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The latest M&A event, Sunac’s (Ba3/BB-) acqui-
sition of 24.3% of Greentown (B1/BB-), serves as
another milestone in the continuing consolida-
tion of the Chinese property industry. The gov-
ernment’s tightening measures and an industry
slowdown have always served as the backdrop
and sometime the key triggers for increased
M&A activities from this sector. For the thou-
sands of property developers in this highly
fragmented industry, where the top 10 firms
take up only 10.78% of the market share in 2013,
the trend of consolidations is bound to happen
and continue.

In this article, we review some of the major M&A
cases and examine their credit implications. Our
study finds that most of the M&A activities have
led to strengthened financial position and
business profile of the target companies, which
eventually enjoyed upgraded ratings and low-
ered funding costs. However, we do see cases in
which acquirers had to incur higher leverage and
face increased uncertainties from business in-
tegration. Yet such impacts have proved to be
limited to those large acquirers.

Major M&A activities

There have been a number of major M&A activi-
ties in the Chinese property sector during the
past few years. In 2006, Road King, largely a
highway operator at that time, acquired a 55%
stake of privately held Sunco for RMB 1.28 bil-
lion, and in 2007 a further 39.74% stake for RMB

0.6 billion. In 2010, Shanghai Industrial Hold-
ings, a listed conglomerate owned by the
Shanghai Municipal government, acquired a

45.02% stake in the debt-ridden but asset-heavy
Neo-China for HK$S2.746 billion. In 2012, the HK
blue-chip Wharf invested HKS 5.1 billion for a
24.3% stake in the financially stressed Green-
town. In 2013, Greenland, also a large Shanghai
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local SOE, acquired a 60% stake in the financially
strapped SPG Land for HKS 3 billion. In 2014, the
HK property developer New World Development
offered HKS 18.6 billion to privatize its China
subsidiary New World China Land to unlock its
value. Just recently, Sunac acquired a 24.3%
stake of Greentown for HKS 6.3 billion as the
recent market slowdown had pressured Green-
town’s sales progress. Beyond these major
events, there have been many other M&A ac-
tivities of smaller scales and from unlisted
companies, and they were largely inconsequen-
tial.

Road King/Sunco

Road King Infrastructure Limited (1098.HK) is a
Hong Kong listed company with core business in
the development of residential apartments as
well as investment and management of toll
roads in China. In September 2006, Road King
acquired 55% stake of the privately held Sunco
for RMB 1.28 billion and a further 39.74% stake
for RMB 0.6 billion in Jan. 2007, expanding its
property development business to over 16 cities
and doubling its land bank to 6.1 million square
meters. The acquisitions have transformed the
company from a highway operator into a prop-
erty developer.

The company saw significant credit setback from
the acquisition. Net gearing ratio increased from
30% in 2006 to 56% in 2007, and ratings were
downgraded in two notches (from Baa3/BBB- to
Ba2/BB) by both Moody’s and S&P (currently net
gearing ratio at 50.4% and ratings at B1/BB-).
However, total revenue increased 608% to HKS
552 million in 2006 and then again increased
336% to HKS 2,408 million in 2007. Its 2011s
bonds saw 2-4 point shortterm volatility fol-
lowing those announcements, and the series of
ratings downgrades costed the bond a total of 5
point drop.

Despite of its shifted focus on property devel-
opment, the company continues to maintain a
sizable holding of highway assets. Toll roads
revenue reached RMB 1.895 billion in 2013 out
of the total of HKS 11.456 billion. In March
2014, Road King acquired 49% equity interests in
Anhui Machao Expressway Co.,LTD, further ex-
panding its highway assets from the existing
four expressways.

Shanghai Industrial/Neo-China
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Neo-China, one of the largest Chinese property
developers at the time, was acquired for
HKS2.746 billion in June 2010 by Shanghai In-
dustrial Holdings (363.HK, “SIH”). The developer
was renamed as Shanghai Industrial Urban De-
velopment Group Co., Ltd (563.HK, “SIUD"”) af-
terwords. On November 23, 2011, SIUD acquired
59% of Shanghai Urban Development (SUD) from
its parent SIH for a total consideration of
HKS6.11 billion via new share placement, which
further increased SIH’s stake in SIUD from 45%
to 70%. After the acquisitions, SIUD’s credit
rating improved from Caa3/CCC-in 2009 to B2/B
in 2011 (currently at Ba3/BB). Its senior bonds
due 2014 also recovered from low 60 to around
90 in mid-2010, then to nearly 110 after the
asset injection of SUD.

Since the acquisition, the parent SIH has pro-
vided strong support to SIUD. Besides the qual-
ity asset injection of SUD, SIH also provided se-
nior management and financial backing. SIH and
Shanghai Industrial Investment (Holdings)
Company Limited, the controlling shareholder of
SIH, have provided HKS1 billion and HKS 1.2 bil-
lion of loans to SIUD, respectively.

Greenland/SPG Land

In August 2013, Gluon Xima International Lim-
ited, a wholly-owned subsidiary of Greenland
Holding Group, acquired a 60% stake in SPG Land
for HKS3 billion, which was then renamed as
Greenland Hong Kong (337.HK).

The acquisition has boosted Greenland Hong
Kong’s credit profile. The company has received
strong parent supports as well as asset injec-
tions. Its ratings were lifted from B3/B- to
Bal/BBB-, regaining access to the capital mar-
ket. SPG Land 13.5% 2016 bonds rebounded from
about 98.6 to 112.8 after the acquisition and
was able to be called back at par in November
2016. The company issued $700 million of 3-year
bonds (Bal/BB+/BBB-) at a coupon rate of 4.75%
in October 2013 and RMB 1.5 billion of 4-year
bonds at 5.5% in January 2014.

Its financial metrics also improved. Total
debt/total capitalization decreased to 56.4% of
2013 from 61.3% of 2012, while liquidity pres-
sure eased as cash/short-term debt increased to
about 0.5x of 2013 from 0.2x of 2012.

SUNAC/Wharf/Greentown
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In June 2012, Hong Kong-based property con-
glomerate Wharf Holdings Ltd (4.HK) agreed to
invest HKS 5.1 billion ($657million) in Green-
town. The deal came in two parts. Greentown
issued 490 million new shares to Wharf at
HKS$2.55 billion for a 24.3% stake, by which
Wharf became the second largest shareholder.
In addition, Greentown issued a total of HK$2.55
billion perpetual subordinated convertible
bonds to Wharf (which become freely converti-
ble on Aug 2, 2015). If Wharf chooses to convert
the notes in 2015, it would raise its shareholding
to 35.1% and become the biggest shareholder of
Greentown.

The association with the Wharf name and the
capital injections from Wharf provided an im-
mediate boost to Greentown’s liquidity and
credit position. Its ratings were improved from
Caal/CCC+ to B2/B (currently at B1/BB-).
Greentown was also able to regain access to the
capital market with issuance of two USD bonds
and one dim sum bond in 2013, for a total equi-
vilate of USD 1.405 billion.

On May 22, 2014, Sunac and Greentown an-
nounced that Sunac will acquire a 24.3% stake of
Greentown for HKS 6.3 billion. The transaction
will reduce Chairman Weiping Song and CEO
Bainian Shou’s combined stake in Greentown
from 42.87% to 18.56%, while Wharf will con-
tinue to maintain a 24.3% stake. Upon comple-
tion of the sale, Sunac’s Chairman Hongbin Sun
would assume the Chariman’s role of Greentown
on March 1, 2015.

Although ratings agencies have all affirmed no
immediate impact on both Greentown and Su-
nac’s ratings from the transaction, we view the
transaction as credit negative for Sunac for that
its gearing level is expected to rise. Sunac plans
to fund the acquisition with internal cash flow
and onshore bank loans, and has no intention to
issue additional bonds or equities. Management
is confident in keeping its net gearing ratio be-
low 90% (60.1% as the end of 2013) and plan to
use part of this year’s land purchase budget for
the Greentown acquisition. The acquisition
should increase the synergy between the two
developers, and Wharf remaining as a major
shareshold is still a critical supporting factor.
After the announcement, both Greentown and
Sunac bonds saw small dips but recovered
quickly with little changes.
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