 /027U 6.5%F & 2023 2| Hifr, X
FAM PR, fafe—i @RIPHRGTE G0 = ik
IABNL, PodoMiFrHe = (Baa3/NA 7RR ) Fay 3L He
7= (Bal/BB ¥4 ). #lhe, Z A 3Ei% 5 FHIME EAMN

5



§ 44 B i

BOC INTERNATIONAL

@

B & i & A &

Fixed Income Research

B 5. 1% AeyAast 4R 3R / Fig. 5: Bond relative-value comparisons

RATA 2& IR TR ENM ENKHBE
Issuer Coupon Maturity Ratings Bid-price Bid-yield
A 3% /Minmetals Land 5.5 Apr-18 NA 102 5.01
& #) & 4k /Poly Property 4.75 May-18 NA 96.75 5.55
#.7 /Yuexiu Property 3.25 Jan-18 Baa3/NA 93.93 4.82
7 3¢ # * [Franshion 4.7 Oct-17 Bal/BB 100 4.70
A A 3% /Minmetals Land 6.5 Apr-23 NA 100.10 6.49
#.% /Yuexiu Property 4.5 Jan-23 Baa3/NA 88.11 6.20
77 3¢ 7= [Franshion 6.75 Apr-21 Bal/BB 102.25 6.37

HEXRR: BHE. P44 ERF/Sources: Bloomberg, BOCI

HKS 1,277 million. The Company also has unused
credit line of around HKS$308 million. Maturity
profile has improved since 2010 with percentage
of debt below a year to total debt decreased
from 86% in 2010 to 15% in 1H2013. We expect
its liquidity and financial flexibility to remain
more favorable than most of its peers, given its
strong parent and SOE background.

BOND RELATIVE VALUE

Minmetals Land sold its debut $350 million dual
tranche dollar bonds in April this year, compris-
ing of $225 million of 5.5% 2018 bonds and $125
million of 6.5% 2023 bonds. These bonds are
unrated, but trade in line with some of the rated
SOE property names, such as Yuexiu (Baa3/NA)
and Franshion (Bal/BB). For example, Minmetals
Land 5-year bonds are quoted at 102 (bid), or a
yield of 5.01%, while Yuexiu Property 2018 bonds
are yielding 4.82%. However, unrated Poly
Property, another SOE property developer, saw
its 5-year bonds quoted at 5.55%, or 54bps more
in yield over the Minmetals Land 5-year.

Minmetals Land’s bonds appear trading rich, but
the valuation is probably well supported by
strong sponsorship of real money investors and
private bank investors. Given the relatively small
issuing sizes, the bonds are illiquid but buyers
seem to be always around, thus making them of
some rarity value.

Between Minmetals Land’s 5-year and 10-year
bonds, we think the 5-year bonds are more at-
tractive as the bonds trade 31bps higher than
Franshion 17s, while the Minmetals Land 23s, in
comparison, trade 12bps wider than Franshion
21s.

4 102, HHEFEH 5.01%, AT 2018 F 5| 4k
3 S 4.82%. 185 — R ATFRE B A F 5H
F A TFIARAVE Aty 5 FHIHICA % A 5.55%, $A
B XS AR AR R F 54 b

FE AR, R AR e AT IR
T 22 iy 69 AR A LA E AR AL T ARAF 69

#. ETRATZR)D, MAGARSIMRE, H—4
FREFER, BAFFHRAG—AHA M.

BB 5 R S A 10 SRR, RATAA 5
FHREEEG] A, BAHHAKE R 3% 2017 F3)
S 31 Ak, AmAs EK 2023 F 3| BF eIk
HRE L 2021 R BE S 12 A k.
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M 1. Z5 ZEM %532/ Appendix 1: Minmetals Land’s financial highlights

G 77 LA T/ HKS mm 30/62013  31/122012  31/122011 31/12/2010
4~5F /Annual
&\ /Income statement
I/ Revenue 2,134 4,306 5,329 1,659
%41/ Gross profit 659 1,270 1,691 627
EBITDA 445 837 1,253 426
#).8: % & / Interest incurred 87 286 237 a4
4 #)1E/ Net income 236 430 772 609
% #/ Earnings protection
%4 % / Gross Margin (%) 30.88% 29.49% 31.73% 37.79%
EBITDA #|iH %/ EBITDA /Revenue (%) 20.85% 19.44% 23.51% 25.68%
EBITDA #) 8.8 % 1544/ EBITDA interest coverage (x) 5.1 2.9 5.3 9.7
¥ ARME %-/EBITDA 4%4%/ Debt/EBITDA () 9.5 6.0 4.2 9.5
741% %-/EBITDA 4%4%/ Net Debt/EBITDA (x) 2.1 3.1 1.9 1.9
% 7= # H4&/ Balance sheet
#L4/ Cash and equivalents 6,577 2,419 2,859 3,250
T & P BAFAE 4 Ak [Properties under development and for sale 13,016 7,383 7,493 5,845
&7 %8/ Total assets 24,964 17,516 17,034 15,530
42 Hit# 4/ Short-term debt 1,277 1,901 2,773 3,493
¥ #1% 4-/ Long-term debt 7,195 3,080 2,459 572
A [ Equity 9,025 7,901 7,252 6,281
% 4-F24% %/ Debt & equity 17,497 12,882 12,484 10,346
K= fi 1k &tk & /Balance-sheet-ratios
BA 4 /M5 4 A0 43 5 [ Total debt/Debt & equity (%) 48.42% 38.67% 41.91% 39.29%
Ktk %)% 1k 5-AaA% 3 [ Net debt/Net debt & equity (%) 17.35% 24.49% 24.65% 11.49%
FL4-#/Cash flow
1% I 4/ Funds from operations - 8 587 121
15 f- K% 3/ Working capital change - -567 -1,143 -2,338
22 72 P47 /Net cash from operations - -559 -557 20227
FA L/ Capital expenditure - 116 18 8
A w4 5 I 47/ Free operating cash flow - -675 -575 -2230
4 AR ZE [ Cash flow adequacy -
15 Y4/ %1% %~/ Funds from operations/total debt (%) = 0.16% 11.22% 2.98%
15 Y4 /%1% %/ Funds from operations/net debt (%) - 0.31% 24.74% 14.85%

¥IERF: A /A, T4LEFR/Sources: Company reports, BOCI
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(172 B 5165 B A7 39 25 & 7 A4 F/All units in HKS mm unless AF X b EWRHF %F) B L
indicated) Minmetals Land SIUD Poly Property
F=#F 2% /International rating NA B/B1 NA
2012 44k /2012 Annual Report
S tyhk /\R T & 7 )/Contracted Sales (RMB mm) 5,000 6,682 23,400
& #9451 & (-F K )/Contracted Sales Volume (sqm) 390,000 608,000 2,510,000
—‘T’—iéj’%{ﬁ‘(/\li T /- K )/Average Selling Price (RMB/sqm) 12,821 10,990 9,323
TR B 4% /number of projects 10 24 44
IR T FLZ /number of cities present 7 12 20
+ 3 i &4k @ AR (F 7 -F-K)/Land Bank GFA (mm sqm) 4.1 9 21.8
JX A/ Revenue 4,306 8,783 20,695
EBITDA 837 771 4,438
#) 8 £ finterest paid 286 1,147 4,125
4/ Cash 2,419 5,250 14,308
%2 474 4 /Short-term debt 1,901 5,778 14,845
¥ #1454 /Long-term debt 3,080 6,288 25,869
1% %-#=4 7 / Debt & Equity 12,882 31,158 70,761
iz Y4/ FFO 8 -1042 -1,133
BN T4 T A% /Working capital change -567 1,414 2,021
418 72 JL4AR/Net operating cash flow -559 1,487 889
FAK # ik /Capital expenditure 116 115 74
Pk 3 [ Ratios
EBITDA #i# %/ EBITDA margin (%) 19.44% 8.78% 21.40%
EBITDA #) 8. & %12 4k/ EBITDA interest coverage (X) 2.9 0.7 1.1
%1% %-/EBITDA/ Total debt/EBITDA (X) 6.0 15.6 9.2
41 %-/EBITDA/ Net debt/EBITDA (X) 3.1 8.8 5.9
Bt %/t 424X 35/ Total debt/Debt & Equity (%) 38.67% 38.73% 57.54%
Ak %A% £ Ao 5./ Net debt/Net Debt & Equity (%) 24.49% 26.31% 46.78%
FFO/¥.1% 4/ FFO/Total debt (%) 0.16% neg neg
FFO/#4 1 %-/ FFO/Net debt (%) 0.31% neg neg

KHkB: A3IR/EK. 4B FR/Sources: Company reports, BOCI
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