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Abstract. With the rapid development of the real estate economy, the importance of financial risk
analysis for the survival and development of enterprises has become increasingly apparent. In
addition, it has also attracted many concerns from the academic and industry circles. On this bais,
this study initially compiles the sources and sums of money used over the previous five years to
develop China's real estate, and extensively searches and organizes China's real estate policies.
Taking Sunac China as an example, by analyzing Sunac China's financial statements to judge its
financing characteristics and structure, according to research, China's biggest issues with real estate
financing are that China's real estate enterprises generally have high debt ratios, single financing
models and imperfect systems. Moreover, suggestions are put forward on improving real estate
finance legislation and optimizing enterprise management capabilities. It is hoped that these results
can provide reference opinions for promoting the diversified development of real estate financing
models.

Keywords: Financing structure; real estate; financial risk.

1. Introduction

Since the real estate market has grown so quickly in recent years, it has significantly boosted
China's economy and improved residential housing, but at the same time, high housing prices and
high leverage have also accumulated a growing number of systemic risks. If the real estate market
collapses, it will deal a fatal blow to the financial system and the country's economy. To this end, the
state has proposed a number of pertinent policies to control excessive housing costs and prevent
systemic financial risks. Over the past four decades, one of China's fastest-growing economic sectors
has been the real estate industry, especially since the 1998 housing reform. This growth was evident
in both construction and precipitous price growth, with housing sales prices nearly quadrupling
between 2000 and 2017 [1]. China's rapid economic development and growing urban population have
increased the demand for real estate.

Chinese developers have expanded their portfolios to include office and retail construction during
the current consumer boom. The Chinese developers' high leverage was the result of aggressive
project launches. Chinese developers have recently embraced a more flexible strategy to secure their
operating capital and reduce their cost of finance, even if conventional bank loans continue to be the
major source of funding [2].

A more complicated risk transmission mechanism between various nations and various financial
asset classes has emerged with the onset of the globalization age. From a number of perspectives,
including those of policy regulators who seek to maintain the stability of the financial system and the
smooth operation of the economy as well as intertemporal arbitrage and international investors who
seek risk and return, understanding the risk dependence structure of different assets is essential [3].
Different companies in China's financial system have financing capabilities that are asymmetrical to
their size or efficiency, and the financial market's distortions result in an unbalanced and inefficient
mismatch of financial resources [4], creating a vicious cycle between inequities in financing and
investment efficiency.

This paper examines the government policies influencing the financing status of real estate
enterprises from the perspective of the financing structure, rationalizes the financing strategies used
by Chinese real estate enterprises, and presents the internal and external risk factors influencing the
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financing of real estate enterprises. Financing issues exist for real estate businesses. The primary
issues with real estate enterprise financing are examined through the analysis of Sunac China's
financial status, and helpful solutions are proposed.

2. Financing Status and Policy Analysis of Real Estate Enterprises

As shown in Table. 1, One can see that domestic loans, self-financing, and other funds are where
the majority of the money for real estate development companies comes from. Real estate businesses
primarily rely on bank loans and have a limited percentage of their own funds. The financing scale
of housing enterprises has increased year by year, with domestic loans reaching the highest in 2020
and continuing to decline after 2020.

Table 1. Real estate financing of China in 2018~2022 (unit: 100 million yuan, data from the
National Bureau of Statistics).
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Mortgage rates, limits on the LTV ratio for mortgage loans, and capital requirements for real estate
development projects are the key monetary policy instruments the Chinese central government use to
control the housing market [5, 6]. Since 2003, different down payments and mortgage rates have been
in place to reduce the risk associated with mortgage loans. Policymakers typically stabilize housing
prices when contractionary monetary policies are put in place by increasing mortgage rates, LTV
ratio ceilings, and capital requirements for real estate development projects. These actions raise the
financial required for residents to acquire homes while also dramatically raising the cost of funding
real estate businesses [7]. As a result, the real estate market's supply and demand fluctuate, directly
affecting the success of real estate firms [8].

Tax requirements for real estate construction and transactions are the typical means through which
central governments control the housing market. The property deed tax, land value increment tax,
stamp tax on real estate transactions, and company tax on real estate transactions are often employed
control instruments [9, 10]. By increasing the property deed tax, land value increment tax, and stamp
tax as well as prolonging the term exemption from business tax on real estate transactions,
policymakers frequently cool down the transactions of the housing market during periods of tightened
regulatory frameworks. These steps significantly lower locals' desire for housing transactions.

The following four aspects are significant examples of how control policies on the land market
operate:
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Increasing the land supply for rental housing, affordable housing, and other types of housing to
stabilize housing prices during a period of tighter regulation, while decreasing or even stopping the
land supply for residential homes during a period of looser regulation.

Land leasing restrictions: During a period of tightening, policies like "limited house price,
competing for land price," "limited land price, competing for house price," and "existing house sales
or competing for self-holding area after the premium rate exceeds the limit value™ are frequently used
to slow the rate of house price growth.

Conditions for the land rental fee: Raising the standards for the land auction guarantee fund and
rigorously scrutinizing the sources of the land auction money used by real estate firms at a period of
tightening regulatory requirements [11].

Crackdowns on hoarding of land [12]. The macro-control of land played a crucial role in regulating
the real estate market, according to a chronology of China's land supply regulations from 2003 to
2016.

Table 2. Summary of Sunac China's financial position in 2022 (part 1)
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3. Sunac China's asset status and financing characteristics

As shown in Table. 2 and Table. 3 are summary of Sunac China's financial position from 2018 to
2022. The data is collected from the company's annual report. Through the data, one can see that
Sunac China has high debts and excessive inventory, but its total assets exceed 1 trillion yuan, so
Sunac China has a good foundation for recovery. At the same time, through the analysis of Sunac
China's financial statements, one can also conclude that Sunac's financing methods mainly include:
bank loan, bond financing, financial leasing, overseas financing, pawn financing, direct deposit, bank
letter of credit, loan guarantee and national fund.

4. Suggestions and Implications

Commercial banks bear a disproportionate share of the risks associated with the market for
commercial bank loan investments. More than 60% of the total capital used by real estate businesses
comes from direct bank loans. The financing strategy of issuing bonds has increasingly diminished
in China as the listing and financing of real estate firms has increased [13]. China's real estate
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enterprises generally have a high debt ratio, and the overall debt-to-asset ratio of developers has risen
from about 72% in 2008 to more than 80% in 2020 [14]. An excessively high debt ratio not only
increases the risk of the enterprise, but also increases the risk of creditors, greatly reducing the
financing capacity of the enterprise [15]. Under the conditions of market economy, a sound legal
system is the guarantee for the development of enterprises and the foundation of economic
development. If there is no perfect legal system to match it, it will restrict economic development and
even lead the economy astray. Compared with the developed countries in the West, there is still a big
gap between China's relevant laws and regulations. A scientific and effective enterprise financing
system has not yet been formed, which has brought certain difficulties to the financing of real estate
enterprises and directly affected the normal development of real estate enterprises [15].

Table 3. Summary of Sunac China's financial position in 2022 (part 2).
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The real estate boom is conducive to the growth of the national economy, while the excessive
expansion of the real estate bubble will threaten the sustained and stable development of the industry.
Among them, the real estate market is closely linked with the financial system, and excessive financial
support and other factors give rise to the real estate bubble. The real estate bubble may eventually
burst, and the real estate financial risk will accelerate the release, and infect the banking system and
related industries, impact the financial system and the macro economy, and affect the stability of the
macro financial economy.

As part of its efforts to improve China's real estate finance legislative activities, the government
should speed up the introduction of pertinent laws and policies for real estate financial supervision,
provide adequate financial compensation to enterprise financing, and increase fiscal revenue for the
growth of the national economy. Businesses should standardize their internal financial practices,
create accounts that are compliant with Chinese tax regulations, ensure that tax evasion is allowed,
and increase the return on investment of their real estate investments. The provision of effective and
high-quality financial services to businesses as well as the development and improvement of loan
management strategies are essential components of firm management. A programmatic management
procedure is designed to prevent the absence of effective communication in the operation of various
departments of real estate firms in light of the capital allocation issues faced by many real estate
enterprises in China. The finance department should select a particular individual to be in charge of
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financial matters in light of the disadvantages that a significant share of cash cannot be withdrawn in
a timely manner [13].

5. Conclusion

In summary, this study only analyzes the financial risks of real estate enterprises from the aspects
of national policies and corporate financing conditions, mainly focusing on theoretical research. On
the other hand, due to the limitations caused by subjective factors such as the author's own cultural
background and professional cognition, this bias will also affect the rationality of the study. In order
to solve the shortcomings of this research, the future development direction is proposed. First, some
mathematical models and software technologies are used to collect, screen and analyze research data
to make the research results more realistic. Second, it is necessary to expand the scope of literature
research and conduct more in-depth research, while paying attention to the combination of theory and
empirical evidence. Overall, these results offer a guideline for risk analysis.
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