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Maintaining Rating & Raising Target
BUY, $5.50

November 29, 2021
MARKET DATA

Share Price: USs$ 4.95
Market Cap: us$ 339.47 M
52wk Range: US$ 295-6.34
Ave. Volume: 308,000
Basic S/O: 68.58 M
Fully Diluted S/O: 83.96 M
Float: 7.06 M
Institutional (SDI) %: 35%
Insider %: 36%
Dividend/Yield: 0.00/0.00%
FINANCIAL DATA (mrq)

Cash: RMB 1,964.14 M
Total Debt: RMB 8,649.34 M
Book Value: RMB 3,923.56 M
EBITDA (ttm): RMB N/A
CFFO (ttm): RMB N/A
Auditor: KPMG Huazhen LLP
RMB 2019A 2020A 2021e 2022e
Revenue (in Millions)

Mar  892.30 489.19 421.98A 476.19
Jun 802.10 449.92 451.51A 503.77
Sep 678.93 475.96 456.99A 530.95
Dec 596.93 42111 452.85 569.33
REV 2,970.23 1,844.82 1,786.41 2,080.24
P/S 0.73 1.17 1.21 1.04
Diluted EPS

Mar 0.09 (0.05) 0.06A 0.04
Jun 0.11 0.02 0.04A 0.05
Sep 0.12 0.03 0.01A 0.05
Dec 0.04 0.07 (0.06) 0.05
EPS 0.36 0.08 0.06 0.19
P/E 4.05 20.45 25.54 8.21

Note: Shares outstanding above are adjusted on a 20:1
ADS basis. Diluted EPS is based on Ordinary Shares
in RMB, not in USD per ADS.

William Gregozeski, CFA
wgregozeski@greenridgeglobal.com
+1 414 435 1110

Possible Move Towards True Platform Model

Possible Shift In Model. Management noted on the conference call last
week that demand for home equity loans remains strong, which likely
coincides with the national push to support SMEs. Restrictions continue
to limit funds available from trust companies, but CNF stated it gets first
priority due to the amount of origination it does relative to its peers. How-
ever, the Company is moving aggressively towards the use of capital
from commercial banks, with a target to end 2022 with 30% of origination
coming from commercial bank capital. The use of commercial bank capi-
tal could change the business model to one that is strictly a lending plat-
form generating service revenue, as the commercial bank would hold the
loans and free CNF from needing to invest in the subordinated level it
does now, and enable it to push more volume through the platform. This
could potentially eliminate Interest Expense, Collaboration Costs, Provi-
sion for Credit Losses, Taxes & Surcharges, and Realized Gains on
Sales of Investments, and enable it to operate as a pure platform. As
this would change the model in a significant way and is still in the testing
phase, we are limiting the inclusion of commercial lending in our model at
this time. We would expect to know more about the shift by the time
CNF reports its year end results in roughly four months, which should
include the sale of all of its higher capital requirement legacy loans.

Origination Surprises In Q3. Third quarter loan origination beat our
estimate, at RMB 3.1 billion, and CNF ended the quarter at RMB 11.1
billion in loans outstanding. Interest & Service Fees of RMB 454.8 million
was higher than expected for the amount of origination as the Company
has been able to inch up its charged interest rate as it is not formally re-
quired to adhere to the 4x LPR rule. The interest rate charged by trust
companies crept up in the quarter as a percent of loans outstanding, at
RMB 219.1 million. Sales Partner payouts totaled RMB 101.5 million,
which reflected the reduction in the rate paid on new loans. Provision for
Credit Losses was quite a bit higher than the last two quarters, at RMB
32.6 million, and will be an item to watch in the coming quarters as it
clears out legacy loans and looks to move into commercial bank-backed
loans. The remainder of the operating expenses were roughly as ex-
pected, resulting in Net Income of RMB 19.0 million, or 0.01 per share.

Model Update. We made a few tweaks to the model, but the biggest
change is the pending sale of the legacy traditional models loans, which
is expected in the current quarter and will drive Q4 to a Net Loss of RMB
80 to RMB 100 million. As noted above, we have left out potential
changes from the commercial bank lending model.

Maintaining Rating & Raising Target. The pending sale of its higher
capital requirement legacy loans and potential to move towards a true

platform model with commercial bank backing could be a big boost to
CNF. As such, we are reiterating our Buy rating on CNFinance and rais-
ing our target price from $4.50 to $5.50. Our target price is based on a
Price-to-Earnings multiple of 9 times our 2022 currency-adjusted Diluted
EPS estimate of RMB 0.19 per ordinary share, converted to ADS.

PLEASE SEE PAGES 4 & 5 FOR IMPORTANT DISCLOSURES
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RISKS

Fluctuations in Interest Rates

On August 20, China reduced the allowable interest rate from private lenders substantially. While CNF
does not believe it applies it is ultimately up to the trust companies as to what rates are charged as they
are the lender of record. Additionally, increases in required interest rates by trust partners or more com-
petitive home equity loan rates by competitors could shrink the Company’s margins and profitability.

Changing Industry Regulations

Despite operating in a market largely left untouched by traditional banks, the home equity loan market is
subject to a variety of regulations that CNF must stay in compliance with. For example, should the
structural leverage ratio of 3:1 be reduced, CNF and its sales partners would have to make larger capital
contributions at the time of loan origination. There are also numerous regulations surrounding the meth-
od of marketing financial products to clients directly and through third parties that must be managed.

Dependence on Trust Companies
CNF'’s ability to originate home equity loans is dependent on the availability of trust company capital, of
which FOTIC funds roughly 70%, the loss of which could cripple its platform capabilities.

Dependence on Sales Partners

After the change in business model in early 2019, the Company is now wholly reliant on its outside sales
partners to drive loan origination customers. This new model is relatively unproven given the short time
it has been in place and there are no assurances it will be as effective as the Company expects. Addi-
tionally, CNF’s financial results may be lower than expected should sales partners source applicants at a
reduced pace or find alternative channels to originate client loans. There are also no assurances the
sales partners will be able to provide enough capital to meet its 20% equity requirement for each loan it
originates, which could slow growth.

Downturn in Chinese Real Estate Prices

Reduced real estate prices would limit the home equity applicants have to take out loans on CNF’s plat-
form, and would reduce the value of the collateral held by the trust companies thereby placing a great
potential liability on CNF should loans default.

Strength of the Chinese Economy

A downturn in the Chinese economy due to trade wars, COVID-19, or any other factor could reduce the
need for MSEs to seek growth capital loans, which would reduce the pool of applicants on CNF’s plat-
form. Additionally, a weaker economy could result in more delinquencies, which would force CNF to
make top-up payments on those loans.

Second Lien Interests

Loans secured by a second lien interest accounted for 56.3% of total loan origination volume in 2020,
and 56.4% in 2019. Should these borrowers default, CNF may have a difficult time collecting the full
amount of its security interest.

Foreign Currency Exchange
CNF’s stock trades in U.S. Dollars, while it conducts business in Chinese Yuan. Changes in the ex-
change rates could have an adverse effect on financial performance and the value of the common stock.

llliquid Trading
The Company’s stock trades far less than $1,000,000 per day, which may make it difficult to buy or sell

a large position in the open market without moving the stock price.

Material Weaknesses over Financial Reporting

CNF’s auditor found a material weakness in internal controls over financial reporting for the year ending
December 31, 2020, related to the lack of sufficient financial reporting and accounting personnel with US
GAAP and SEC reporting requirement experience and a failure to establish and communicate policies
regarding US GAAP. Management is in the process of hiring more financial staffing. We note that
CNF’s auditor is PCAOB-compliant.

Disclosure Requirements

As a foreign issuer, CNF is not required to issue formal 10-Q and 10-K filings, but rather 20-F annual
reports and less comprehensive 6-K filings each quarter. As a result, there may be less information
available to evaluate CNF as compared to companies filing under standard disclosure requirements.
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DISCLOSURES

Distribution of Ratings

I.B. last 12 months

Rating Count Percent Count Percent
BUY 9 100% 0 0%
HOLD 0 0% 0 0%
SELL 0 0% 0 0%
NO RATING 0 0% 0 0%

Explanation of Ratings
BUY: Describes undervalued stocks we expect to provide a total return (capital appreciation +

yield) of 15% or more in the next twelve month period.

HOLD: Describes fully valued stocks we expect to provide a total return (capital appreciation +

yield) of plus or minus 15% in the next twelve month period.

SELL: Describes overvalued stocks we expect to provide a total negative return (capital depre-

ciation + yield) of 15% or more in the next twelve month period.

NO RATING: Describes stocks that have their investment rating and/or target price temporarily re-

moved for fundamental or compliance-based reasons.

Analyst Certification

I, William Gregozeski, CFA, certify that all of the views expressed in this research report accurately re-
flect my personal views about the subject security and subject company. | also certify that no part of my
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed in this research report.

Other Disclosures

wnN =

Company Disclosures
CNFinance Holdings Limited 8

Greenridge Global makes a market in the security of the subject company.

The analyst serves as an officer, director, or advisory board member of the subject company.

The analyst or a member of the analyst’'s household has a financial interest in the securities of the
subject company, including, but not limited to a long position, short position, rights, warrants, futures,
or options.

Greenridge Global or an affiliate of Greenridge Global has managed or co-managed a public offering
of the security of the subject company in the last 12 months.

Greenridge Global or an affiliate of Greenridge Global has received compensation for investment
banking services from the subject company in the last 12 months.

Greenridge Global expects to receive or intends to seek compensation for investment banking ser-
vices from the subject company in the next three months.

Greenridge Global or an affiliate of Greenridge Global beneficially own 1% or more of the common
stock of the subject company as calculated in accordance with Section 13(d) of the Securities Ex-
change Act of 1934.

The subject company is, or during the past 12 months was, a client of Greenridge Global, which pro-
vided non-investment banking, securities-related services to, and received compensation from, the
subject company for such services.

An affiliate of Greenridge Global received compensation from the subject company for products or
services other than investment baking services during the past 2 months.

Greenridge Global 4
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DISCLOSURES (continued)

Other Disclosures

This report has been prepared by Greenridge Global LLC, an unregistered US-based financial services
firm, employing appropriate expertise and in the belief that it is fair and not misleading. The information
upon which this material is based was obtained from sources believed to be reliable, but has not been
independently verified, therefore, we do not guarantee its accuracy. Any opinion or estimates expressed
in this report constitute our best judgment as of the date of the report and are subject to change without
notice. Greenridge Global seeks to update its research as appropriate, but various regulations may pre-
vent Greenridge Global from doing so. This report was prepared solely for informational purposes for
Greenridge’s institutional clients and does not constitute a personal recommendation, solicitation or offer
to buy or sell any security, or take into account the particular investment objectives, financial situations,
or needs of individual clients. The securities described herein may not be qualified for purchase in all
jurisdictions or be suitable for all investors. Each investor should consider whether any information re-
garding securities mentioned in this report is suitable for their particular circumstances and, if appropri-
ate, seek professional advice, including tax advice. Additional and supporting information is available
upon request.

Rating History

Rating and Target Price History for CNFinance Holdings Ltd (NYSE: CNF) as of 2021/11/29

2020/06/10 2020/010/12 2021111729
BUY, $5.50 BUY, $4.50 BUY, $5.50
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Greenridge Global’s research reports are disseminated and available electronically, and in some cases,
printed form. Electronic research is simultaneously available to all clients. This report or any portion
herein may not be reprinted, sold or redistributed without the written consent of Greenridge Global LLC.
For information on how to be added to Greenridge’s research distribution list please contact:

William Gregozeski, CFA
+1 414 435 1110
wgregozeski@greenridgeglobal.com

Greenridge Global LLC
10 S. Riverside Plaza
Suite 875
Chicago, IL 60606 USA
www.greenridgeglobal.com
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