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Kaisa Prosperity: First Semester 2021 Results - Update 
Regulators and restructurings flying over the sector 
 

On the 21st of May, we released our investment thesis in Kaisa Prosperity Holdings (HKEX:2168), you can 

find this report in the following link. Before reading this thesis update, we will recommend that you read the 

investment thesis first. 

 

 
Figure 1. Kaisa Prosperity Holdings Limited Logo 

 

Introduction 

 

The first half of 2021 has been and up and down for most of the Chinese companies. The Hang Seng has 

declined more than 7% year to date, whereas indexes like S&P 500 are 20% up year to date. 

 

 
Figure 2. Hang Seng Index Year To Date (YTD) 

 

 

Regarding Kaisa Prosperity Holdings (HKEX: 2168), two main concerns are surrounding the company, the 

expected regulation that comes up in the Real Estate sector, and the most probable default of China 

Evergrande Group (HKEX: 3333) that could hit Kaisa Group (HKEX: 1638) in the first instance, and, 

consequently, Kaisa Prosperity. 

 

Summary of Half Year 2021 Results 

 

From a fundamental point of view, the company’s results for the first semester of 2021 are just spectacular. 

The company almost achieved its target plans for 2021 in just half a year. By 2021, the company expects to 

https://af3be052-bcb9-44db-b801-f59119040610.filesusr.com/ugd/7c10de_5d286245eebb4475ab04dcb0eb10d1b7.pdf
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reach 100 million sq.m. GFA under management, and in the first half Kaisa Prosperity achieved 83.6 million 

sq.m. compared to 57.5 million sq.m. at the end of 2020. 

 
Table 1. Kaisa Prosperity GFA distribution 

 
 

Indeed, Kaisa has achieved greater results than we expected: 

 

• The total revenue has increased a 78.8% compared to last year. 

• The profit has increased 75.7% Year over Year. 

• Achieved 83.6 million sq.m. GFA under management compared to 57.5 million sq.m. at the end of 

2020. 

 

 
Figure 3. Result Highlights from Kaisa's Prosperity presentation H1 2020 

 

One of the main reasons for this growth comes from the consolidation of the M&A declared by the end of 

December 2020, acquiring 60% of Zhejiang Ruiyuan Property. 

 
Table 2. GFA per type of developer 

 
 

The M&A has also allowed the company to diversify its stream of potential customers. The third-party GFA 

under management has reached 63.7% compared to 49.9% in the previous period. 
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Most of the reserved GFA comes from Shenzhen whereas the new contracted GFA is from the Yangtze River. 

Although the M&A effect on the results, we see that the company is also growing organically by new GFA 

coming from Kaisa Group and other third-party developers. 

 

 
Table 3. GFA for Residential and Non-residential properties 

 
 

Kaisa Prosperity keeps the M&A acquisitions independent and does not consolidate them into another 

existing subsidiary. In this way, the company keeps the network and relationships with local government and 

other developers unaltered. At the same time, Kaisa Prosperity adds new services that the acquired company 

may not have, like the smart solution segment. 
 

 
Figure 4. Kaisa's revenue mix 

 

The pre-delivery & Consulting Services have increased their revenue share. They are becoming more 

dependable of the property developers, mostly from M&A effect and Kaisa Group, which is experiencing 

record of Sales, as we will see later. This contrasts with the difficulties that Evergrande is experiencing with 

the sale of their properties. As highlighted in our investment thesis report, Kaisa Group is focused on the 

Shenzhen region and in premium zones that are less exposed to price declines compared to lower-tier assets. 

 
Table 4. Kaisa Revenue mix 
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The operating margin is at a record (24.1%) which is a way higher margin than expected. We are still cautious 

and hold our view that margin will decrease in the long run when competition between peers will increase 

after the consolidation of the business. 

 

 
Figure 5. Operating margin per semester 

 

The main reason for this increase comes from the community value-added segment, which reached a 60% 

gross margin this quarter compared to a 50% FY2020. As well, the property management services segment 

has experienced higher margins which were in a declining trend since 2018. 

 

 
Figure 6. Gross Margin per Segment 
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Since the second half of 2020, the company has been investing part of its liquidity (20%) in financial assets 

(bonds, stocks, etc). We didn’t get any clear response to this capital allocation from the management. They 

briefly commented that the fund and debt investments are for hedging exchanges rates whereas the equity 

investment is preferred shares mainly engaged with AI and chips, which may have some synergy with their 

smart solution service segment. 

 
Table 5. Kaisa’s current asset H1 2021 vs H2 2020 
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Subsequent events 

 

On 27 August 2021, Kaisa Prosperity announced the acquisition of 70% equity interest in Hebei Changrunda 

Environmental Engineering, a company focused on Urban Renewal services which increases Kaisa’s 

Revenue diversification and improves their expertise in this business which is becoming a crucial business of 

its parent company, Kaisa Group, as we will see later. 

 

The acquisition rounds the HK$445M, more than 15% of the current market cap. Regarding valuation ratios, 

Kaisa Prosperity paid a Price-to-Earnings ratio of around 13.2 times. On the other hand, Kaisa Prosperity is 

currently trading at a normalized Price-to-Earnings ratio lower than 8 times. 

 

For the first semester of 2021, the company had HK$970M as cash and equivalents. The transaction includes 

certain conditions, 60% of the payment is made the registration of the acquisition and the 40% left is depends 

on certain performance targets until 2025. This payment structure has been followed by the company in 

previous acquisitions. 
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Our opinion 

Regulation 

 

During the past month, we have seen many relevant investors giving their opinion about investing in China. 

Some of them, like Kathy Woods or George Soros, are very against this idea and highlighted the several risks 

that investors are undertaking with their investments. 

 

In our opinion, we believe it is hard to understand China. As many people say: “The more I know about them, 

the more I realize that I don't know them”. 

 

Although serious events happened during the year like the China crackdown on the tutoring sector, we see a 

lot of noise from the western press that is affecting every Chinese stock, no matter if there is regulation threats 

or not. Investor’s fear has filled the region and its market, and, in our opinion, the situation could lead to a 

great opportunity for investing. This does not mean that it is a risk-free investment. When investing in China, 

you should know that you are not playing with the same rules as in Europe or America. 

 

We have seen new regulations in the following sectors among others: 

 

• E-commerce 

• Food delivery 

• Banking 

• Data privacy 

• Online Gaming 

• School Tutoring 

 

The Chinese regulators have not decided on any regulation of the property management services. 

 

In our previous report, we highlighted the government’s motivation to develop property management 

services. In January 2021, the government gave green light to property services to integrate the Internet of 

Things, AI, cloud computing, big data, etc, into the so-called “property service + life service” model.  This 

new regulation is aligned with the 14th Five-Year Plan which aims for further digitalization of their society 

and economy.  

 

In July 2021, the government released a press highlighting some “problems” in different sectors including 

property management services. In the release, the government informs that they will make sure the law will 

be fulfilled. After some research, we found out that sometimes local property services companies have not 

followed the law. In some cases, these companies have not entirely provided the service signed with property 

owners, have refused to leave the property when the owners want to switch service provider, etc.  

 

Since the business is very fragmented, the government has promoted its consolidation. To accomplish the 

goal, the property owners should establish an association that will select the best service provider and will 

give the flexibility to switch provider and renegotiate the terms and conditions of the contract. This has been 

a problem, especially in low-tier cities and neighborhoods. As well, the management fees are supervised by 

the local municipalities and the government will keep an eye on these fees that sometimes are higher than 

usual and abusive particularly when the property developer lets their service subsidiary in charge of the 

property after its delivery to the owners. 

 

And that is why we prefer Kaisa Prosperity over peers, 63.7 % of the GFA under management comes from 

third-party developers, 41.6 % comes from non-residential properties which usually are owned by the state 

or a private company, most of the GFA is located in tier 1-2 cities and tier 1 neighborhoods. For all these 

reasons, we think Kaisa is very little exposed to illegal acts and possible changes in their business. 

https://af3be052-bcb9-44db-b801-f59119040610.filesusr.com/ugd/7c10de_5d286245eebb4475ab04dcb0eb10d1b7.pdf
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 China Evergrande’s default 

 

Far from calm the waters, the market has also pointed another issue that may raise risks to our investment in 

Kaisa. We are referring to Evergrande’s “imminent” default. During the last weeks, Evergrande bonds have 

fallen to 20ish prices. 

 
Figure 7. EVERRE 8.250% 23Mar2022 Corp (USD) Price 

 

The company is planning to go for restructuring after announcing its impossibility to meet its payment 

obligations. We are talking about $355B liabilities to be met (Lehman Brothers restructuring was about 

$619B). The market is worried that this bankruptcy could spread throughout the real estate sector and 

companies like Kaisa Group may also go to restructuring. 

 

We never hide that the parent company’s health of any property service is crucial to mitigate risks and that is 

why we invested in Kaisa. 

 

Unlike Evergrande, the parent company, Kaisa Group, meets the 3 requirements given by the government, 

which are: 

 

• Net gearing ratio lower than 100% (Kaisa Group at 93.7%) 

• Cash to Short term Debt higher than x1 (Kaisa Group at 1.53x) 

• Liabilities-to-asset ratios lower than 70% (Kaisa Group at 69.9%) 
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Figure 8. Three Red Lines by Kaisa Group 

 

Since the Three Red Lines implementation, the company has followed the government and deleveraged its 

balance sheet. 

 

 
Figure 9. Kaisa Group results 

 

Indeed, in contrast with Evergrande, Kaisa Group is increasing its revenues and selling most of its properties. 

 

The Urban Renewal segment is gaining more and more relevance, as we remarked in our previous report, 

from 24% of the Total GFA to 33%. The Urban Renewal has very little to do with the Real Estate prices and 

it is one of the main points that the government wants to motivate. 
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Figure 10. Attributable GFA per segment in Kaisa Group 

 

Nevertheless, we think the bottom scenarios could be the following: 

 
Evergrande’s default spreads to the entire real estate sector and other developers, like Kaisa Group, go into 

restructuring. 

 

In this case, the Pre-delivery and consulting services which count around 41% of the Total Revenues will be 

very affected. Even if this occurs and we assume net profit drops in the same proportion, 41% from the latest 

results, the company will be trading at a Price-To-Earnings of 14 times, which is a decent ratio for a company 

that still can grow inorganically and in other segments rather than the Pre-delivery and consulting services. 

Bear in mind that half of its market share is in Cash & Equivalents, and Short-Term Investments. 

 
Chinese government impose a fixed management fee that burns gross margin in the Property Management 

segment 

 

Although is unlikely to happen, we need to also consider this scenario. We believe this event will slow down 

the development and consolidation of the property services business. The government is decided to leave it 

in private big companies that follow the strict law than small local ones. All the regulation since 2014 has 

gone through this direction and we expect this will not change. 

 

Nevertheless, the government could impose a lower fixed management fee that will limit gross profits. The 

management fee revenues represent 42% of the total. Simplifying, if we assume the same proportion of 

decrease in net profit, the company will be currently trading at around Price-To-Earning of 14 times. This 

scenario is, in our opinion, very conservative since the margin of this segment is the lowest compared to 

others. 

 
Both events at the same time 

 

If this is the case, the company will be in serious trouble. The current price will be much higher than its 

intrinsic value. The company will be left with almost no business model and shareholders will most probably 

lose half of their investment. Still, in this case, the company has around HK$9 per share in cash and 

equivalents and short-term investments that could mitigate the fall. 
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The disparity between bigcaps, midcaps and smallcaps 

 

As may notice, we follow other peers apart from our investments. In the property management services, we 

can easily see how valuations ratios are dependable on the market cap (nothing to do with potential growth). 

 

Although we saw important drops in share price lately (in some cases more than -50% YTD), many peers are 

trading over 30 times Price-To-Earnings FY21E, whereas Kaisa is at 7.7 times based on AMTD Research1 

last estimation.  

 
Table 6. China Property Management Companies. AMTD Research 

 
 

Unlike we may think, the market is giving high valuations to the sector. In Kaisa Prosperity, we feel more 

protected from possible Black Swans and down-side scenarios.  

 

Indeed, if we have a look into smallcap and microcap peers, the valuations are absurd, the market is trading 

profitable and growth companies at net cash. Some of them have announced buyback programs which we are 

monitoring. 

 

  

 
1 We highly recommend you follow AMTD Research. It is a very great firm with many good reports. 

https://www.amtdgroup.com/en/research-all
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The microcap world, always an opportunity 

 

During the semester, we found a very interesting short-term opportunity for private investors and small funds. 

Pity the volume was not enough to gain a great sum of money. That is why we didn’t release it to the financial 

community live. Personally, I commented on it on my personal Twitter account, but I didn’t want to go into 

detail due to its low liquidity. 

 

The opportunity was at Sundy Service Co Ltd (HKEX:9608), the company, a property service provider, went 

public by the end of January 2021. Based on the latest annual results, the company had HK$192.2M in cash 

and equivalents.  

 

If you go through the documents, it was clear that the company collected around HK$133.3M from the IPO 

(Offer Price HK$0.25). Assuming a profit of around HK$16.5M for the first semester of 2021, this will give 

cash and equivalents of around HK$341.8M. 

 

Suddenly, during the semester the share price decreased more than 60% from IPO price, the lowest share 

price saw intraday HK$0.080 (Market Cap: HK$256M). This is a very common IPO microcaps trading in 

HKEX. Have not found a clear reason yet. 

 

 
Figure 11. Sundy Service share price 

 

We thought it was a great opportunity for investing in the company and the catalyst was clear. The market 

would correct after releasing the first semester results, showing cash and equivalents of around HK340M$. 

The correction happened days before the release. 

 

As shown in the following table, assuming the market would at least correct to an Enterprise value of 0 (Share 

price around HK$0.106), we could expect double-digit returns by buying shares at a lower price than 

HK$0.097. Indeed, from the 21st of July to the 19th of August there was a great opportunity to buy shares and 

there was some relevant volume to make a position. 

 

https://twitter.com/HolyFinance/status/1403282454451048449
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Finally, the company went back to an enterprise value of 0. We could have expected to see the share price 

trading at EV/EBIT 4x but hasn’t happened so far. Sundy Services currently trading at around HK$0.104, 

which has given a great short-term return. 

 

To sum up, the current market is giving good opportunities in the microcap world. We have seen very different 

valuation ratios depending on the market cap of the peers and we don’t believe there is huge moat scalability 

in the sector. 

 

  

Sundy 

Service 

Price EV=0

EV/EBIT 

1x

EV/EBIT 

2x

EV/EBIT 

3x

EV/EBIT 

4x

0.081 HKD 31.9% 48.7% 65.4% 82.2% 99.0%

0.082 HKD 30.3% 46.8% 63.4% 80.0% 96.6%

0.083 HKD 28.7% 45.1% 61.5% 77.8% 94.2%

0.084 HKD 27.2% 43.4% 59.5% 75.7% 91.9%

0.085 HKD 25.7% 41.7% 57.7% 73.6% 89.6%

0.086 HKD 24.2% 40.0% 55.8% 71.6% 87.4%

0.087 HKD 22.8% 38.4% 54.0% 69.7% 85.3%

0.088 HKD 21.4% 36.8% 52.3% 67.7% 83.2%

0.089 HKD 20.0% 35.3% 50.6% 65.8% 81.1%

0.090 HKD 18.7% 33.8% 48.9% 64.0% 79.1%

0.091 HKD 17.4% 32.3% 47.3% 62.2% 77.1%

0.092 HKD 16.1% 30.9% 45.7% 60.4% 75.2%

0.093 HKD 14.9% 29.5% 44.1% 58.7% 73.3%

0.094 HKD 13.6% 28.1% 42.6% 57.0% 71.5%

0.095 HKD 12.4% 26.8% 41.1% 55.4% 69.7%

0.096 HKD 11.3% 25.4% 39.6% 53.8% 67.9%

0.097 HKD 10.1% 24.1% 38.2% 52.2% 66.2%

0.098 HKD 9.0% 22.9% 36.7% 50.6% 64.5%

0.099 HKD 7.9% 21.6% 35.4% 49.1% 62.8%

0.100 HKD 6.8% 20.4% 34.0% 47.6% 61.2%

0.101 HKD 5.8% 19.2% 32.7% 46.1% 59.6%

0.102 HKD 4.7% 18.1% 31.4% 44.7% 58.0%

0.103 HKD 3.7% 16.9% 30.1% 43.3% 56.5%

0.104 HKD 2.7% 15.8% 28.9% 41.9% 55.0%

0.105 HKD 1.7% 14.7% 27.6% 40.6% 53.5%

0.106 HKD 0.8% 13.6% 26.4% 39.2% 52.1%
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Conclusion 

 

At current prices, we think there is quite an interesting opportunity for investing in Kaisa Prosperity. The 

asymmetry is clear. Half of its value is in cash, equivalents, or short-term investments. 

 

However, the upside risks are clear. Evergrande’s “imminent” default can affect other developers and lower 

future organic growth for property services. But still, in this case, if we assume modest growth between 10% 

to 20%, the investment is, in our opinion, worth. 

 

The same happens if the government decides to regulate the sector by adding a lower fixed management fee. 

The company has been diversifying its streams of revenue and even if the event occurs, we still see upside in 

price share. 

 

In case these black swan events don’t occur, which is highly probable, the intrinsic value of the company 

could be minimum of x6 times more in the coming years. Indeed, an asymmetric investment. 

 

When fear invades the market, fundamentals cannot explain the price of the stock. We are in this situation at 

the moment, and we expect volatility in the share price until the two main risks (Evergrande’s default and 

Regulations) highlighted in this update are clarified. 

 

This is our opinion, do not consider it as a recommendation to buy or sell shares. Please, do your own research 

and be responsible for your decisions. 

 

 

 

Rodrigo Villanueva, Founder of New Vila Equity Research 

www.newvilaresearch.com 

(+47) 96706806  

rvillanueva@newvilaresearch.com 
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Notes from the Results 

 

“In the first half of 2021, relevant departments of the Central government gradually put forward a number 

of policies to continue promoting the development of the industry. A consensus has been reached amongst 

the Central government and local governments on supporting and encouraging the development of property 

service industry. This gave support to the “property services + living services (「物業服務+生活服務」) 

business model”, and promoted the offering of preferential policies in terms of financing and taxation to the 

industry players.” 

 

“For our merger and acquisition strategy, diversified investment, were made by selecting real estate 

companies with multi-property portfolios as the top priority targets for mergers and acquisitions and high-

quality upstream and downstream companies along the industrial chain for business extensions in the form 

of equity investment. Meanwhile, we sorted out and cultivated high-potential peers and upstream and 

downstream targets in the industry and carried out targeted equity cooperation. In response to our diversified 

business layout of basic property management, we also planned to invest in outstanding companies engaged 

in the community value-added services and intelligent engineering industries, exploring cross-border 

innovation and strengthening the existing business capabilities.” 

 

“In 2021, through years of development and accumulation of experience in providing property services, we 

have continued to improve our own business system. With successive promulgation of favorable policies, we 

believe that the industry as a whole is still in the early stages of industrialization with considerable 

development potential, and it is foreseeable that the trend of scale expansion, price increment and industry 

diversification will continue for at least five years.” 

 

“Jiake Intelligent, a smart solution service provider under the Group, has been included in the qualified 

supplier database by 282 real estate developers, including Jinke Property (金科地產), Zoina Land (中南置

地), Helenbergh Real Estate (海倫堡地產), Jiahua Real Estate (佳華地產) and Baoneng Group (寶能集團

). During the reporting period, the Group continued to make efforts in the intelligent third-party market. Jiake 

Intelligent actively embraces the Internet of Things (“IOT”), big data and other intelligent technologies to 

empower its development and is striving to become “an intelligent city’s overall solutions and services 

provider” and will continue to develop with a strong business focus and concerted efforts by the Group 

members.” 

 

“As at 30 June 2021, the Group held financial assets at fair value through profit or loss of approximately 

RMB297.6 million. Fair value losses on financial assets at fair value through profit or loss for the six months 

ended 30 June 2021 was approximately RMB25.2 million. Such financial assets include medium-term bond 

and equity securities investments in various listed companies in Singapore and the US and unlisted managed 

funds which were purchased through different licensed financial institutions. The Group has been closely 

monitoring the performance of the investment in financial assets and the Group will continue to improve our 

capital return rate in the future. The Group did not have any single investment accounting for 5% or more of 

the total assets of the Group during the six months ended 30 June 2021.” 
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About me and New Vila Equity Research 
 

My name is Rodrigo Villanueva, I am the founder of New Vila Equity Research. 

 

I created the firm to show my analytical skills, passion for investing and the way I analyze/invest in 

companies. I am looking for an opportunity in the asset management sector, open to discuss investment and 

working/collaborate with investment institutions. If you are interested, please contact me through email, 

rvillanueva@newvilaresearch.com.  

 

Required Disclosures 
 

New Vila Equity Research does not represent an investment service in the terms provided in Article Royal 

Decree-Law 14/2018, of September 28, Royal Decree 1464/2018, of December 21, as it is a personal opinion 

from the author on the subject Stock analysis of a generic nature and not personalized to the client's 

circumstances. 

 

New Vila Equity Research does not offer any investment service or investment auxiliary service in the terms 

that are included in Spanish laws and especially since it does not fall into the case provided for in article 5.1 

letter “g” of Royal Decree 217/2008, it does not require authorization and any registration with the National 

Securities Market Commission since this service is outside the powers of said institution. 
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