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Company Profile

Founded in 2004 and listed on the Stock Exchange of Hong
Kong (Stock Code: 272) in October 2006, Shui On Land Limited
is a flagship property management company in Chinese
mainland established by Shui On Group. Shui On Land is
engaged in residence development, commercial property
investment & operation and hotel management business in core
cities of Chinese mainland. And currently, it has 8 projects in
different development stages in prime locations of Shanghai,
Wuhan, Chongging, Foshan and Dalian with a land reserve up
to 13.2 million square meters. “Xintaindi” is a famous
commercial real estate band under the company and also its
core business.

Investment Overview

The total income of Shui On Land decreased by 43% on a year-
on-year basis to RMB 4.8 billion in 2012, and the core net profit
sharply reduced by 87% to RMB 201 million. The main reasons
for the significant decline of business include less delivery area,
entry area declined by 30% and the annual sales volume of
RMB 5.7 billion, which was far less than the sales target of RMB
12 billion. For the weak sales in good market conditions of 2012,
my opinion is that there is lack of flexibility in sales strategies,
the sales structure has changed and the recovery degree of
high-end property is limited.

The company’s rent and relevant incomes in 2012 increased by
47% on a year-on-year basis to RMB 1.25 billion, among which
the rent and relevant incomes of investment property were up to
RMB 1.06 billion, increasing by 26% on a year-on-year basis,
and the rest RMB 190 million was from the hotel business.
Shanghai Taipinggiao office and retailing property including
Shanghai Xintiandi, Corporate Avenue Phase | and Shui On
Plaza is the most excellent investment property of Shui On
Land, although it only accounts for 38% in the total renting area,
it contributes 66% of the rent income.

We can see the sign of Shui On Land in improvement of sales, it
has increased the sales promotion scale, improved sales speed
and accelerated the backflow of sales fund. We think, according
to the current sales promotion speed, the residential sales
volume of Shui On Land is very likely to break through RMB 12
billion, creating a new high, while the overall commercial sales
income target of RMB 12 billion is expected to be reached.
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Key Financial Summary
FYE 11A7 12 13E

Revenue (RMB mn) 8,484 4,821 9,600
Net Profit, adj. (RMB mn) 3,428 2,029 3,507
EPS, adj. (RMB) 0.61 0.32 0.44
P/E (X),ad;. 2.74 8.66 6.21
BVPS (RMB) 4.94 4.83 5.02
P/B (X) 0.34 0.57 0.54
DPS (RMB) 0.09 0.05 0.08
Div. Yield (%) 5.39% 1.81% 2.94%

Source: Bloomberg, SHUI ON

*All multiples & yields based on current market price
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In order to release more current funds and realize the Figurel, View of major operation indicators

investors’ returns, Shui On Land established China Xintiandi 12,000
Co., Ltd. to be dedicated to the development and operation
of investment property. And it is planned to realize spin-off

FY10 ~ FYIL = FY12  FYI3F MFY14F

listing in the future. We think the spin-off of Xintiandi will be ~ '>** &
a win-win solution. On one hand, the company can use the
fund financed to accelerate the development of sales 8,000
property and improve asset turnover; on the other hand,
China Xintiandi can attract investors paying attention to 6, 000
stable dividend yield to improve the estimation.
4, 000

What drives Shui On Land to accelerate its sales is the
realistic debt payment pressure. In 2013, Shui On Land
needs to repay due debt of RMB 10.4 billion, including bank 2,000 -~ = - -
loan of RMB 5.1 billion, convertible loan of RMB 2.3 billion
and bill of RMB 3 billion. In 2015, the company will need to
repay a huge debt of RMB 19.2 bhillion, including three
groups of bills. Overall, the company is confronted with a
huge debt payment risk.

Revenue Operating profit Net profit

Source, Company report and Phillip Securities

Figure2, View of rental income
We think accelerating asset turnover, quick sales, low-cost
financing and Xintiandi spin-off in planning area are all
effective methods to improve the asset conditions of Shui
On Land. The company is urgent to accelerate the M Taipinggiao [ Others
development of the existing residential projects, accelerate
sales and take all necessary methods to improve the sales
income. After all, a sound and energetic sales cash flow is

the key point for the company to thoroughly get rid of the 261
debt crisis.
176

After the poor annual performance and allotment of stock,

the stock price of Shui On Land has declined to HKD 2.4,

and recently, the stock price has been stable and gradually

rebounded. We think, in the future, Shui On Land will still

face a large operation risk and heavy debt payment

pressure, but the current stock price basically reflects the

unfavorable factors of the fundamentals. Currently, the stock

price of the company has been bottomed by stage, and
there is expected to be a new round of rebound. The driving 2010 2011 2012
factors include the sales income and entry sales of Shui On
Land are expected to be improved significantly in 2013 and
the spin-off of China Xintiandi is expected to be listed in the

RMB Mn

354

Source, Company report

Figure3, View of due debt

market.

Based on our estimation of NAV of HKD 7.06 and 55% of 20154 _ 10539

the allowance to Shui On Land, we give 12m TP of HKD '

3.40, which is equivalent to 5 times of EPS in 2014. We give

the rating of “Accumulate” to Shui On Land. M Bank loans

Foreign notes
20134 -2,346 2,980

Source, Company report

RMB Mn
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Figure4, Big capital stress in recent years

RMB 100Mn
M Due debt
M Capital expense

2011 2012 2013 2014E

Source, Company report and Phillip Securities
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FYE FY10 FY11 FY12 FY13F FY14F
Valuation Ratios

P/E (X), adj. 5.06 2.74 8.66 6.21 5.04

P/B (X) 0.59 0.34 0.57 0.54 0.53
EV/EBITDA (X), adj. 22.76 11.65 34.75 15.90 14.60

Dividend Yield (%) 3.49% 5.39% 1.81% 2.94% 3.31%
Per share data (RMB)

EPS, reported 0.51 0.61 0.32 0.44 0.54

EPS, adj. 0.51 0.61 0.32 0.44 0.54

DPS 0.09 0.09 0.05 0.08 0.09

BVPS 4.39 4.94 4.83 5.02 5.16
Growth & Margins (%)

Growth

Revenue -27.80% 73.89% -43.18% 99.13% 16.67%
Operating profit -53.00% 115.39% -53.10% 141.27% 16.22%
EBT 12.15% 38.77% -38.65% 70.79% 23.15%
Net Income, adj. 5.09% 22.04% -40.81% 72.86% 22.45%
Margins

Gross profit margin 41.20% 43.62% 42.73% 44.50% 44.00%
Operating margin 28.37% 35.14% 29.00% 35.14% 35.00%
Net profit margin 57.57% 40.41% 42.09% 36.53% 38.35%
Key Ratios

ROE (%) 11.62% 12.35% 6.63% 8.73% 10.47%
ROA (%) 2.19% 3.49% 1.53% 3.87% 3.96%
Net Debt/(Cash) 15,293 24,043 30,865 28,065 29,100

Net Gearing (X) 57.00% 65.00% 70.00% 67.60% 68.00%

Income Statement (RMB mn)

Revenue 4,879 8,484 4,821 9,600 11,200
Cost of sales (2,869) (4,783) (2,761) (5,328) (6,272)
Gross profit 2,010 3,701 2,060 4,272 4,928
Operating profit 1,384 2,981 1,398 3,373 3,920
EBT 4,367 6,060 3,718 6,350 7,820
Tax (1,357) (2,062) (1,363) (2,318) (2,854)
Tax rate 31.07% 34.03% 36.66% 36.50% 36.50%
Profit for the year 3,010 3,998 2,355 4,032 4,966
Minority interests 201 570 326 525 671
Net profit 2,809 3,428 2,029 3,507 4,295

Source: BLOOMBERG, SHUI ON and Phillip Securities
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a stock's risk
reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient's own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant
investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2013 Phillip Securities (Hong Kong) Limited
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