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Shimao Property Holdings Limited

Fundamental turnaround is approaching

Thanks to the rapid growth of the nation’s property sales and credit

Company Report

expansion, the share price of Shimao Property Holdings Limited (the
Company or Shimao as follows) has rebound dramatically in the recent
period. Previously, Shimao was thought as a high geared property developer,
and its 2008 earning result was also largely below the market expectation.
The Company posted a 22% decline in turnover last year due to slippage in
project completion and stock turnover. Its reported 2008 net profit of RMB
841 million was represented a deep YoY depreciation of 79.4%, causing by
the property revaluation loss and raising borrowing cost.

Rich property inventory in the pipeline Shimao targets to complete a total
Gross Floor Area (GFA) of 1.5 million Sg.m this year, combining with its ending
2008 unsold GFA of 1.5 million Sqg.m, its aggregate sellable GFA may amount to
3 million Sq.m in 2009, we believe this should be a rich property inventory level
among those Chinese property developers. Given our estimated 2009 Average
Selling Price (ASP) of RMB 9,400-9.500/Sg.m, we see the market value of the
Company’s 2009 saleable property will reach roughly RMB 2.85-2.90 billion.

Property sales remains strong Riding on fast property sales momentum since
the beginning of 2009 , the Company achieved a contract sales revenue of RMB
4.6 billion in 1Q 2009, representing a solid YoY growth of 350%. Together with
its April property sales result of RMB 1.5 billion, its booked 2009 contract sales
revenue has reach RMB 6.6 billion, implying a favorable lock-in ratio of 44% to
its 2009 sales target of RMB 15 billion. We believe the Company’s property
sales will maintain at a comfortable level in the rest of the year, considering the
ease credit policy and the recovering house buyer confidence will stabilize the
nation’s house sales to stay at a relatively higher grade. We expect the
Company’s contract sales revenue and bookable sales turnover to grow 53% and
160% in 2009, reach RMB 1.8 billion and 1.6 hillion respectively.

Financial highlight and earning estimate

Outperform
(Prior: Outperform)

Target price: HK$ 12.25

Current price: HK$ 11.00

18 May 2009

Bloomberg: 813 HK

Reuters: ~ 00813.HK
Stock data
Share issued (min) 3,531
Market cap (HK$bin) 40,530
52-week range(HK$) 3.00-13.90
Average daily turnover 162

(HK$mIn)
Percentage of

Major shareholders .
shareholding

Mr. Wing Mau Hui 57.9%

Free float 41.8%

Industry Property
Contact:

China Merchants Securities (HK) Research

Stanley Wu

Tel: (0086)755-83295441 (852)3189-6122

Email: Wuxuan@cmschina.com.cn

Stock Performance

(HK$ million) 2007TA 2008A 2009E 2010E 2011E
Turnover 9,276 7,196 17,242 22,045 25,919
YoY Growth (%) 34.2% -224% 139.6% 27.9% 17.6%
Profit attributed to shareholders 4,092 841 2,945 4335 5,110
YoY Growth (%) 79.6% -79.4% 250.1% 47.2% 17.9%
Earning per share (RMB) 1.26 0.25 0.83 1.23 1.45

Earning per share (HK$) 1.40 0.29 0.95 1.40 1.65

PE ratio 7.9 38.1 11.6 7.9 6.7

ROE 275% 45% 134% 154% 14.9%
ROA 125%  2.0% 5.5% 6.5% 6.8%

Sources: Company data, CMS (HK) estimate
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Financial position back to safe line The Company completed a new share
placing on April 7" this year, with a total new issued share capital and financing
proceeds of 282 million and HK$1.9 billion. The share placing proceeds will use
to payback the maturate bank loan of USD330 million. After this share placing,
the Company’s net gearing dropped to a safe line of 42%. In order to capture the
existing lower interest rate and to accelerate the business expansion, we believe
the Company may raise RMB 4 billion long term loan during 2009. While, this
is just account 33% of its 2009 target Capex. We expect the Company’s net
gearing to stand at 55% by the end of this year, based on our estimated net debt
and shareholders equity of RMB13.9 billion and RMB 25.1 billion.

Maintain “Outperform” rating with new target price HK$ 12.25 The
robust and sustainable property sales as well as the fast business expansion will
significantly improve the Company’s forward earning in our view. We are
comfortable to see the Company’s net profit to grow at an attractive CAGR of
32% during 2009-2011. Its estimated EPS in the corresponding year would reach
HK$ 0.95, HK$1.40 and HK$ 1.65 respectively. The Company is currently
trading at 37% discount to our estimated 2009 NAV/Share of HK$17.75, which
should be a fair valuation compared with peers average NAV discount range of
30%-20%. We maintain an “Outperform” rating to Shimao, with a new target
price of HK$12.25 (applying 30% discount to our estimated 2009 NAV/Share).

Appendix-1, NAV valuation model

Per Share Assets Value

Assets Assets Value (HK$ million) As % of NAV
(HK$)

Completed Property 4,937 1.49 8.5%
Property under development 7,364 2.23 12.7%
The land use for future

38,960 11.77 67.3%
development
Investment property 11,400 3.45 19.7%
Hotel Property 9,085 2.75 15.7%
Gross Assets Value (GAV) 71,746 21.68 123.9%
Net debts 13,847 4.18 23.9%
Net Assets value (NAV) 57,900 17.50 100.0%

Sources: Company data, CMS (HK) estimate

Please see important notice on the last page.
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Appendix-2, Income statement forecast

(RMB million) 2007A  2008A  2009E 2010E 2011E
Turnover 9,276 7,196 17,242 22,045 25,919
Cost of sales (5,316) (3,964) (10,345) (13,293) (15,292)
Gross profit 3,960 3,232 6,897 8,752 10,627
Fair value gains on investment properties 1,155 (123) 485 1,043 1,200
Other gains 1,614 442 540 632 533
Selling and marketing costs (192) (282) (595) (840) (998)
Administrative expenses (757)  (1,066) (1,310) (1,356) (1,620)
Other operating expenses (117) (75) (198) (216) (306)
Operating profit 5,662 2,129 5,819 8,015 9,435
Financing gain 103 28 129 137 124
Financing costs (270) (378) (655) (761) (853)
Share of results of associated companies 113 6 278 320 345
Profit before income tax 5,608 1,785 5,571 7,711 9,052
Income tax expense (1,434) (925 (2,604) (3,351) (3,914)
Profit for the year 4,174 860 2,967 4,360 5,138
Minority interests 82 19 23 25 28
Profit attributed to shareholders 4,092 841 2,945 4,335 5,110
Dividends 975 405 648 988 1,277
Earning per share (RMB) 1.26 0.25 0.83 1.23 1.45
Earning per share (HK$) 1.40 0.29 0.95 1.40 1.65

Sources: Company data, CMS (HK) estimate
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Appendix-3, Balance sheet forecast

(RMB million) 2007A  2008A  2009E 2010E 2011E
Property, plant and equipment 4,991 5,403 6,969 6,986 7,040
Investment properties 5,852 6,050 6,866 7,082 7,160
Land use rights 6,581 6,180 4,812 3,853 5,360
Intangible assets 416 424 562 630 700
Associated companies 295 256 294 325 336
Jointly controlled entity 3 1,721 1,914 2,213 2,230
Deferred income tax assets 442 438 459 586 618
Other non-current assets 3,150 4,310 3,650 4,361 3,426
Non-current assets 21,728 24,782 25,526 26,036 26,870
Land use rights under development 7,271 8,974 13,198 14,989 15,024
Properties under development 2,547 4,176 10,005 13,202 14,446
Completed properties held for sale 1,522 4,681 5,073 6,766 7,538
Trade and other receivables and prepayments 1,124 1,634 2,129 3,063 3,940
Prepaid income taxes 35 148 148 148 148
Amounts due from related companies and minority shareholders 38 85 106 162 200
Restricted cash 29 74 410 187 207
Cash and cash equivalents 705 5950 4,596 1,814 4,612
Current assets 7,320 13,813 17,542 21,699 35,478
Total assets 39,271 46,481 61,004 72,441 79,400
Share capital 340 336 353 353 353
Reserves 18,108 18,360 24,447 30,969 36,498
Shareholders equity 18,448 18,696 24,800 31,322 36,851
Minority interest 364 342 342 342 342
Total equity 18,812 19,037 25,142 31,664 37,192
Borrowings 10,384 10,895 15,180 14,006 13,500
Deferred income tax liabilities 1,639 1,605 1,320 1,504 1,545
Non-current liabilities 12,023 12,500 16,500 15,510 15,045
Trade and other payables 3,851 6,747 7,648 10,865 11,625
Advanced proceeds received from customers 500 1,535 1,646 2,021 2,681
Income tax payable and deferred tax 2,832 3,123 6,583 7,780 8,238
Borrowings 1,252 3,539 3,485 4,601 4,618
Current liabilities 8,435 14,944 19,362 25,267 27,162
Total liabilities 20,458 27,444 35862 40,777 42,207
Total equity and liabilities 39,271 46,481 61,004 72,441 79,400
Total assets less current liabilities 30,836 31,538 41,642 47,174 52,238

Sources: Company data, CMS (HK) estimate

Please see important notice on the last page.

40f5



@ RHZSFR

CHINA MERCHANTS SECURITIES (HK Company Report

RATING DEFINITION & DISCLAIMER

RATING DEFINITION

BUY Expected to outperform the market index by >20% over the next twelve months
OUTPERFORM Expected to outperform the market index by 10-20% over the next twelve months

NEUTRAL Expected to outperform or underperform the market index by <10% over the next twelve months
UNDERPERFORM Expected to underperform the market index by 10 - 20% over the next twelve months

SELL Expected to underperform the market index by >20% over the next twelve months
DISCLAIMER

This document is prepared by China Merchant Securities (HK) Co., Limited (“CMS”). CMS is a licensed corporation to carry on Type
1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9
(Asset Management) regulated activities under Securities and Futures Ordinance (Chapter 571). This document is for information
purpose only. Neither the information nor opinion expressed shall be construed, expressly or impliedly, as an advice, offer, invitation,
advertisement, inducement, recommendation or representation of any kind or form whatsoever or any financial instrument in any
jurisdiction where such advice, offer, invitation, advertisement or solicitation would be illegal.

The information and opinions, and associated estimates and forecasts, contained herein have been obtained from or are based on
sources believed to be reliable. CMS, its holding or affiliated companies, or any of its or their directors, officers or employees (“CMS
Group”) do not represent and warrant that it is accurate or correctness or complete and it should be relied upon. CMS Group will not
accept any responsibility or liability whatsoever for any use of or reliance upon this document or any of the content thereof. The
contents and information in this document will be subject to change without prior notice. Use of any information herein shall be at the
sole discretion and risk of the user. Investors are advised to make their own investment decisions without relying on this publication.

CMS Group may have a position, make markets or act as principal, or engage in transactions in securities of companies referred to in
this document and may also perform or seek to perform investment banking services for those companies.

This document is for the use of intended recipients only and this document may not be reproduced, distributed or published in whole or
in part for any purpose without prior consent of CMS.

China Merchants Securities (HK) Co., Ltd
48/F, One Exchange Square, Central, Hong Kong

Website:http://www.newone.com.hk
Tel: (852) 3189-6888 Fax: (852) 3101-0828
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