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Maintain Sell on vague sales growth and profit outlook

We maintain Sell on Shanghai Shimao with our target price adjusted up by 5%
to RMB4.55 after factoring in faster sales, better margin and 1H17 results. Yet,
despite a 59% vyoy increase in revenue to RMB10.1bn and 11.6ppt gross
margin expansion, core profit was declined by 14% yoy to RMB1.07bn,
dragged by the low attributable profit and erosion of profit by LAT for high
margin project. Due to the low land acquisition and poor execution track
record, we remain cautious on its sales growth outlook and expect sale growth
will likely slowdown to 16%/8% in FY18/19F (vs. +24% in 2017F). On valuation,
its P/E and NAV discount are both higher than other quality large cap names.

Stronger-than-expected sales, but expecting slowdown ahead

Shanghai Shimao achieved stronger-than-expected sales with a 33% vyoy
increase in 1TH17 to RMB10.0bn and GFA sold increased by 15% yoy to
530ksgm. The company achieved 59% of its full-year target. Yet, due to the
poor track record on execution (contracted sales -16%/+33% in FY16/1H17 vs.
peers +50%/+55%) and the limited land acquisition in TH17, we expect sales
growth will likely be slowed from +24% in 2017F to 16%/8% in 2018/19F.

LAT erodes gross margin expansion

The gross margin of Shanghai Shimao increased by 6.7ppt from end-2016 to
38.5% (due to the strong sales of two projects in Xiamen Jimei and Nanjing
Yuhua), which is stronger than our expectation. Yet, the core net profit was
down by 14% yoy. The 2.5x surge in LAT eroded gross margin improvement.

Disappointing results, strong sales not translating to earnings

Shanghai Shimao reported disappointing 1H17 results: 1) revenue jumped by
59% yoy to RMB10.1bn; 2) gross margin expanded by 11.6ppt to 38.5%; 3)
due to the strong MI, attributable profit was flat at 1.4bn and core profit
dropped by 14% yoy to RMB1.07bn and 4) gearing was down by 12ppt to
12%; no DVD was declared. As a result of the 2.8x yoy increase in minority
interest, the attributable profit was flattish. Strong sales growth and double-
digit margin expansion cannot translate to positive profit growth.

Valuation and risks

Our target price is based on a 35% discount to end-2017F NAV of RMB7.00.
The stock now trades at 9.6x FY18F P/E and a 26% discount to NAV. Key risks
include: 1) stronger-than-expected contracted sales, 2) better-than-expected
rental growth and 3) faster-than-expected gross margin expansion.

|Forecasts And Ratios

Year End Dec 31 2015A 2016A 2017E 2018E 2019E
Sales (CNYm) 15,616.4 13,708.0 15,920.2 17,718.0 18,980.0
DB EPS FD (CNY) 0.81 0.63 0.45 0.54 0.59
DB EPS growth (%) -32.6 -22.4 -29.1 20.2 9.0
PER (x) 10.4 115 11.8 9.8 9.0
DPS (net) (CNY) 0.11 0.08 0.06 0.08 0.08
Yield (net) (%) 1.3 1.1 1.2 1.4 1.6

Source: Deutsche Bank estimates, company data
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Model updated:28 August 2017 Fiscal year end 31-Dec 2014 2015 2016 2017E 2018E 2019E
‘Running the numbers Financial Summary

Asia DB EPS (CNY) 1.21 0.81 0.63 0.45 0.54 0.59
- Reported EPS (CNY) 1.61 1.06 0.79 0.51 0.58 0.62
China DPS (CNY) 0.17 0.11 0.08 0.06 0.08 0.08
Property BVPS (CNY) 13.7 12.3 7.4 5.7 6.2 6.8
N N Weighted average shares (m) 1,172 1,914 2,679 3,751 3,751 3,751
’Shangha| Shimao Co Ltd Average market cap (CNYm) 5,262 16,201 19,361 19,806 19,806 19,806
Enterprise value (CNYm) 10,928 29,785 33,398 30,820 24,927 15,659

Reuters: 600823.SS Bloomberg: 600823 CH

|\/a|l|minn Metrics
’Se" P/E (DB) (x) 3.7 10.4 11.5 11.8 9.8 9.0
P/E (Reported) (x) 2.8 8.0 9.1 10.3 9.1 8.6

Price (28 Aug 17) CNY 5.28  P/BV (x) 0.50 0.70 0.95 0.92 0.85 0.78

Target Price CNY 4.55 FCF Yield (%) nm nm 29 18.9 34.3 52.0
Dividend Yield (%) 3.8 1.3 1.1 1.2 1.4 1.6

52 Week range CNY473-8.08  c\/sales (x 0.9 19 24 19 14 08

Market Cap (m) CNYm 19,806 EV/EBITDA (x) 3.3 9.0 10.6 6.5 4.7 2.9
USDm 2,972 EV/EBIT (x) 3.3 9.0 10.6 6.5 4.7 29
- Income Statement (CNYm)

Company Profile Sales revenue 12,701 15616 13708 15920 17,718 18,980
Shanghai Shimao is a subsidiary of HK-listed Shimao Gross profit 4,526 4,661 4,366 6,035 6,755 7,081
Property, and it mainly develops commercial properties in EBITDA 3,319 3,315 3,151 4,777 5,267 5,487
mainland China. Its portfolio includes assets in prime Depreciation 0 0 0 0 0 0
locations, including Shanghai, Shaoxing, Suzhou, Amortisation 0 0 0 0 0 0
Changshu, Kunshan, and Xuzhou. It also operates malls EBIT 3,319 3,315 3,151 4,777 5,267 5,487
and engages selectively in the office market in a few cities, Net interest income(expense) 63 99 60 183 153 2107
such as Xiamen. Associates/affiliates 8 5 -98 12 3 35

Exceptionals/extraordinaries 283 496 577 324 205 148
Other pre-tax income/(expense) 494 913 1,031 0 0 0
Profit before tax 4,025 4,619 4,600 4,907 5,316 5,663
‘ Price Performance Income tax expense 1,417 1,716 1,862 2,495 2,621 2,528
Minorities 716 869 620 492 625 727
10.0 Other post-tax income/(expense) 0 0 0 0 0 0
9.0 i\ Net profit 1,892 2,034 2,119 1,920 2,170 2,308
8.0 4\
DB adjustments (including dilution) -477 -477 -428 -243 -154 -
DB Net profit 1,415 1,557 1,691 1,677 2,016 2,197
4-0 Cash Flow (CNYm)
Aug 15\10\', 1EFebl 16\/Ia\I/ 16\u§; 16\10:/ 1G:ebl H\lla\l/ 17 Cash flow from operations 80 16 1,181 3,707 7,086 10,531
o omoE gm0z
ree casl ow -1, -9, 1 i i
- HANG SENG INDEX (Rebased) Equity raised/(bought back) 0 0 0 0 0 0
Margin Trends Dividends paid -954 876 -1,801 -235 282 -308
Net inc/(dec) in borrowings -100 392 732 3,800 0 0
32 Other investing/financing cash flows 2,382 5,070 1,804 -245 20 -68
30 / Net cash flow -291 640 1,287 7,069 6,539 9,928
§§ " / Change in working capital 5339 2,370 423 1,296 4211 7,416
221 N\ / Balance Sheet (CNYm)
22 Cash and other liquid assets 5,190 7171 8452 15520 22,060 31,987
20 Tangible fixed assets 18232 25198 27,201 27,078 27,283 27,431
14 15 6 17E 18E 19 Goodwilllintangible assets 179 171 503 503 503 503
g EBITDA Margin e EBIT Margin Associates/investments 5,003 3,373 2,979 2,932 2,893 2,892
Other assets 30,298 43,727 40,816 37,566 32,192 24,373
Growth & Profitability Total assets 58,901 79,640 79,950 83,599 84,931 87,187
Interest bearing debt 11,901 14,735 15,456 19,256 19,256 19,256
14 Other liabilities 26,964 31,999 34,678 32,643 31,480 31,077
[ 12 Total liabilities 38,865 46,734 50,134 51,899 50,736 50,333
— L g Shareholders' equity 16,078 23,513 19,805 21,490 23,377 25,377
. M Minorities 3,957 9,393 10,011 10,210 10,818 11,476
. L4 Total shareholders' equity 20,035 32,905 29,815 31,700 34,195 36,853
-2 Net debt 6,712 7,564 7,005 3,736 -2,803 -12,731
0
15 16 17E 18E 19E |Key Company Metrics
Sales growth (%) 25.1 23.0 -12.2 16.1 11.3 71
= Sales growth (LHS) ¢+ ROE(RHS) DB EPS growth (%) 38 326 224 291 20.2 9.0
‘Solvency EBITDA Margin (%) 26.1 21.2 23.0 30.0 29.7 28.9
EBIT Margin (%) 26.1 21.2 23.0 30.0 29.7 28.9
40 60 Payout ratio (%) 10.5 10.3 10.1 12.2 13.0 13.3
2 L 1 50  ROE (%) 12.5 10.3 9.8 9.3 9.7 9.5
:.: N\ L 40 Capex/sales (%) 13.4 25.4 46 0.0 16 12
0 *4 r 30 Capex/depreciation (x) nm nm nm nm nm nm
20 I- 20 Net debt/equity (%) 33.5 23.0 235 11.8 -8.2 -34.5
- 10 Net interest cover (x) 52.4 335 52.2 26.1 34.4 51.4

-40 0
14 15 16 17E 18E 19E

s Net debt/equity (LHS) e==@um== Net interest cover (RHS)

Jeffrey Gao, CFA

+852 2203 6256 jeffrey.gao@db.com
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Investment Thesis

Outlook

We maintain Sell on Shanghai Shimao. Its strong increase in revenue and
gross margin expansion in 1TH17 has not translated to core profit growth,
dragged by the low attributable profit and erosion of profit by LAT for high
margin project. Due to the low land acquisition and poor execution track
record, we remain cautious on its sales growth outlook and expect the sale
growth will likely slowdown to 16%/8% in FY18/19F (vs. +24% in 2017F).

Valuation

Our end-FY17F NAV estimate of CNY7.00/share incorporates CNY6.50 from
development properties, CNY1.50 from investment properties, and -CNY1.00
from net debt. Our NAV estimate, which values the existing land bank and
properties, is based on a sum-of-the-parts methodology: 1) we use DCF to
value the company's development properties with WACC of 10.2% (we applied
risk-free rate of 3.0%, beta of 1.8, risk premium of 6.0% and cost of debt at
5.83%) and 2) we use a cap-rate approach (between 5% and 9%) to value
investment properties. In our model, we assume full prepayment of land
appreciation tax.

In terms of property price assumptions, we assume prices in tier-1 and tier-2
cities will likely drop 5% in 2017F and remain flat thereafter. In tier-3 cities, we
assume 3% property price growth in 2017F and flat thereafter.

Our target price is based on a 35% discount to our NAV estimate of
CNY7.00/share. The rationale for such target discount is based on eight key
measures of the companies we covered. Our target price implies 8.5x FY18F
P/E (EPS: CNY0.54) and 0.8x FY17F P/B. The benchmark index for the stock is
MSCI China. (Please refer to p.20-21 of our sector report "The party is not over;
Buy quality small-caps after correction” for details in valuation methodology).

Risks

Macro risks: Policy loosening, leading to strong market recovery, and
significant improvement in credit environment. These should all result in a
better-than-expected physical market that developers could benefit from.

Company-specific risks: 1) higher-than-expected sales due to improving

sentiment in the retail market and service apartment investment in T1 cities
and 2) a much higher gross margin with significant ASP increase in 2016.

Deutsche Bank AG/Hong Kong
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‘Figure 1: Shanghai Shimao — Summary of TH17 results

(RMB mn) 1H17 1H16  y-y%
Revenue 10,093 6,367 59%
Cost of sales (6,206)  (4,655) 33%
Gross profit 3,388 1,712 127%
SG&A (530) (480) 10%
Other operating income/expenses 17 (14) n/a
Operating profit 3,374 1,218 177%
Net finance income (92) (46) 102%
Share of results of associates and JCE (13) (89) -86%
Other non-operating income/expenses 50 1,083 -95%
Pre-tax exceptional items 400 244 64%
Profit before tax 3,719 2,410 54%
Income tax (1,334) (761) 75%
Profit before minority interests 2,385 1,649 45%
Minority interests 088 257 284%
Reported net profit 1,397 1,391 0%
Core profits 1,065 1,244 -14%
Gross margin 38.5% 26.9%  11.6%
Core profits margin 10.6% 19.5% -9.0%
Net gearing * 12% 23% -12%

Note: * Net gearing for 2016 is as at end-2016.
Source: Company data, Deutsche Bank
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‘Figure 2: Shanghai Shimao: 12-month forward P/E chart
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‘Figure 3: Shanghai Shimao: Price-to-book value chart
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Source: Bloomberg, Company data, Deutsche Bank
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Important Disclosures
*Other information available upon request

|Disclosure checklist
Company Ticker Recent price* Disclosure

Shanghai Shimao Co Ltd 600823.SS 5.28 (CNY) 28 Aug 17 NA

Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and other vendors . Other
information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures pertaining to recommendations or estimates made on securities other than the
primary subject of this research, please see the most recently published company report or visit our global disclosure look-up page on our website at
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal” tabs. Investors are strongly encouraged to review this information before investing.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=600823.SS

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the
subject issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive
any compensation for providing a specific recommendation or view in this report. Jeffrey Gao/Jason Ching/Stephen
Cheung/Foo Leung

|Historica| recommendations and target price: Shanghai Shimao Co Ltd (600823.SS)

(as of 8/28/2017)
14.00 Previous Recommendations
Strong Buy
12.00 A Buy
Market Perform
Underperform
10.00 - Not Rated
o Suspended Rating
2 12
T 8.00 4 .
0?_-: Current Recommendations
=
5 Buy
8 o 3 Hold
Sell
4.00 Not Rated )
Suspended Rating
200 A *New Recommendation Structure
’ as of September 9,2002
**Analyst is no longer at Deutsche
0.00 T T T T T T T Bank
Aug 15 Nov 15 Feb 16 May 16 %lgté6 Nov 16 Feb 17 May 17
1. 20/03/2017: Upgrade to Sell, Target Price Change CNY6.01 Jeffrey 3. 11/06/2017: Sell, Target Price Change CNY4.32 Jeffrey Gao
Gao

2. 26/03/2017: Sell, Target Price Change CNY6.33 Jeffrey Gao
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Equity rating key

Buy: Based on a current 12- month view of total
share-holder return (TSR = percentage change in
share price from current price to projected target price
plus pro-jected dividend yield), we recommend that
investors Buy the stock.

Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors Sell the
stock

Hold: We take a neutral view on the stock 12-months
out and, based on this time horizon, do not
recommend either a Buy or Sell.

Newly issued research recommendations and target
prices supersede previously published research.

Deutsche Bank AG/Hong Kong

Equity rating dispersion and banking relationships
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively
"Deutsche Bank"). Although the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-
party websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor
is responsible for the accuracy or security controls of these websites.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this
report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche
Bank may act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own
account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those
taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis,
equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication
may differ from recommendations contained in others, whether as a result of differing time horizons, methodologies or
otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on.
Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment
banking, trading and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides
liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts
sometimes have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing longer term
ratings. Trade ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high
conviction belief by an analyst that a stock will outperform or underperform the market and/or sector delineated over a
time frame of no less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to
time discuss with our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that
reference catalysts or events that may have a near-term or medium-term impact on the market price of the securities
discussed in this report, which impact may be directionally counter to the analysts' current 12-month view of total return
or investment return as described herein. Deutsche Bank has no obligation to update, modify or amend this report or to
otherwise notify a recipient thereof if any opinion, forecast or estimate contained herein changes or subsequently
becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and company
specific economic prospects make it difficult to update research at defined intervals. Updates are at the sole discretion
of the coverage analyst concerned or of the Research Department Management and as such the majority of reports are
published at irregular intervals. This report is provided for informational purposes only and does not take into account
the particular investment objectives, financial situations, or needs of individual clients. It is not an offer or a solicitation
of an offer to Buy or Sell any financial instruments or to participate in any particular trading strategy. Target prices are
inherently imprecise and a product of the analyst’s judgment. The financial instruments discussed in this report may not
be suitable for all investors and investors must make their own informed investment decisions. Prices and availability of
financial instruments are subject to change without notice and investment transactions can lead to losses as a result of
price fluctuations and other factors. If a financial instrument is denominated in a currency other than an investor's
currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily
indicative of future results. Unless otherwise indicated, prices are current as of the end of the previous trading session,
and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank,
subject companies, and in some cases, other parties.

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.
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Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside potential surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common
adverse macroeconomic shocks to receivers. Yet, counterparty exposure, issuer creditworthiness, client segmentation,
regulation (including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which coupons are
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to
the risks related to rates movements.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own
circumstances including their tax position, their regulatory environment and the nature of their other assets and
liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar
to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can
be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be
incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable
for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized
Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the
website please contact your Deutsche Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (i)
exchange rates can be volatile and are subject to large fluctuations; (ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at
https://gm.db.com/equities under the "Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to
review this information before investing.

Deutsche Bank (which includes Deutsche Bank AG, its branches and all affiliated companies) is not acting as a financial
adviser, consultant or fiduciary to you, any of your agents (collectively, "You" or "Your") with respect to any information
provided in the materials attached hereto. Deutsche Bank does not provide investment, legal, tax or accounting advice,
Deutsche Bank is not acting as Your impartial adviser, and does not express any opinion or recommendation whatsoever
as to any strategies, products or any other information presented in the materials. Information contained herein is being
provided solely on the basis that the recipient will make an independent assessment of the merits of any investment
decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any
trading strategy.

The information presented is general in nature and is not directed to retirement accounts or any specific person or
account type, and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in
making Your decision. The information we provide is being directed only to persons we believe to be financially
sophisticated, who are capable of evaluating investment risks independently, both in general and with regard to
particular transactions and investment strategies, and who understand that Deutsche Bank has financial interests in the
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offering of its products and services. If this is not the case, or if You are an IRA or other retail investor receiving this
directly from us, we ask that you inform us immediately.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and
SIPC. Analysts located outside of the United States are employed by non-US affiliates that are not subject to FINRA
regulations.

Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany’'s Federal
Financial Supervisory Authority.

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
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