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Update on Shanghai Industrial Urban Develop-
ment post parental asset injection
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m  Update on Shanghai Industrial Urban De-
velopment

Shanghai Industrial Urban Development Group
Co., Ltd (0563.HK, “SIUD” or “the Company”) is
acquired for HK$S2.746bn by Shanghai Industrial
Holdings (0363.HK, “SIHL”) in the Neo-China
restructuring deal in June 2010. SIHL currently
holds 70% of the Company. After the acquisi-
tion of 59% stake holding of Shanghai Urban
Development (“SUD”), the enlarged company
owns 25 property projects in 13 1°" and 2"%-tier
cities, for a total GFA of 16.09mm sgm (see
Fig.3), including unsold GFA of 9.5mm sgm. For
the first 11 months of 2011, SIUD and SUD
recorded total contract sales of around RMB

3bn.
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ESIRIF (0563.HK, “&]") 2 bk bIiA
fR/>a] (0363.HK, “Es£Ix”) F 2010 % 6 A vA
27.46 12 MM P A = Tead k., EFEIRKE
A 8] 70%89 R, ERIF LiEwmI e, X
JB 698 FE 13— KB R IR TN 25 /4 B &
RE, AR EEADR 1,609 7-FK (LA 3), &
T oRANE A EmAR 950 P oK. fE 2011 AT 11
MR, BRI e LR IT 696 R4 B Bkt 4
30 fLAK M.

A 3: LEWA G LiftE (FFK)/ Fig. 3: SIUD’s land bank (sqm)
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4 4L/ Youngman Point At 7% /Beijing
%49 & & & F/ West diaoyutai AL % /Beijing
A/ Forest Garden ¥ ¥ /Changsha
* 7 F 44/ Toscana ¥ 7V /Changsha
/& K&/ Park Avenue AR AR /Chengdu
Y& ¥R/ Top City ¥ X /Chongging

* 5 F k-4 A 44/ lvy Aroma Town

¥ J& /Chonggqing

* B3k 7% & / Royal Villa .y /Kunshan
* %35/ Yoooou.net .1l /Kunshan
# %[/ Yanjiao = 7T /Sanhe
LA 4RI/ Jiujiu Youth City % /Shanghai
;hﬁif‘}girf;fgﬁ%‘ﬁ/ Meilong Nanfang E #/Shanghai
* 75 J&3%/ Urban Cradle _Ei%/Shanghai
* |+ & dh 3%/ Shanghai Jing City _E & /Shanghai
* L& 4 A/ Shanghai Jingjie k% /shanghai
* {4 %L ¥ 8/ Xujiahui Centre _Ei%/Shanghai
:iﬁ;fiﬁiﬁjﬁ? / Xinzhuang Metro Su- t 3% /Shanghai
KB A5/ Taiyuan Street Juf8/Shenyang
JRUB KX/ Phoenix Tower &3 /Shenzhen
¥ M4 [ Laochengxiang A7 [Tianjin
It &/ Beichen R & [Tianjin
1% % ¥ %/ Neo Water City % /Xi'an
#18/ QiAo Island ¥k /Zhuhai
%1t /Total

BRAER HKIHR/ FELF BRI  ARFRE
[Total GFA Completed  Property under #/ Future
GFA development developments

523,833 454,610 - -
348,664 261,653 33,461 -
250,930 181,514 - 49,288
895,705 190,529 53,690 620,623
210,980 136,774 49,195 -
625,670 - 295,482 226,354
785,225 534,864 173,105 -
194,697 44,584 34,521 109,131
267,064 65,192 149,020 -
129,498 - 112,812 -
666,600 - - 666,600
212,126 143,819 20,868 -
421,300 - - 421,300
1,124,245 450,870 181,199 192,517
558,360 - 471,996 -
125,143 - 95,594 -
168,415 - - 168,415
405,000 - - 378,300
239,651 - 198,551 -
106,190 79,391 - -
752,883 536,967 62,434 46,804
2,263,000 - - 2,125,500
193,368 - 145,363 -
3,534,736 463,512 1,429,239 1,312,948
1,090,000 - - 770,000
16,093,283 3,544,279 3,506,530 7,087,780

HAERK: F4RBEFR/Source :BOCI JZ: *#A EERIFRE . / Note:* SUD projects.
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The 59% acquisition of SUD has enhanced the
competitiveness of SIUD in the property sec-
tor. On Nov. 23rd, 2011, the Company an-
nounced the completion of acquisition of 59%
SUD from the parent SIHL for a total consider-
ation of HKS6.11bn through issuance of new
shares. After the acquisition, SIHL’s holding of
SIUD increased from 45% to 70%. SIUD’s land
bank increased from 12mm sgm to 16.09mm
sqm as a result of the transaction. SUD has a
land bank of 3.8mm sgm in GFA (Shanghai
2.8mm sgqm, Kunshan 400K sgm, Wuxi 190K
sqm, Changsha 210K sgm, Chongqing 190K
sgm), mainly of high quality land located in
Yangtze River Delta Region such as Shanghai
and Kunshan. In addition, SUD has relatively
higher brand awareness in Shanghai. The ac-
quisition of SUD has helped bolster SIUD’s
geographic diversification, quality of Iland
bank, and brand awareness, improving its
competitive position in the China property in-
dustry.

There have been changes in the Company’s
business style and strategy. First of all, the
product is changing from low-to-mid end
properties to mid-to-high end ones, in order to
charge higher selling price and profit margin.
Yet the product type remains mainly to be
residential property and commercial complex.
The Company is already revising a few previous
project plans based on this new strategy. Se-
condly, the Company abandoned the fast
turnover strategy for property development,
lowering the pace of development. With sup-
port from the parent, the Company has been
able to shun from price reduction, and does not
think that price reduction will bring increase in
sales volume. In 1H2011, contract sales
amounted to 78,100 sqm in GFA, down 77%YoY.
The Company is not planning to purchase any
more land, but does not exclude the possibility
to acquire land/project at low prices and at the
right time and expand amidst market head-
wind.

SIUD may become SIHL’s property platform.
SIHL currently has two listed property compa-
nies, SIUD and Shanghai Industrial Develop-
ment Co., Ltd (600748.CH, “SID”). SID is an
A-share property company, and is 63.65%
owned by SIHL through the acquisition from its
parent, Shanghai Industrial Group. SIHL needs
to solve the peer competition between SIUD
and SID; post-acquisition consolidation is yet
to complete. SIHL indicates that the ultimate
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goal is to have one property platform, but
which one or when the platform will be finally
decided remains uncertain.

In the backdrop of rigorous property tightening
policies in China, A-share property companies
essentially lose all possibilities to refinance
from equity market. In comparison, HK-listed
Chinese property companies still have the pos-
sibility of fund raising from offshore capital
market. Secondly, HK-listed companies may
become A-share listed in the future. Yet at the
same time, the disadvantage of injecting
mainland asset into HK-listed companies is that
HK-listed companies have both lower valuation
and PE ratio than A-share companies. In sum-
mary, we think that SIHL to inject SID into SIUD
is a high-possibility event, and SIUD will be-
come SIHL’s property platform.

SIHL is expected to continue to provide impli-
cit support to SIUD. SIHL has extended sup-
ports through funding and asset injection, in-
cluding: 1) extending HKSlbn 5.5% low cost
funding to SIUD; 2) reestablishment of bank
credit facilities: in 1H2011, SIUD’s total bank
loans increased by HKS120mm; 3) injection of
59% of SUD equity. We expect parent support
to continue on SIUD’s strategic importance to
SIHL. SIHL’s diversified asset base (operating in
the area of infrastructure, property and con-
sumer products) provides cushion to its prop-
erty business against the uncertainty risks as-
sociated with property tightening. Strong and
stable cash flow from infrastructure and con-
sumer products could offset the reduced cash
flow as a result of home purchase limitation
and credit tightening. SIHL also enjoys Shang-
hai municipal government’s support.

®m  Financial analysis of the Company

In our view, SIUD’s financials were weak due to
its high leverage as well as Chinese govern-
ment’s frequent and cyclical property tighten-
ing measures. The acquisition of SUD is not
expected to significantly improve SIUD’s credit
profile as SUD was also highly leveraged.
However, post acquisition SIUD’s weak profit-
ability is likely to improve as SUD focused on
high-end products, thus enjoying a relatively
strong profitability. With support from its
parent, SIUD’s liquidity and financial flexibility
are expected to improve significantly.

The Company’s liquidity was adequate. As of
Jun. 30, 2011, free cash flow was at HK$1.22bn,
while short-term debt at HKS$2.05bn, among
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which HKS$S1bn was SIHL’s unsecured share-
holder loan extended on Oct. 29, 2010 with a
maturity on Jun. 30, 2012. SIUD may have the
flexibility to repay the loan from its parent
company and is expected to roll it over. SIUD
had no outstanding land premiums as it hadn’t
acquired any new lands. We expect the cash
inflow from property sales and bank loans to be
sufficient to cover its construction expenses.

[ ] Bond relative value

In our view, SIUD is comparable to other
state-owned property credits. China Overseas
20’s, China Resources Land 16’s and Franshion
21’s are the available bonds issued by
state-owned property companies, with
z-spreads of 426bps, 393bps and 791bps, re-
spectively (see Fig. 2 on the cover page). Al-
though SIUD’s financials were weaker, its
bonds mature in only 2.5 years, much shorter
than the tenors of others. SIUD’s bonds have a
much higher z-spread (971bps), which, we be-
lieve, is set to decrease to be in line with other
state-owned property issuers if SIUD could
become SIHL’s final property platform and its
profitability and competitive position could
significantly improve after the integration. On
the other hand, SIUD bond prices are down by
over 10pts from the highs in early June of 2011,
still showing good value.
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MFx: LEZWFAMSEEE/Appendix: SUID financial highlights
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G 77 # T [ HKS mm 2011/06 2010/06 2010/12 2009/12
6 /A /6 months 6 4~ ] /6 months 8 A~ A /8 months *
¥ 4 /Interim F 4 /Interim 4% /Annual 4% [Annual
## &/ Income statement
BN/ Revenue 882.5 2,417.3 4,110.3 513.1
37 18 Fo 244 / Depreciation and amortization 31.0 226 44.9 30.4
EBITDA (106.7) (23.9) (290.3) (551.6)
#].8: 3 / Interest incurred 244.5 421.8 676.2 549.7
%.41)3H /Gross profit 163.8 388.3 633.5 64.9
#4118/ Net income 6.6 (684.6) (835.9) (2,184.3)
£ #/ Earnings protection
ZA) %/ Gross Margin (%) 18.6 16.1 15.4 12.6
EBITDA #1722 / EBITDA /Revenue (%) (12.1) (1.0) (7.1) (107.5)
#1878 % 12 %/ EBITDA interest coverage () (0.4) (0.1) (0.4) (1.0)
B ARA% 4~/EBITDA 1% 4%/ Debt/EBITDA (x) (26.5) (116.9) (17.6) (10.7)
$1% 4%~/ EBITDA 4%4%/ Net Debt/EBITDA (x) (20.8) 3.3 (9.4) (7.8)
¥ = #i 4% &/ Balance sheet
4/ Cash and equivalents 1,223.9 2,764.9 2,381.5 1,627.2
&5t/ Inventory 18,718.2 16,966.9 18,043.0 14,462.1
# 7= %47/ Total assets 26,735.2 25,615.4 25,925.9 25,991.8
42 #1fit %-/ Short-term debt 2,046.3 1,914.5 1,611.9 2,134.0
K1t 4/ Long-term debt 3,611.0 3,674.4 3,488.7 3,773.0
&8 & M 4/ Common equity 7,788.4 7,002.7 7,642.3 6,660.0
P/ Total capitalization 13,445.7 12,591.6 12,742.9 12,567.0
% 7= R A& k£ / Balance-sheet-ratios
¥ A7 4/ & F A/ Total debt/total capitalization (%) 421 44.4 40.0 47.0
%15t %/ % %A/ Net debt/net total capital (%) 36.3 28.7 26.2 39.1
4R/ Cash flow
€12 I 4/ Funds from operations (426.4) (605.0) (1,084.5) (1,311.1)
BiE F A% 3/ Working capital change - - 517.2 (1,106.5)
ZF A Z 1/ Net capital expenditure . . 1336 222.8
B & 2 JL4 A/ Free operating cash flow - - (1,735.3) (427.4)
A 7R % [ Cash flow adequacy
B 15 P4/ %1% %/ Funds from operations/total
debt (%) (15.1) (21.7) (42.5) (44.4)
B i% Y4/ 4% %/ Funds from operations/net
debt (%) (19.2) (42.8) (79.8) (61.3)
BRI HH/Source: Bloomberg iE: 2009 FNE MR Y 4 A 30 BEh 12 A 31 B, PEHRTFEERALE, IMEANE, @ik

TRE R AR Y, B4, Notes: ' In 2H2009, the Company changed its fiscal year end from Apr. 30 to Dec. 31. ?A positive number denotes an

increase in working capital investment which is a use of cash, and a negative number denotes a decrease in working capital investment which is a release of

cash.




BOC INTERNATIONAL Fixed Income Research

DISCLOSURE

The views expressed in this report accurately reflect the personal views of the analysts. Each analyst declares that
neither he/she nor his/her associate serves as an officer of nor has any financial interests in relation to the listed
corporation reviewed by the analyst. None of the listed corporations reviewed or any third party has provided or
agreed to provide any compensation or other benefits in connection with this report to any of the analysts, BOCI
Research Limited and BOCI Group. Member companies of BOCI Group confirm that they, whether individually or
as a group (i) do not own 1% or more financial interests in any of the listed corporations reviewed; (ii) are in-
volved in making a market in the securities of China Overseas Land & Investment Ltd (688.HK); (iii) do not have
any individual employed by or associated with any member companies of BOCI Group serving as an officer of any
of the listed corporation reviewed; and (iv) have investment banking relationship with Shanghai Industrial Urban
Development Group Co., Ltd (563.HK), Shanghai Industrial Holdings Ltd (363.HK) and China Resources Land Ltd
(1109.HK) within the preceding 12 months.

This disclosure statement is made pursuant to paragraph 16 of the “Code of Conduct for Persons Licensed by or
Registered with the Securities and Futures Commission” and is updated as of 31 January 2012. Waiver has been
obtained by BOC International Holdings Limited from the Securities and Futures Commission of Hong Kong to dis-

close any interest the Bank of China Group may have in this research report.




DISCLAIMER

This report was originally prepared and issued by BOCI Research Limited for distribution to their
professional, accredited and institutional investor customers. It is not directed to, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation or which would subject BOCI Research Limited, BOC International
Holdings Limited and its subsidiaries and affiliates (collectively “BOCI Group”) to any registration or
licensing requirement within such jurisdictions. None of the material, nor its contents, nor any copy of
it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior
express written permission of BOCI Group. All trademarks, service marks and logos used in this report
are trademarks or service marks or registered trademarks or service marks of BOCI Group.

The information, tools and material presented in this report are provided to you for information
purposes only and shall not be used or considered as an offer or the solicitation of an offer to sell or to
buy or subscribe for securities or other financial instruments. BOCI Group may not have taken any
steps to ensure that the securities referred to in this report are suitable for any particular investor. The
contents of this report do not constitute investment advice to any person and such person shall not be
treated as a customer of BOCI Group by virtue of receiving this report.

Information and opinions presented in this report have been obtained or derived from sources believed
by BOCI Group to be reliable, but BOCI Group makes no representation as to their accuracy or
completeness and BOCI Group accepts no liability for loss arising from the use of the material
presented in this report unless such liability arises under specific statutes or regulations. This report is
not to be relied upon in substitution for the exercise of independent judgment. BOCI Group may have
issued other reports that are inconsistent with, and reach different conclusions from, the information
presented in this report. The reports reflect the different assumptions, views and analytical methods of
the analysts who prepared them. For the avoidance of doubt, views expressed in this report do not
necessarily represent those of BOCI Group.

This report may provide the addresses of, or contain hyperlinks to, various websites. To the extent that
this report refers to material outside BOCI Group’s own website, BOCI Group has not reviewed the
linked sites and takes no responsibility for the content contained therein. Such address or hyperlink
(including addresses or hyperlinks to BOCI Group’s own website material) is provided solely for your
convenience and information and the content of the linked sites does not in any way form part of this
report. Accessing such websites shall be at your own risk.

BOCI Group may, to the extent permitted by law, participate or invest in financing transactions with
the issuer(s) of the securities referred to in this report, perform services for or solicit business from
such issuers, and/or have a position or effect transactions in the securities or other financial instruments
thereon. BOCI Group may, to the extent permitted by law, act upon or use the information or opinions
presented herein, or the research or analysis on which they are based, before the material is published.
BOCI Group and the analysts preparing this report (each an “analyst” and collectively the “analysts™)
may have relationships with, financial interests in or business relationships with any or all of the
companies mentioned in this report (each a “listed corporation” and collectively the “listed corpora-
tions”). See “Disclosure”.

Information, opinions and estimates are provided on an “as in” basis without warranty of any kind and
may be changed at any time without prior notice. Nothing in this report constitutes investment, legal,
accounting or tax advice nor a representation that any investment or strategy is suitable or appropriate
to your individual circumstances. Nothing in this report constitutes a personal recommendation to you.

This report has been prepared and issued by BOCI Research Limited. This information is confidential
and is intended solely for the use of its recipient. This report is distributed in Hong Kong by BOCI
Research Limited and BOCI Securities Limited; in Singapore by BOC International (Singapore) Pte.
Ltd. This report and any information, material and contents herein are intended for general circulation
only and do not take into account the specific investment objectives, financial situation or particular
needs or any particular person. This report and any information, material and contents herein are
intended for general circulation only and do not take into account the specific investment objectives,
financial situation or particular needs or any particular person. The investment(s) mentioned in this
report may not be suitable for all investors and a person receiving or reading this report should seek
advice from a financial adviser regarding the suitability of such investment(s), taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a
commitment to purchase any of such investment(s). The suitability of any particular investment or
strategy whether opined on, described in or referred to in this report or otherwise will depend on a
person’s individual circumstances and objectives and should be confirmed by such person with his
advisers independently before adoption or implementation thereof (either as is or is varied).

Without prejudice to any of the foregoing disclaimers, to the extent that the reader is an accredited or
expert investor as defined in Regulation 2 of the Financial Advisers Regulations (“FAR”) of the
Financial Advisers Act (Cap. 110) of Singapore (“FAA”), BOC International (Singapore) Pte Ltd is in
any event exempted (i) by Regulation 34 of the FAR from the requirement to have a reasonable basis
for making any recommendation as mandated under Section 27 of the FAA, and (ii) by Regulation 35
of the FAR from the requirements in Section 36 of the FAA mandating disclosure of any interests in
securities mentioned in this report, or in their acquisition or disposal, that it or its associated or
connected persons may have. The recipient of the analysis or report should contact BOCI in Singapore
if they have any queries as to the report/analysis. Copyright 2012 BOCI Research Limited, BOC
International Holdings Limited and its subsidiaries and affiliates. All rights reserved.

© ¥ .9 ik

BOC INTERNATIONAL

20/F, Bank of China Tower
1 Garden Road

Hong Kong

Tel: (852) 2867 6333

Fax: (852) 2147 9513

Toll free numbers to Hong Kong:
China North: 10800 8521065

China South: 10800 1521065
Singapore: 800 852 3392

BOCI Securities Limited

20/F, Bank of China Tower
1 Garden Road

Hong Kong

Tel: (852) 2867 6333

Fax: (852) 2147 9513

BOC International (Singapore) Pte. Ltd.
Reg. No. 1993030462

4 Battery Road

4/F Bank of China Building
Singapore 049908

Tel: (65) 6412 8856 /6412 8630
Fax: (65) 6534 3996 /6532 3371



