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Exhibit 1: Valuation comp sheet for China property coverage universe

Company Ticker it Price as of Potential | Target Dividend yield (%)

Cap 12mth  upside/ price Shr price

(uss Price  downside | disc. to End-16  (disc) prem to|

bn) Rating 8/Aug/16 target (%) NAV NAV NAV 15A 16E 17E 18E
Hong Kong listed
Agile 3383.HK 24 Buy* 477 (HKS) 5.60 17 -55% 12.48 (62) 85 78 83 76
China Vanke (H) 2202.HK 32 Neutral _ 19.18 (HKS) 18.00 (6) -30% 25.68 (25) 46 6.0 68 6.0
[elelcle] 0081.HK 07 Neutral 233 (HKS) 2.78 19 -60% 6.82 (66) 0.0 0.0 0.0 0.0
coul 0688.HK 337 Buy 2665 (HKS) 29.20 10 -10% 32.44 (18) 35 25 29 26
CRL 1109.HK 184 Buy 2070 (HKS) 24.20 17 -25% 32.25 (36) 28 34 38 42
cG 2007.HK 96  Neutral 337 (HKS) 3.60 7 -45% 6.49 (48) 4.9 47 55 5.7
Evergrande 3333.HK 9.8 Sell 561 (HKS) 3.30 1) -60% 8.19 32) 78 6.9 8.9 103
China Jinmao 0817.HK 31 Neutral 225 (HKS) 2.24 0 -40% 3.73 (40) 36 47 50 47
Greentown 3900.HK 17 Neutral 597 (HKS) 6.34 6 -55% 13.65 (56) 0.0 00 0.0 0.0
R&F 2777.HK 5.1 Neutral _ 12.34 (HKS) 10.60 (14) -40% 12.73 (30) 1.9 62 6.1 5.8
Joy City 0207.HK 26 Neutral 142 (HKS) 114 (20) -45% 2.08 (32) 08 10 14 16
KWG 1813.HK 20  Neutral 501 (HKS) 5.50 10 -45% 9.95 (50) 7.2 67 71 71
Longfor 0960.HK 84 Buy 1122 (HKS) 12.40 n -50% 24.84 (55) 39 39 42 40
Poly Property (H) 0119.HK 10 Neutral  2.20 (HKS) 2.35 7 75% 8.80 (75) 0.0 0.0 0.0 0.0
Red Star Macalline 1528.HK 38  Neutral 815 (HKS) 9.70 19 -30% 13.83 (1) 77 6.9 70 7.0
Shimao 0813.HK 47 Neutral _ 1070 (HKS) 11.10 4 -60% 27.83 (62) 6.6 6.4 70 58
Shui On Land 0272.HK 22 Neutral 212 (HKS) 2.20 4 -55% 4.95 (57) 24 19 14 14
Sino Ocean 3377.HK 34 Buy 350 (HKS) 3.90 " -60% 9.73 (64) 37 47 56 56
SOHO China 0410.HK 26  Neutral 394 (HKS) 3.80 @ -50% 7.56 (48) 218 3.0 43 55
Sunac 1918 HK 24 Buy 549 (HKS) 5.80 6 -50% 11.53 (52) a4 44 5.0 5.1
Wanda 3699 HK 293 Neutral 5050 (HKS) 50.10 [0} -40% 81.48 (38) 26 33 37 33
HK listed average 3 (47) 5.2 4.0 4.5 a4
A-share listed
CMSK 001979.SZ 18.2 % 15.75 (Rmb) 18.00 14 -30% 26.00 (39) 1.7 21 25 3.0
CFLD 600340.5S 121 Buy _ 2620 (Rmb) 28.70 10 nm. n.m. n.m. 23 08 1.1 14
Gemdale 600383.55 73 Sell 1042 (Rmb) 9.20 (12) -35% 14.08 (26) 4.0 4.1 46 43
oct 000069.5Z 9.0 Buy _ 7.01 (Rmb) 7.80 1 -45% 14.18 (51) 11 11 13 13
Poly (A) 600048.58 17.6 Buy* _ 9.48 (Rmb) 10.70 13 -10% 11.85 (20) 36 35 37 36
sMc 600823.55 30  Neutral _ 7.21 (Rmb) 7.64 6 -25% 10.20 (29) 1.1 1.0 11 09
Vanke (A) 000002.52 332 Sell 2187 (Rmb) 15.60 (29) -30% 22.34 (2 33 44 5.1 45
Onshore average 7 (28) 24 24 2.8 27
Singapore listed
Yanlord YNLG.SI 18 Buy 119 (S$) 143 20 -50% 2.85 (58) 1.2 16 1.8 18

Simple average of above [ T ——

Notes: (1) *denotes the stock is on our Conviction List. (2) Our 12-month target prices are based on end-2016E NAV for our coverage universe (excluding Red Star Macalline which is based on SOTP). (3) Average P/E does not

include SOHO, Poly HK, Joy City and Shui On Land which are outliers.

Source: Company data, Datastream, Gao Hua Securities Research.
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Overview: Strong roots in SZ creates attractive risk-return profile

Building
Shenzhen

ES23aA0IEN

We initiate coverage on CMSK (US$18bn market cap as of August 8, 2016) with Buy and a 12-
month target price of Rmb18, implying 14% potential upside vs. average 7% for our onshore
coverage.

Best-in-class landbank in Shenzhen, positioned as sector proxy

e CMSK was listed in 2015 after integrating the property development business (CMP (A),
000024.SZ; delisted in Dec-15) of its parent China Merchants Group (CMG), thereby
becoming CMG’s real estate flagship.

e The merger helped CMSK expand its landbank size and now it has the largest NAV exposure
to Shenzhen within our coverage. CMSK currently owns GFA40mn sgm landbank in total
across 33 cities in China, with Shenzhen contributing over 30%-40% of 2017E-2018E
presales, 40% of landbank (mostly in Nanshan district, the emerging CBD), 45%-50% of
2016E-2018E earnings and 70% of its end-2016E NAV (all highest among our coverage
universe).

e  With prime quality land reserves at competitive cost (land cost 23% of 2016E ASP vs. our
coverage average of 31%) in Shenzhen, we expect CMSK to deliver sector-leading EPS
growth in 2016E-2018E (20% CAGR vs. peer average of 8%) and robust ROE (+2pp to 19%
in 2018E from 2016E vs. peers average -2pp to 15%) on the back of a well-protected margin
(avg 33% GPM in 2016E-18E, 3pp above peers).

e In addition, CMSK is involved in more than 10 urban redevelopment projects with total site
area of ¢.3.5mn sgm in Shenzhen, which should pave the way for CMSK to further deepen its
foothold and consolidate its sector leadership in Shenzhen, in our view.

e Leveraging its best-in-class landbank position in Shenzhen and its shared resources and
branding with CMG, we believe CMSK is poised to lead the long-term sector growth in the
region. Currently, CMSK has 3 areas of focus, namely property, industrial parks and cruise
business, each accounting for on average 85%/14%/1% of topline in 2016E-2018E. The
company aims to become a leading community and industrial park developer and manager in
China over the long term.

Cultivating greater synergies with parent group

Moreover, we see further room for CMSK to explore a diversified portfolio of property assets
within CMG’s cross-industry resources, and potential synergies yet to be priced in. As a top level
SOE, CMG manages businesses across finance, real estate and transportation. During recent
years, CMG has been consolidating various business segments under its corporate umbrella,
both internally and externally. We think this presents ample opportunity for CMSK as it can now
grow its asset portfolio through diversified land sourcing channels:

1. Land injection and conversion through SOE’s asset consolidation. For example, the
ongoing integration of Sinotrans-CSC (owns total site area over 6mn sgm landbank with over
70% in tier-1/2 cities, mainly for logistics and industrial use) into CMG could potentially allow
CMSK to tap the landbank over the next 3-5 years;

2. Cruise town developments based on key port assets owned by CMG. Leveraging the 28
ports in 15 countries under CMG, CMSK could build its presence in major harbor cities in China
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through shared branding with CMG and co-development of “cruise, port, city, business and
tourism” to harness community potential, eventually translating into land/property value
appreciation over time. “Shenzhen Shekou” has proven to be a successful model riding on
geographic and policy-related advantages. In our view, if this model could be potentially rolled out
to other parts of China, it could help unlock CMSK’s full potential nationwide.

Valuation undemanding in light of growth and returns

Our 12-month target price of Rmb18 for CMSK is based on a 30% discount to end-2016E NAV of
Rmb26.0, which implies 2.5X average 2016E-2017E P/B against average 18% ROE. Our target
price implies 30% premium to our onshore sector TP-implied P/B & ROE trendline (vs. 20%
premium its predecessor CMP (A) traded at during the last downturn in 2H13-14, to reflect
CMSK'’s improving ROE quartile and lower than peers average leverage ratio).

We see risks associated with CMSK'’s high concentration in Shenzhen and

uncertainties from the conversion of Qianhai/Shekou site for development;
but based on our scenario analysis, we believe the valuation risk/reward is
skewed towards the upside.

e If Shenzhen property price/volume were to drop 30%/50% from the 2015 level (similar %
drop in Shenzhen during past downcycles), our end-2016E NAV and average 2017E-2018E
earnings would be 11%/21% lower than our base case. However, on the upside, if ASPs
were to increase 30% from the current level (as per our forecast in our thematic report
Building Shenzhen: Solid fundamentals bolster local property market; Buy CMSK, CRL,
published simultaneously) and volumes were to rise 20% (back to the peak in 2009), our
end-2016E NAV and average 2017E-2018E earnings would be boosted by 16%/34% (Exhibit
29).

e For the unsecured land price in Qianhai/Shekou sites, if the land price for the Qianhai
site becomes 50% higher than our current forecast (up to the similar level of nearby
acquisitions), our end-2016E NAV and average 2017E-2018E earnings will be just 7%/5%
lower than the base-case (Exhibit 31).

With CMSK currently trading at a 39% discount to end-2016E NAV, 14.6X and 2.3X 2016E P/E &
P/B against average 18% ROE in 2016E-2018E vs. average 28%/10.2X/1.8X against 16% ROE
for our onshore coverage, we see its risk-reward profile as attractive for a high-quality name. We
initiate coverage with a Buy rating.
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Exhibit 2: Shenzhen contributes a major share to CMSK’s Exhibit 3: ...including 24%/49% from residential/office
NAV... properties, respectively
End-2016E NAV breakdown by city End-2016E NAV breakdown by type
< =~ -~
Weak cities ~

5%

Avg tier 2/3 cities

7%
Strong tier 2/3 25% land
cities

o cost not \
8% fixed \
pending \
Rest of tier 1 cities conversion ! Retail Residential
7% 15% 39%

\
A 1
1
! |
! 1
\
. \
\ Shenzhen I' IP: 41% \
\ 73% / \
\ \
\
AN
Tier-1 cities: CMSK S
- 80% So
-
S e - - =>
Source: Gao Hua Securities Research. Source: Gao Hua Securities Research.

Valuation: Defensive quality shines through volatility

NAV is our primary valuation methodology

We believe the most appropriate methodology to value CMSK is by using net asset value (NAV);
we then cross-check this using PB/ROE correlation. This valuation methodology is consistent with
our entire China property coverage universe (for details, refer to our report Valuations
compressed ahead of upcoming downturn; Prefer consolidators; Longfor to Buy, dated May 27,
2016).

Exhibit 4 summarizes our discount rate/cap rate assumptions for valuing CMSK’s property assets
and our end-2016E NAV estimate for the company.

e For property development, we discount a 6-year cash flow to calculate net present value.

e Forinvestment properties/hotels, we adopt an income capitalization approach to ascribe
value which discounts the annual gross rental value by market yield (i.e. cap rate) and net of
outstanding capex.

Exhibit 4: NAV valuation: WACC/cap rate assumptions and our end-2016E NAYV calculation
WACC assumption [Cap rate assumption

Equity-component IP-Retail 8.2%
Equity market premium 6.5% IP-Office 7.5%
Risk free rate 3.0% Hotel 11.2%
Beta 1.2 Valuation summary End-2016E = % of total
Cost of equity 10.6% (Rmb bn) (%)
Development properties- GAV 125.2 59%
Debt component Investment properties- GAV 88.6 41%
:> --office 61.3 29%
Cost of debt 4.6% --retail 12.1 6%
--service apartment & others 12.5 6%
Tax rate 25.0% --hotel 2.7 1%
Net cash/(debt) -8.3
After-tax cost of debt 3.4% Total NAV 205.5
Long-run debt to capital ratio 20% No. of shares (bn) 7.9
WACC 9.2% NAYV per share (Rmb) 26.0

Source: Gao Hua Securities Research.
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Sensitivity analysis
We conduct below NAV sensitivity based on the assumption changes of rental prices, WACC,

and cap rate given more than 40% of the valuation coming from rental properties (mostly office
assets) for which we use the income capitalization approach to ascribe value.

Exhibit 5: Sensitivity: Cap ra

te matters most

NAV sensitivity to changes in rental price, WACC and cap rate

[(Rmb) | Rental - -20% Rental - -10% Rental - 0% Rental - +10% Rental - +20%

WACC 11.2% 9.2% 7.2% 11.2% 9.2% 7.2% 11.2% 9.2% 7.2% 11.2% 9.2% 7.2% 11.2% 9.2% 7.2%
End-16 NAV 21.8 22.5 23.3 23.6 24.2 25.0 254 26.0 26.7 27.1 27.7 28.4 28.9 295 30.2
% chg -16% -13%  -10% -9% -7% -4% -2% 0% 3% 4% 7% 9% 1%  13% 16%

Cap rate 95% 75% 55% 9.5% 7.5% 5.5% 9.5% 7.5% 55% 9.5% 7.5% 5.5% 9.5% 7.5% 5.5%
End-16 NAV 19.4 22.5 27.9 20.8 24.2 30.3 22.2 26.0 32.8 23.6 27.7 35.2 24.9 295 37.6
% chg 25% -13% 7% _-20% 7%  17% _-15%| 0% 26% __ 9% 7%  35% __ A% 13%  45%

Source: Gao Hua Securities Research.
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We derive our 12-m TP of Rmb18.0 by applying a 30% discount to end-2016E NAV

We apply a 30% target price discount to end-2016E NAV of Rmb26.0 to derive our 12-month target
price of Rmb18.0 for CMSK vs. the range of 10% to 45% discount for the onshore coverage (or on
avg 30%). Our TP for CMSK implies a higher premium of 30% to our onshore sector TP-implied P/B
& ROE trendline, vs. 20% premium its predecessor CMP (A) traded at during the last downturn in
2H13-2014 to reflect CMSK'’s improving ROE quartile (from Q3 in last downturn to Q2 in 2016E-
2017E and will be further up to Q1 in 2018E among the onshore coverage) and lower than peers
average leverage ratios (Exhibit 7).

Our 12-m target price of Rmb18.0 for CMSK implies a 14% potential upside vs. average 7%
upside potential for our onshore coverage universe.
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Exhibit 6: The predecessor CMP(A) had been trading at avg 34% discount to NAV, 10X P/E and 1.7X PB during 2012-
2014, and at 14%/17%/20% premium to our onshore coverage peers
Historical trading NAV discount, 12-m forward P/E and 12-m trailing P/B for CMP (A) vs. onshore coverage peers
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Source: Datastream, company data, Gao Hua Securities Research.

Exhibit 7: Our A-share valuation discount to NAV is based on TP implied P/B against ROE quartile and leverage change

in this cycle vs. the last industry downcycle

Premium/discount against P/B-ROE trend line during last industry down cycle (2H2013-2014) and ROE/leverage changes

P/B prem/disc to sector trend line P/B (X) ROE quartile Total leverage
2H13-14 Adjusted by revaluation,
downcycle COZZE IS U2 lormss presale deposits and PCS
Current
trading
Avg implied |TP implied Avg Current |TP implied 13-14  13-15| 16E-17E 18E 13-14 2015| 16E-17E| 13-14 2015] 16E-17E
Onshore
CMSK 20%* 20% 30% 1.5% 2.2 25 15.7%  18.1%|  17.6% kR 73% 71% 66% 65% 61% 59%
Gemdale 40% 20% 20% 1.1 14 1.3 10.7%( 9.9% 68% 66% 64%) 62% 60% 58%
ocT 10% -10% 0% 1.6 1.3 14 13.0%( 11.7% 67% 63% 60%) 65% 61% 57%
Poly (A) -30% -30% -30% 1.1 1.2 1.3 17.7% 78% 76% 71% 68% 65% 60%
SMC 0% -20% 0% 0.6 0.9 1.0 9.8%  7.5% 67% 62% 59%) 64% 60% 57%
Vanke (A) -20% 0% -30% 1.7 2.0 14 78% 78% 75% 66% 66% 62%
CFLD 10% 0% 10% 4.0 2.6 2.9 86% 85% 81% 75% 75% 70%
Avg 1.7 1.7 1.7 20.6% 74% 71% 68% 66% 64% 60%

Note: (1) the numbers marked with “*” refer to CMP (A) (000024.SZ; delisted) historical trading PB and its premium to the sector PB/ROE trend line during last down-cycle. (2) ROE color coding for respective quartile: 1Q-dark blue,
2Q-light blue, 3Q-light grey, 4Q-dark grey

Source: Datastream, Company data, Gao Hua Securities Research.
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Exhibit 8: Our onshore coverage universe P/B-ROE trend Exhibit 9: Our target price implied P/B-ROE trend line for
line during the last downcycle 2016E-2017E
(X) # Historical PB vs. ROE ~ —Best-fitline —Through 0,0 line (X) ¢ New TP implied —Best-fitline —Through 0,0 line
5.0 45 -
4.5 4.0
o 40 35
o
2 35
s y=87x-0.2 o 30
I 30 R?=0.9 T y=89x+0.2
8 w25 R?=0.8
© 25 - s
& S 20
32
201 oct s oct
15 s
15 - CmP (/.A) Poly (A) N Gemdale o o * Vanke (A)
. 1.0 Poly (A)
1.0 Vanke (A) '
0.5 0.5
2013-2014 avg underlying ROE 2016E-2017E avg underlying ROE
0.0 ! ! ! ! 00 ! ! ! ! !
0% 10% 20% 30% 40% 50% 60% 0% 5% 0%  15%  20%  25%  30%  35%  40%  45%
Source: Datastream, Company data. Source: Datastream, Company data, Gao Hua Securities Research.
A well-positioned portfolio post restructuring
Exhibit 10: Shareholding structure of CMSK
Pre-restructuring Post-restructuring
ChinaGl\r/IOeur;hants ChinaGl\:I:J:hants 8 Cornerstones Public shareholders
lwo% l1oo°u
ChigalMoichants China Merchants
Energy Shipping Energy Shipping
Public / 66.1% 5.18% 6.61% 22.21%

China Merchants Shekou

shareholders

48.11%
|

China Merchants Shekou
(001979.SZ; new listco)

74.35%

CMP (000024.SZ;
delisted in Dei-zm 5) 74.35% i J, l
Industrial Park Cruise Construction & Real Estate CML Industrial Park Cruise Construction Real Estate CML
Dev & Operation Operation Development (0978.HK) Dev & Operation & Operation Development (0978.HK)

Note: The 8 cornerstone investors refer to ICBC Credit Suisse Asset Management (0.64%), Guokai Financial limited Company (0.8%), Shenzhen Overseas Chinese
Town (0.8%), Beijing Qidian Linyu No.1 Investment Center (0.8%), CIB-fund (0.8%), Shenzhen Zhaowei Investment Partners (1.07%), Bosera Capital (1.07%),
Employee stock ownership plan (0.36%).

Source: Company data.
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China Merchants Group (CMG) is a century-old Chinese conglomerate and one of the top SOEs
directly under SASAC. Founded in the Westernization Movement in 1872, CMG has been
pioneering China’s industry and business developments. In 1979, CMG as the sole investor
promoted the establishment of “Shekou Industrial Zone”, making it one of the first zones in
China to open up to the outside world. It also set up China Merchants Bank and Ping An
Insurance Company, the first joint holding-backed Chinese bank and insurance company,
respectively. CMG possesses three core business segments: (1) transportation and related
infrastructure (ports, toll roads, energy transportation and logistics, ship repairing, marine
engineering); (2) finance (banking, securities, investment funds, insurance) and (3) property
(zones development, real estate). As of end-2015, CMG’s total assets amounted to Rmb6.4tn (or
Rmb660bn owners’ equity) and it generated total revenue of Rmb281bn with a total profit of
Rmb82.6bn, ranking #3 among all central SOEs. CMG has stakes in 29 listed subsidiaries in
Mainland China, Hong Kong, and Singapore.

China Merchants Shekou (CMSK) was listed on December 31, 2015, post asset restructuring
across the property development business of China Merchant Properties (000024.SZ; delisted in
Dec-15), the industrial park development business and cruise business. CMSK is now 71.28%
owned by parent CMG and is its onshore listed real estate flagship. CMSK also owns 74.35% of
China Merchants Land (0978.HK; NC), which is the sole offshore listed real estate vehicle for the
group.

We believe such asset repackaging effectively empowers CMSK with an integrated set of cross-
industry resources under parent group CMG and gives it a natural edge to explore a diversified
portfolio of property assets. For example, it can build presence in major harbor cities in China
through shared branding with CMG and co-development of “cruise, port, city, business and
tourism” to harness community potential, eventually translating into land/property value
appreciation over time. “Shenzhen Shekou” has proven to be a successful model riding on
geographic and policy-related advantages. In our view, if this model could be potentially rolled out
to other parts of China, it could unlock CMSK'’s full potential nationwide.

Exhibit 11: As the onshore listed real estate flagship of Exhibit 12: The integrated development model with
CMG, CMSK is well-positioned to benefit from cross- inherent synergies will promote community enhancement

industry resources and branding with CMG

and translate into land/property value accretion for CMSK

Overview of China Merchants Group’s integrated value chain over time

China M

Finance

« Securities

Listcos:

* CM Bank
(600036.SS/
3968.HK)

* CM Securities
(600999.SS)

Co-development of “cruise, port, city, business and tourism”

- Industry Finanse
nnearation

Group's integ i value 5
#2 Industrail Park #3 Community
Transportation *|nnovation * Quality residence
* High-tech * « Healthcare property

Real Estate #1 Cruise
Listcos: R  Cruise Homeport
¢ CM Land Limited %":sfd_ * Multi-use complex
0978.HK| N ClENES ¥
L v International Synergistic
+ CM Shekou (0114.HK) &
*CME Shippi
(001979.82) {6018;2:?/5) I « Three-way business enhancements  Extension of value chain

* Leverage with existing assets
* Co-development and branding effect with China Merchants Group

Source: Company data, Gao Hua Securities Research.
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Source: Company data, Gao Hua Securities Research.

The merger with CMP (A) not only helped scale up CMSK’s landbank size, but also raised its
Shenzhen exposure significantly. Now it owns a total of GFA40mn sgm landbank across 33 cities
in China, with more than 40% in Shenzhen vs. previously 17% for CMP (A).

10
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By leveraging shared resources and branding under CMG, CMSK strategically focuses on 3
areas of development:

e Community development and operations --property sales (85% of revenue in 2015)

¢ Industrial parks’ development and operations -- rental, property management and service
fees and commercial en-bloc sales (14% of revenue in 2015)

e Cruise industry development and operations -- ferries & ports (1% of revenue in 2015).

Exhibit 13: The merger not only helped scale up CMSK’s Exhibit 14: Property sales is the main business
landbank size, but also boosted its Shenzhen exposure CMSK revenue/gross margin performance, by segment
to over 40% from CMP’s 17% previously

Comparison of land bank’s city exposure of CMSK vs. CMP
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Source: Company data.

Source: Company data.

Exhibit 15: Shenzhen has been positioned as equally important as other regional offices

CMSK'’s organizational structure
Shareholders
Meeting

- s

Supervisory
Committee

)
4

Directors

Head Office

i Eastern Region
#1 Community Ops g CM Commercial
Strategic Security #2 Industrial Parks Northen Region Property Dev.
Strategic Support #3 Cruise Central Region CM Property Mgt.
Strategic Mngemt Overseas Dev (CML) Southern Region
Shenzhen

ES23aNTIEN
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Source: Company data.
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#1. Community development and operations
--Targeting Rmb100bn presales by 2018E or 25% growth CAGR in 2016E-2018E

CMP (A) (000024.SZ, delisted in Dec-2015), founded in 1984, is one of the oldest real estate
companies in China and now constitutes the main body of CMSK’s real estate business. By end-
2015, CMSK's total development landbank amounted to GFA31.5mn sqm in 33 cities
(38%/46%/16% in tier-1/2/3 cities respectively).

CMSK has a well-diversified product portfolio in both residential (villas, mid & high-end residential,
upscale apartments, affordable housing) and commercial segments (community retail, waterfront
urban cultural complex, urban commercial complex, leisure/healthcare/senior care real estate,
upscale hotels), thereby enabling it to cater to demand from different markets. For example:

e The “I-Hope” product line, which specializes in serving the upgrade needs in housing, e.g.,
two-kid rooms in response to the loosening of “one-child” policy in China;

e The “Livable communities for all ages” concept through integrating/acquiring/ constructing
educational institutions, health management amenities and commercial services to cover a
full spectrum of resident needs. Such a new community concept was introduced in light of an
ageing population and a need for integrated family residences.

e The proprietary property management service following property development to
help get a firm grip on asset quality management and allow better convenience through the
internet of things. For example, CMSK launched Cmpmc.com, an online property
management service provider, to constantly analyze data of its property occupiers and
respond effectively with changes in its management services.

As the main pillar of growth, CMSK’s real estate business’ investment strategy could be
summarized in 3 salient points: 1) steady land banking with average annual land acquisition
amount ¢.50% of presales; 2) deep dive into existing tier-1/2 cities and focus on sub-core
areas within the major city clusters. Resources would be reallocated between cities depending on
supply & demand dynamics and tier-1 cities and strong markets like
Tianjin/Nanjing/Suzhou/Wuhan would enjoy more privileges; and 3) diversified land sourcing
capabilities. CMSK has various ways of acquiring land, such as auction, JV, urban
redevelopment, M&A as well as leveraging CMG’s cross-industry resources. Meanwhile, the
company is preparing to cooperate with global industry giants to venture into healthcare and
tourism property sectors, and to strengthen its overseas arms.

12
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Exhibit 16: Shenzhen accounts for 31% of CMSK’s development property landbank as of

end-2015

CMSK'’s property development land bank breakdown by city

End-15 property development land bank breakdown

Tier-2 cities
46%

Shenzhen
31%

Tier-1 cities

38%

Rest tier-1 cities
7%

Source: Company data.

Exhibit 17: CMSK’s predecessor CMP has generally
achieved higher presales growth with better-controlled
leverage...

CMP presales growth and net gearing vs. onshore peers

——Presales % yoy - CMP (LHS)
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Exhibit 18: ...and enjoyed average 26% presales ASP
premium to onshore peers given higher exposure to
Shenzhen and mid-to-high end product focus

CMP presales and ASP vs. onshore peers
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Source: Company data.

Source: Company data.
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#2. Industrial park development and operations

--Aiming to be among the top 3 in 3 years and national leader in about 10 years

The company’s industrial park development and operations business includes the development,

management and sales of specialized industrial parks/ mega city complexes and related
commercial properties. These developments mainly consist of three types of parks, i.e. internet

13
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focused, culture & creativity focused and Free-Trade-Zone (FTZ) focused, as elaborated below.
Recurring income from investment properties, rentable land and hotels contributed ¢.40% of this
segment’s revenue in 2015.

“Shenzhen Shekou” proven to be a successful model riding on geographic and policy-
related advantages

Situated in Shenzhen, the innovation heartland in New China, CMSK enjoys geographic and
policy-related advantages to promote the development of “smart industrial parks”. CMSK is the
largest industrial park developer and operator in Shenzhen Shekou area, which was the origin
and remains the core of CMSK’s industrial park business.

e Shekou Net Valley (internet focused), riding on Shenzhen’s transformation into an
innovation-led economy, CMSK dismantled the older industrial plants and turned them into a
knowledge-based industry center of total GFA380k sgqm. In 2015, 65% out of the 419
companies in Net Valley were engaged in high-tech and internet-focused sectors, making it
one of the most innovative industrial parks of CMSK.

¢ Nanhai E-Cool (culture & creativity focused), converted from old factory plants into a
cultural and creative site area through introduction of design companies and arts & leisure
businesses.

e SZ-HK regional integration (FTZ focused), led by its joint development in the
Qianghai/Shekou area with the Authority of Qianhai. CMSK holds 2.42sq km land area in
Qianhai district. It plans to develop cross border e-commerce and other emerging industries
to drive the industrial parks in this area.

Potentially replicating the Shekou model into 10 parks all across China

The success of developing Shekou enables CMSK to explore other parts of China. CMSK
currently is involved in 10 key industrial park developments in China (total site areas amount to
4.2mn sgm, including 7 parks outside Shenzhen), which covers manufacturing, cultural, financial
and technology industries, and another 3 projects in the upcoming pipeline (see Exhibit 19).
Among the 10 parks involved, 5 of them are located in PRD region, the business incubation
center of new China.

¢ Qingdao Net Valley: The first industrial park project launched outside Shenzhen and to be
exclusively developed by CMSK. It is located in the north of Jiaozhou Bay, Qingdao’s
national-level high-tech development zone, and covers total site area of 600k sqm. The
Valley will be developed into office/R&D properties of total GFA1Tmn sqm. Meanwhile, CMSK
is also in charge of developing GFA500k sgm residential properties near the park to provide
residential catchment. Once completed, the entire project will be able to accommodate 1,000
companies and 40k working population.

Moreover, by leveraging the international platform of CMG (i.e., its port business across 5
continents, 15 countries/regions and 28 harbors, examples including the Chinese-Belarusian
Industrial Park), CMSK plans to expand its industrial park business footprint in 2 more overseas
OBOR cities.

14
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Exhibit 19: 10 industrial parks across China with total GFA6.7mn sqm (17% of total land
bank and 12% of NAV)
Mapping the 10 existing industrial park projects and 3 pipeline projects in China

CM Int. E City, Nanjing ©| Net valley, Qingdao
« Joint development with local company « Exclusive development
« Commercial-residential land E— | *Industrial land
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® CMSK Industrial Parks © Other Industrial Parks

.[ Industrial Parks with Pre Agreement with CMSK ] Guangyang Bay, Chongging ‘

Chang'an New City, Dongguan
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Source: Company data.

#3. Cruise industry development and operations

--Sailing from Shenzhen Prince Bay

Currently CMSK’s cruise business mainly consists of two parts: 1) ferry operation (by Xunlong
Ferry and CMSK Ferry Terminal Services Co.) and 2) port development. Last year, the cruise
business generated total Rmb0.33bn revenue (with a GPM of 56%). Strategically, we think the
cruise business can also sharpen CMSK'’s competitive edge in land sourcing, as CMSK can
participate in larger-scale, jointly developed projects of “cruise, port, city, business and tourism”
with other companies under CMG. Moreover, CMSK aims to engage across the whole value
chain of the cruise business, from cruise tourism, retail properties, hotels and resorts, to ports
development. A booming cruise market would not only benefit CMSK, but also increase land and
property value around major ports that CMSK may tap for real estate related development, in our
view.

The flagship project of CMSK’s cruise business, Prince Bay Cruise Homeport, is scheduled to
begin operations by end-2016. The Prince Bay area covers c. 690k sqm with a GFA1.7mn sqm.
The plan for Prince Bay Cruise Homeport has 15 docks (220,000GT x1—the only one in China,

50,000GTx1, 10,000GTx1, 800GT high-speed passenger ship berth x10 and another 2 hot docks).

Once completed, the Prince Bay Cruise Homeport will become the biggest and only international
cruise terminal integrating sea, land, railway and air transportation in South China. According to
the company, by the end of 2020, the homeport will have a team of 6 cruises (including MOU with
global leading cruise company Carnival) focusing on Asia premium routes, serving 1.5mn
passengers per year. It would have one third market share in China, as per the Ministry of
Transport (details in our report Building Shenzhen: Unfolding the blueprint for a global gateway
city; Buy Shenzhen Airport, published simultaneously). In addition, there are two other catalysts
for the cruise business in Prince Bay: (1) in May 2016, the China National Tourism Administration
has allowed CMSK to establish a 9.4sq km Pilot Cruise Development Zone of China in Prince
Bay area; (2) CMG also signed memoranda of understanding with Carnival (CCL.US; Rating
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Suspended; the global leader in cruise industry, see Exhibit 20) in 2015, which consists of two
possible joint ventures that would facilitate owning Chinese-designed vessels, and port and
destination development.

CMSK also holds 30.85% shares of Tianjin Cruise Homeport and plans to build 2 more cruise
homeports in Qingdao and Xiamen. As shown in Exhibit 21, the 4 major ports of CMG (in the
form of wholly-owned, equity or joint development) had a dominant share in the China cruise
market last year (hosted total 228mn cruise passengers traffic or 92% of total in China). Apart
from that, considering the plenty of port resources of CMG, e.g. Newcastle Port (Australia), Malta
Free Port (Malta), Colombo Port (Sri Lanka), Zarubino Port (Russia) etc., CMSK could potentially
expand its cruise business presence domestically and globally with the support of its parent group.

Exhibit 20: Carnival is the dominant cruise player in the Exhibit 21: The 4 major ports (Shanghai, Tianjin, Xiamen
world and is also heavily investing in China, duopoly with and Qingdao) that CMG is involved in account for 90%
Royal Caribbean market share of the cruise business in China in 2015
Global and China cruise market share 2015 CMG's national port layout
% of worldwide cruise capacity 9% of China cruise capacity China cruise market breakdown by traffic
2015 2015 2015 2020
Local operators
Bohai 2%
SkySea‘M’ Qipgdao 8%
6% V%
MscC CHNA , <nal!:;m?h
B 7 IR TR Shenzhen
isney Carnival SO atal 33%

. 3% 46% =P e Carnival \ Shanghei -

e i o -, (Costa + Tianjin = 9 ;

Nondegian, *. °. . i 5 67% ;

bt Princsss % & s

- Royal Caribbean 7

Royal Caribbean 38%
23%

Source: Cruise Industry News, Company data, Goldman Sachs Global Source: Company data, Ministry of Transport.

Investment Research.

Strengths: Sail from Shenzhen and catch the wind

#1 Strong roots in Shenzhen gives CMSK the edge

CMSK has prime quality land reserves in Shenzhen (especially in the emerging CBD Nanshan
district) and strong development capabilities. We believe the price/return outlook for its high-
quality landbank at competitive cost is likely to be more sustainable than that of average locations
or expensive land acquired by peers in the open-auction market.

(1) Size matters: CMSK has the largest landbank exposure in Shenzhen within our
coverage universe, which provides solid foundation for it to deepen its foothold and consolidate
its leadership. By the end of 2015, CMSK owned 13.9mn sgm of attributable landbank in
Shenzhen or 44% of its total attributable landbank (including 11.7mn sgm in Nanshan district or
38% of total) and thus the highest NAV exposure to Shenzhen among our coverage universe
(73%, followed by OCT 38% and CRL 28%, Exhibit 22). In the past 5 years, CMSK consistently
ranked among the top 10 in terms of market share in Shenzhen (ranked by sales, on average was
7% during 2010-2015 vs. 38% for top 10 developers’ aggregate as shown in Exhibit 23), and it
ranked 3 in 2015, behind Vanke and CRL, according to China Real Estate Index System.
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Exhibit 22: Size matters: CMSK has highest NAV
exposure to Shenzhen among our coverage
Comparison of top 10 developers % NAV exposure to Shenzhen

among our coverage universe
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Exhibit 23: CMSK has been consistently ranked top 10 in
Shenzhen (No.3 in 2015 by sales)
Top 10 developers market share in Shenzhen

Top 10 developers market share in SZ by sales
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46%
43%
37% 37%

28%

.
i 8% 8% 6%

2011 2012 2013 2014 2015

Source: Gao Hua Securities Research.

ES23aA0IEN

Source: CREIS, company data.

(2) Cost competiveness underpinning stronger return outlook amid market volatility. As
shown in Exhibit 24, we listed land cost comparison for CMSK’s key projects vs. recent high

profile land acquisitions in Shenzhen:

¢ CMSK’s Qianhai project land cost is only Rmb18,400/sqm, which is subject to change
based on the final land conversion agreed by CMG and Authority of Qianhai (we layout our
scenario analysis in Exhibit 31) vs. Rmb27,014/sgm on saleable GFA of Qianhai Hub project
(proposed to be acquired by Vanke (000002.SZ; Sell) from Shenzhen Metro Group’s in June-
2016) and Rmb51,300-79,900/sgm of two nearby projects bought by Thaihot (000732.SZ;

NC).

¢ CMSK’s Guangming project’s land cost is also much lower than Logan’s (3380.HK; NC)
Rmb27,600/sqm in the same district. Moreover, CMSK’s Shekou/Prince Bay projects

(located in the key development area as shown in Exhibit 24) only cost Rmb3,000-5,000/sgm.

Overall, we think CMSK has the best-in-class landbank in terms of quality and location, while
blended land cost 23% of 2016E ASP vs. average 31% for the rest of the developers with
exposure to Shenzhen among our coverage. We see this as a comfortable cushion for margins,
once the developments in some tier-2/3 cities (CMP expanded into during 2013-2015) start
booking revenue. Therefore, we expect CMSK to have higher margins than peers average level
(as shown in Exhibit 26) with increasing contribution from Shenzhen projects (average 24% of

presales in 2014-2015 to avg 31% in 2016E-2018E).
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Exhibit 24: Competitive land cost advantage for CMSK’s Shenzhen projects
CMSK'’s land bank cost advantage in Shenzhen vs. comparable land auction price in the same districts

Shenzhen secondary residential property ASP in May-16 by districts

[ ] Land cost of major projects in recent 1 year

Guangming New Town (Logan) Rmb27,600/sqgm

Guangming Project: Longhua Shangtang (China Jinmao) Rmb56,800/sqm [ CMSK Projects
Rmb /sgm i
Others' Projects

Hongshan Project: . Guangming
Rmb /sgqm 26,200Rmb/sgm

— Longhua
43,600Rmb/:
Bao'an Thaihot m Sq
Project-1: 7 Pingshan
Rmb51,300/sqm Bao'an
Project-2: 43,600Rmb/sq £ Longgang |
Rmb79,900/sqm 37,800Rmb/sgm
Dapeng

Nanshan
68,200Rmb/sqgm

Yantian

Qianhai Project:
Rmb /sqgm Futian

Shekou Project: Pingshan Zhongshan (Cinda) Rmb18,200/sgm
Rmb /sqm :

Pingshan Zhongshan (Thaihot) Rmb15,700/sqm

Sea World Residence: + Antuoshan (Vanke) Rmb38,346/sqm

Phase 1: Rmb /sqm Prince Bay Project
Phase 2: Rmb /sqm Rmb /sqm Qianhai Hub (Vanke) Rmb27,014/sqm

Source: Centaline, CREIS, company data.

Exhibit 25: Avg land cost 23% of ASP in Shenzhen (which Exhibit 26: ...lead to healthy margins among peers
contributes avg 31% presales in 16-18E) vs. peers’ avg of GPM/NM comparison among onshore coverage developers
31%...

Comparison of land cost as % of ASP in Shenzhen for our
coverage developers

(mn sqm) End-15 attri unsold landbank for development property in Shenzhen (LHS) -e-CMSK -+ Onshore coverage avg
© Land cost as % of 2016 ASP for land bank in Shenzhen (RHS) o, @
80% 459
/o A
° 70% 40% :
Ch [
4 — |
35 | s0% o |
35% - \ I
0% N — —o—— o |
30% - TS ° ° ° |
40% :
2.0 4 ° 265% - |
° o 30% |
°
) ° 20% |
- 20% |
15% - !
05 | - 10% } Q/. . o )
. . e 0% 10% 1 [ ° ° °
g A ] D> N @ o I
é{_ <3‘ & & &£ & 4\‘\ & & & 5% | |
& S PO N & I
AP < 0% v
R : : : : : :
© 2014 2015 2016E 2017E 2018E 2014 2015 2016E 2017E 2018E
Source: Company data, Gao Hua Securities Research. Source: Company data, Gao Hua Securities Research.
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#2 Potential asset integration with CMG’s cross-industry resources
to explore diversified land sourcing opportunities

The strong SOE parent support and potential asset integration with CMG’s cross-industry
resources would be another highlight for CMSK relative to its peers.

Well-positioned to benefit from CMG’s widespread business portfolio, and its long-
standing relationships with local governments. (1) With a long history of interpreting and
understanding government’s plans and policies, CMSK could gain first-mover advantage in
the highly policy-driven environment and identify regions with highest growth potential. (2)
Close relationship with local governments for joint development could help CMSK explore
developmental opportunities, such as the JV in Qianhai project. This land plot is currently for
industrial use but potentially available for conversion into commercial use. (3) A close
relationship with governments would also help CMSK secure urban redevelopment projects.
As we highlight in our report Building Shenzhen: Solid fundamentals bolster local property
market; Buy CMSK, CRL, published simultaneously, urban redevelopment projects are likely
to be the dominant source of residential housing supply in Shenzhen in the next 5 years,
favoring developers with access to redevelopment project. By leveraging its strong roots in
Shenzhen and CMG'’s resources, CMSK has been able to take part in over 10
redevelopment projects with total site area over 3.5mn sqm (such as Sanlian, Xiyong, Xili
and Yuercun projects etc as we mapped in Exhibit 27) and around 0.6mn sgm saleable GFA
would be launched into the market within the next three years.

Land injection and conversion through SOE’s asset consolidation. Integration of real
estate assets within CMG will create further synergies with CMSK. For example, the
integration of Sinotrans-CSC (with total site area of over 6mn sqm landbank with over 70% in
tier-1/2 cities, mainly for logistics and industrial use now) into CMG could potentially give
CMSK an opportunity to expand its land bank in the next 3-5 years upon completion of land
injection and conversion. Meanwhile, Sinotrans-CSC, CMG and Shanghai Lingang have
been running some industrial renovation projects in Shanghai already.

Cruise town development. CMSK has acquired Prince Bay (Shenzhen, 1.7mn sgm) and
East Harbor (Xiamen, 0.8m sgm) which will start generating revenues from 2017E. The
company is also actively seeking new opportunities in Shanghai, Qingdao and other harbor
cities based on cruise businesses there. Meanwhile, CMG'’s 28 ports in 15 countries across 5
continents, plus its ‘port at the front, industrial park in the middle and city on the back’ model
run in some OBOR countries, would be able to bring more opportunities for CMSK’s future
expansion.

Last but not least, we note that CMG’s enormous and diversified clientele will be shared with
CMSK which can significantly widen its client base. There are around 62mn individual and
institutional clients from CMB, 7mn from CMS vs. c0.5mn for CMSK.
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Exhibit 27: Strong roots in Shenzhen help secure urban Exhibit 28: Significant room of potential future asset
redevelopment projects in large scale (total 10 with site consolidation from CMG
area of 3.5mn sqm) Summary of key ports related real estate assets held by CMG

Snapshot of CMSK’s major urban redevelopment projects with
available information in Shenzhen

Shenzhen by districts Selected companies CMG's Real estate assets

(ports) interest remarks

China Presence Region Location

= Core districts

Outer districts

Qingdao Qianwan United

Qingdac ¢, iainer Terminal

50%  2.44sq km site area

Guangming

| @ Longhua

=

Bohai . Qingdao Qianwan West ,, 1mn sqm storage yard area
Tianjin  Dalian Rim  OM9920 b nited Terminal 9% and 9 docks
i . Tianjin Five Continents Int. ~__,, 0.29mn sqm yard area;
Qingdao @ Tianjin ;o tainer Terminal 14%  0.45mn sqm site area

Longgang Shanghai Shanghai International Port  24%  2.42mn sqm yard area

S YRD Ningbo Daxie China
Shanghai @ Ningbo Merchants International 459 1-66mn sqm total port area
- o 9 Terminals/ °  and 233km coastline
Ningbo Ningbo Port
Xiamen Xiamen Haicang Xinhaida o0, 4301 5m site area

Project Taiwa Container Terminals

Site area
n

k sam Zhangzhou Strait zhangzhou Zhangzhou CM Port 60%  0.68mn sqm yard area

1 Xiyong 181 Xiami

) N en i
2 Niucheng Village redevelopment na. Shenzhen Shekou Container 80%  1.38mn sqm site area
> i s Kaohsiting Terminals

; i Shepzhen 1.251 » .
4 Pingshan River area na. i Shenzhen Shenzhen Chiwan Whart — de% 1207 S0 S1e ared;
5  Shekouyu Village 9 Hong Kong PRD : am v
€  Buji Sanlian 76 i Shenzhen Shenzhen Mawan Terminal ~ 84%  0.40mn sqm site area
7 Guangming Zhihui city na. Zhanjiang “
8  Shenzhen Guangming redevelopment Il Zhanjiang Zhanjiang Port 40%  1.33mn sqm yard area
9 Yanshan Road Baoyao District 57

Source: Company data, www.csgx.com, Gao Hua Securities Research. Source: Company data, Gao Hua Securities Research.

Key risks

#1 Concentration risk in Shenzhen

As we expect the industry to enter into a slowdown phase in 4Q16-1Q17 (refer to our report
“Valuations compressed ahead of upcoming downturn; Prefer consolidators; Longfor to Buy”,
dated May 27, 2016), we think CMSK to be more vulnerable to any potential Shenzhen property
market volatilities. As per our estimate, its projects in Shenzhen accounts for 44% of its total
attributable land bank and 73% of end-2016E NAV (35% from development properties and 38%
from investment properties) and will contribute on average 31%/45-50% to presales/earnings
during 2016E-2018E.

We note that during the past two industry downcycles, property prices corrected by 26%/12%
from the peak to low (Aug-2007 to Feb-2009 and May-2011 to Feb-2012 respectively) in
Shenzhen secondary market, while combined volumes in primary and secondary markets
dropped 29%/45% yoy in 2008/2011 downturns. We layout below our sensitivity analysis by
assuming ASP/volume may be 30%/50% below our base-case assumptions to test the potential
downside risks to our earnings and valuation estimates for CMSK (as Exhibit 29 shows, earnings
will be average 21% lower for 2017E/2018E and NAV will down 11% in this bear case).
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Exhibit 29: Financials’ sensitivity to Shenzhen property market ASP and volume changes

| —mm_ Earnings outlook | Asp_______J§ nav|
Net gearing Underlying profit Presales
(excl. LAT) NM (%) (Rmb bn) (Rmb bn) (Rmb/sqm) (Rmb)
2017E 2018E 2017E  2018E 2016E 2017E 2017E 2018E 2016E 2017E 2018E 2016E 2017E 2018E End-16E
Base-case 33% 33% 12% 13% 36% 14% 10.3 12.3 65.6 78.4 90.1 16,755 18,101 21,161 26.0
-50% 28% 25% 11% 10% 55% 40% -13% -29% -12% -13% -22% -9% -12% -20% -11%
-30% 28% 26% 11% 10% 50% 33% -13% -26% -9% -11% -16% 7% -12% -17% -10%
Price down 30% from Vol cha: -10% 28% 26% 11% 10% 47% 28% -12% -22% 7% -8% -12% -6% -10% -14% -10%
base-case 9 0% 28% 26% 11% 10% 45% 25% -11% -21% -6% -6% -9% -6% -9% -12% -10%
10% 28% 26% 11% 10% 44% 22% -11% -19% -5% -5% -7% -6% -9% -11% -9%
20% 28% 26% 11% 10% 42% 20% -10% -17% -4% -3% -5% -5% -8% -9% -9%
-50% 31% 28% 12% 11% 52% 35% -9% -18% -10% -11% -21% 7% -8% -16% -6%
-30% 31% 30% 12% 11% 45% 27% -9% -11% -6% -9% -13% -4% -7% -11% -5%
Price down 10% from Vol cha: -10% 32% 30% 12% 12% 41% 20% -7% -9% -3% -5% 7% -3% -4% -6% -4%
base-case 9: 0% 32% 31% 12% 12% 39% 17% -5% -5% -2% -3% -4% -2% -3% -4% -4%
10% 32% 31% 12% 12% 37% 14% -4% -4% -1% -1% -1% -1% -2% -2% -4%
20% 32% 32% 12% 12% 36% 11% -3% -1% 0% 1% 2% -1% -1% 0% -4%
-50% 33% 30% 12% 11% 51% 33% -5% -14% -9% -9% -19% -6% -5% -13% -2%
-30% 33% 31% 12% 12% 43% 24% -5% -13% -4% -7% -10% -2% -4% -8% -1%
Price flat from base- Vol chg: -10% 33% 33% 12% 12% 39% 17% -2% -4% -1% -2% -3% -1% -1% -3% 0%
case 9: 0% 33% 33% 12% 13% 36% 14% 0% 0% 0% 0% 0% 0% 0% 0% 0%
10% 34% 34% 12% 13% 34% 10% 2% 4% 1% 2% 3% 1% 1% 3% 0%
20% 34% 34% 12% 13% 32% 7% 3% 9% 3% 4% 7% 1% 3% 5% 1%
-560% 34% 31% 13% 12% 49% 31% 3% -8% -8% -7% -16% -5% -3% -11% 5%
-30% 34% 33% 12% 12% 41% 21% 3% -1% -2% -4% 7% -1% -2% -4% 6%
Price up 10% from Vol chg: -10% 35% 35% 13% 13% 36% 14% 6% 9% 1% 1% 0% 1% 2% 1% 7%
base-case 9: 0% 35% 35% 13% 13% 34% 10% 8% 14% 2% 3% 4% 2% 3% 4% 7%
10% 35% 36% 13% 14% 31% 7% 10% 19% 3% 6% 8% 3% 5% 7% 7%
20% 35% 37% 13% 14% 29% 3% 12% 24% 5% 8% 12% 4% 6% 10% 8%
-560% 37% 34% 13% 13% 46% 27% 12% -2% -6% 0% -5% -2% 1% -6% 3%
-30% 37% 36% 13% 14% 36% 16% 12% 13% 1% 4% 6% 3% 3% 2% 14%
Price up 30% from Vol chg: -10% 38% 38% 13% 14% 31% 8% 16% 26% 4% 9% 15% 5% 7% 9% 15%
base-case 9: 0% 38% 39% 13% 15% 28% 4% 19% 32% 6% 12% 19% 6% 9% 12% 5%
10% 38% 40% 13% 15% 25% 0% 21% 39% 8% 15% 24% 7% 11% 16% 15%
20% 39% 41% 13% 15% 22% -4% 23% 46% 10% 18% 28% 8% 13% 19% 16%

Note: Numbers in above table for GPM, NM and net gearing refer to the sensitivity results under different scenarios while for underlying profit, presales, ASP and NAV refer to the % change from our base-case forecast.

Source: Gao Hua Securities Research.
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#2 Uncertainty in conversion of Qianhai/Shekou site for development

Given the Qianhai/Shekou sites together account for 15%/25% of CMSK’s total landbank/end-
2016E NAV and 15%/21% of its 2017E-2018E presales in our estimates (mainly from the Qianhai
project), CMSK's final cost of land conversion will be key for its sustainable earnings growth
visibility after 2017E.

According to the company’s latest announcements: (1) on June 18, 2016, parent CMG will set up
a JV with Authority of Qianhai with 50%/50% interest split to co-develop a total site area of 2.9sq
km or total GFA ¢.5.05mn sgm (including 1.85sq km site area belonging to CMSK) in Qianhai;
and (2) on July 28, 2016, CMSK will hold 82.5% interest in the 50%-stake owned by parent CMG
and thus will be able to consolidate this project. Though the final consideration and detailed
development plan is still under negotiation, we think these steps forward should remove the long-
lasting overhang of benefit distribution between CMG and the government. We view this as a sign
that the development project is accelerating. In addition, CMSK holds another 0.57sq km land in
Qianhai district, so total site area of 2.42sq km or roughly 4.2mn sgm GFA by assuming the same
plot ratio of the announced Qianhai JV project.

Taking into account CMSK’s land conversion prices for both Qianhai/Shekou sites, we lay out
below our sensitivity analysis which shows that if the land price for the Qianhai site is 50% higher
than our base-case (or at similar level to the nearby Qianhai Hub project which was proposed to
be acquired by Vanke from Shenzhen Metro Group at Rmb27,000/sqm based on saleable GFA in
June-2016), our end-2016E NAV and avg 2017E-2018E EPS will be just 7%/5% lower than our

base-case.
Exhibit 30: Summary of land bank without land use right Exhibit 31: NAV/earnings sensitivity in relation to land
conversion price
Region Site areas Sensitivity to land conversion price for Qianhai/Shekou sites|
UGl D UL =i U CMSK's interest in Qianhai JV platform 82.5%
Pieces Areas Pieces Areas % of total Pieces Areas % of total Land cost % chg 0% +50%
(it ilds g B0 s gin) {units) (k sam) —implied land cost for Qianhai
18,400 | 25,760
Shekou 204 2,400 8 182 8% 196 2,218 92% (Rmb/sqm)
Qianhai 73 2,421 52 1,342 55% 21 1,079 45% End-16E NAV 26.1 24.3
Prince Bay 32 530 0 0 0% 32 530  100%
% chg -7%
Total 309 5,351 60 1,524 28% 249 3,827 72%
2017E EPS 1.30 1.20
% chg -8%
2018E EPS 1.55 1.49
% chg 4%
Source: Company data. Source: Gao Hua Securities Research.
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Financials: Growth to translate into fully funded returns

EIRIREMR

Key assumptions

1. Development properties: We continue to project flattish price for tier-1 cities from the
current level in 2016E-2018E (for details, refer to Valuations compressed ahead of
upcoming downturn, Prefer consolidators; Longfor to Buy, dated May 27, 2016), except for
Shenzhen, where we assume CMSK's projects’ ASP, when launched in 2017-2018E, will be
around 6% higher than current nearby projects’ selling (details in our report Building
Shenzhen: Solid fundamentals bolster local property market; Buy CMSK, CRL, published
simultaneously), and we expect the excessive price appreciation in tier-2 cities YTD will be
reversed by end-2017E (or about avg 5% drop from current level), while for tier-3/4 cities
without much price gain, we assume ASP to remain flattish during 2016E-2018E.

2. Investment properties: As we expect overall Shenzhen retail/office market rental rate to
fall by 2%/3% p.a. in the next 5 years and followed by 2%/3% recovery in 2020-2025E
(details in our report Building Shenzhen: Solid fundamentals bolster local property market,
Buy CMSK, CRL, published simultaneously), we assume the initial rental rate for CMSK'’s
investment property projects (mostly office in the emerging CBD Nanshan area) to be
slightly lower than that of established projects in the market and without much rental
growth in the year 2016-2018E. As for occupancy rate, we assume 80%-90% for the
upcoming new projects upon commencement given our view that the market vacancy rate
will be driven higher to 10%-15% (vs. 5% at end-2015) by the supply surge in the near term.
That said, over the longer run we remain positive on the future demand in Shenzhen
commercial property market on the back of successful industry upgrade & economic
transformation (especially the favorable policies in Qianhai Free Trade Zone to attract both
domestic and international corporates).

3. Hotels: We assume a flat room rate and occupancy rate (average ¢.70%) from
2015 level through 2018E as most of CMSK's hotel portfolio is located in Shenzhen/Beijing.

4. New acquisitions: We do not assume any new acquisitions from now to end-2018E.
Our estimates/valuation in the next section is based on CMSK’s existing portfolio.
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Top line: 21% 2016E-18E CAGR with avg 85% contribution from property sales

Exhibit 32: Property sales will remain the key revenue contributor (avg 85%) in 2016E-18E
Revenue growth and breakdown by segment, 2012-2018E

Property dev mm Industrial parks mm Cruise business
—0~-% yoy-CMSK (RHS) % - % yoy-avg onshore (RHS)
(Rmb bn)
100 - 1% 40%
1 . 12%
90 AN 1% d L 35%
/ \ T
80 - - \
PR O] ] \ I’
& 7 \ , - 30%
70 - 7 \\ I 1% .
o ] - L 9E9
o y , | -
\ 1% ] \
50 1 W% - /’ o S8% - 20%
B N
40 - 1% \ 6} L 15%
e vSo 7! 86% °
30 - 1% \ /
/
‘o 82% - 10%
20 - 90% o *.
88%
10 8% 85% - 5%
>
0 T T T 0%
2012 2013 2014 2015 2016E 2017E 2018E

Source: Company data, Gao Hua Securities Research.

(1) Property sales: Rmb100bn presales within reach by 2018E driven by Shenzhen
We expect 14% yoy presales growth to Rmb65bn in 2016E (same as company target) against
Rmb138bn saleable resources (the implied sell-through rate of 47% is lower than 58% it achieved
in 2015 to reflect the volatility in tier-1 cities especially Shenzhen, primary property sales volume
down -29% ytd as of Aug 7, 2016). Without factoring new project additions, we estimate CMSK’s
presales to grow at 17% CAGR in 2016-2018E (to achieve Rmb90bn in 2018E and thus we think
management targeted Rmb100bn presales by 2018E is easily within reach with portfolio
expanding in the coming years) vs. avg -2% for onshore peers, mainly driven by the increasing
contribution from Shenzhen market (from 24% of total presales in 2014-15 to avg 31% in 2016E-
18E) and thus pushing up presales ASP to over Rmb21k/sgm in 2018E, 28% higher than its 2015
level (vs. peers on avg flattish).

With the strong presales growth, revenue to be booked will grow at 25% CAGR in 2016E-2018E
as per our estimate (vs. onshore peers’ avg flattish). In addition, we expect gross margin for its
property development segment to moderately improve to 30% in 2018E from the lows of 28% in
2016-2017E on the back of higher contribution from Shenzhen projects with superiors margins
(avg 45% GPM).
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Exhibit 33: Increasing contribution from Shenzhen will
not only lead to 17% presales CAGR for CMSK in 16E-18E

vs. onshore peers -2%...

Presales breakdown by city 2014-2018E

(Rmb bn) mmm Shenzhen .. Rest 3 tier-1 cities Strong tier 2/3 cities
100 Avg. tier 2/3 cities Weak tier 2/3 cities —o- Presales ASP (RHS)
2
-
9 - -7
g 9%
o - 7%
R 1%
70 - -
- 8% 22%
60 14%
50 | 12% 9% 27% aale
13% 1% “20%
557
40 1% 29% DOE BT
320/ )<><>< i
b +ndoy
30 - 31% ESENEN »% B
B ity
o s prv L
20 alabt +18%" B
28%: e
10 - LI 31%
[ - .
0
2014 2015 2016E 2017E 2018E

(Rmb/sgm)
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20,000
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Exhibit 34: ...but also drive margin improvement
Booked revenue/ASP/land cost during 2014-2018E

(Rmb bn) Booked revenue-Shenzhen (LHS) (Rmb/sqm)
Booked revenue-others (LHS)
90 —e- Booked ASP (RHS) 20,000
©-Booked land cost (RHS)
80 - A= - 18,000
_e--o__ _ -~ 7 30%
- = - <e--
- 16,000
70 - -7 28%
A e I 14,000
60
12,000
50 28%
GPM for property dev: L 10,000
40 - o
40% 35% - 8,000
30 - <&
& = - 6,000
P <
20 - 4,000
10 -
25% of total 2,000
o bogking 22% 32% 27% 34% o
2014 2015 2016E 2017E 2018E

Source: Company data, Gao Hua Securities Research.

Source: Company data, Gao Hua Securities Research.

(2) Industrial parks: More than 60% from recurring income
Taking into consideration: (1) 2%/3% yoy p.a. decline of rental rate in 2016-2020E we expected
for the overall Shenzhen market (factored in mix change) due to the near term supply surge; and
(2) an intensified decentralization trend with concentrated new supply coming from Nanshan
district (where majority of CMSK’s assets located, details in in our report Building Shenzhen:
Solid fundamentals bolster local property market; Buy CMSK, CRL, published
simultaneously), we assume lower than average rental rate for CMSK’s upcoming new projects
(mostly office assets, as we summarize in Exhibit 35). Overall, we project largely flattish revenue
from industrial park segment mainly due to lower contribution from commercial property en-bloc
sales (based on management’s current budgets). That said, recurring income (including rental
from investment properties, rentable lands, hotels, property management fees etc) will account for
over 60% of this segment’s revenue in 2016E-2018E.

Exhibit 35: We assume lower than market prevailing
rental rates for CMSK’s upcoming new projects
Rental comparison of CMSK’s projects vs. key office markets in

Exhibit 36: Recurring income will contribute 60%+
revenue for industrial park segment while commercial
property sales will be the key swing factor

2015 Rental revenue breakdown by key portfolio
Grade A office avg rent (Rmb/sqgm/mth) + Vacancy rate (RHS) (Rmb bn) Others (incl commercial property sales & agency etc)
300 25% 16 Power supply
Property mgmt
Hotels
%0 * 20% 14 = Shekou's new IP
- Shekou’s existing IP
200 Previous CMP (A)’s IP
15% 12 -
150 -
< 10% 10
100 -
5% 81
50 - * *
* . [
|
o 0% ¢ 604 f
> & 'S 3 Ky > +% from
W & ® & & & P N Nd recurfin
& S X N K & > & i N
< & &%‘2 bo’o & o a‘\\ o 4 — - income
& & < — el BEE
& & & & EIE LR P DRI |
N S & & N B P ‘ e |
® S & & 2 B 2
N N AN . |
O P
& |
Py
o V
Shenzhen key sub-markets CMSK key projects CMSK new projects 2014 2015 2016E 2017E 2018E
Note: (1) CMSK'’s new projects will be complete and start operation in 2018 onwards so we don't have vacancy
rate comparison in above chart; (2) The rental rates also refer to the rate we assumed for the years when
CMSK'’s new projects start operation.
Source: DTZ, company data, Gao Hua Securities Research. Source: Company data, Gao Hua Securities Research.
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(3) Cruise business: New growth engine from a small base

According to China Cruise & Yacht Industry Association (CCYIA) & BigData Research, China’s
cruise terminal business will exceed Rmb10bn in 2018 from Rmb4.53bn in 2015 (implying 35%
growth CAGR) on the back of a rapid increase in the addressable market (TAM) in China, as well
as special government policies accommodating seaport development.

Along with the industry trend and the new capacity of both global leading players and domestic
cruise companies will add to the Prince Bay homeport when launched at end-2016E, we are
projecting 62% revenue growth CAGR for CMSK in 2016E-18E (from a low-base only Rmb332mn
in 2015). But still the cruise business in the forecast years will be just a minor revenue contributor
(avg 1% of top line in GSe) and we think the value of building the cruise business is more on
value creation from nearby real estate projects (benefiting both residential and commercial
properties) as well as enhancing CMSK’s attractiveness to local governments with related port
business to broaden its land sourcing channels.

Exhibit 37: China cruise market revenue is likely to grow
at 35% CAGR in 2016-18 on the back of 20% p.a.
passengers increase

Total revenue and passengers of cruise industry in China

(Rmb bn) Total revenue (LHS)

14 -

12 4

10 -

-o- Cruise passengers (RHS)  (mm persons)

Exhibit 38: We expect CMSK's cruise business revenue to
grow at 62% CAGR in 2016E-18E on the back of the
launch of Prince Bay Homeport at end-16E

CMSK'’s cruise business revenue and yoy growth
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Source: The Cruise Lines International Association, BigData Research, China

Source: Company data, Gao Hua Securities Research.

Cruise & Yacht Industry Association, Gao Hua Securities Research.
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Profitability: Shenzhen the key earnings contributor

Looking ahead to 2016E-2018E, we expect CMSK to deliver 20% EPS CAGR (Shenzhen will
account for 45-50% of earnings) with well-protected margins of avg 33% GPM/13% NM on the
back of: (1) margin improvement for property sales (from 28% in 2016E to 30% in 2018E) as we
mentioned earlier that we expect increasing contribution from Shenzhen to buffer lower margins
could be generated in tier-2/3 cities CMSK penetrated into in the past 3 years (no of cities
increase to 33 in 2015 from 19 in 2012); (2) moderate margin decline for industrial parks (see
Exhibit 36) given lower contribution from commercial en-bloc sales currently budgeted; (3) for
cruise business, we expect GPM to drop to 30% in 2017E from 53% in 2016E (mainly due to the
opening expenses related to the initial launch of Prince Bay Homeport in end-2016E) but
gradually recover to 40% in 2018E; (4) lower financing cost; we expect blended financing costs to
decline to 4.8%, 4.5%, 4.5% in 2016E-2018E from 4.93% in 2015, mainly to reflect the lower cost
of domestic financing (70+% of CMSK’s total borrowings are onshore loans).

Overall, based on CMSK’s existing portfolio, we estimate earnings from property sales will still
contribute a major share to total earnings (avg 75%) in 2016E-2018E.
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Exhibit 39: Overall we expect stable GPM (excl. LAT)/NM
for CMSK in 2016E-18E, being avg 3pp/2pp higher than
onshore peers

Earnings contribution and margin breakdown by segments

Exhibit 40: We expect CMSK to deliver 20% EPS CAGR
during 2016-2018E (with 45-50% contribution from
Shenzhen), higher than onshore coverage avg of 8%
2016-2018E EPS CAGR comparison for our onshore coverage

(Rmb mn) _ ) _ _ EPS CAGR 2016-2018E  — -Onshore avg
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Note: DP=development properties, IP=industrial parks.

Source: Company data, Gao Hua Securities Research. Source: Gao Hua Securities Research.

Strong balance sheet to support scale expansion

By end-2015, we estimate the total outstanding land premium for CMSK’s existing land bank to
amount to Rmb8bn and it acquired total Rmb20bn worth (or attributable Rmb15bn) new projects
in Jan-May 2016; on top of the land premium we estimate that the company needs to spend
about Rmb30-35bn for project construction in 2016E-2017E based on its project development
plan. Without factoring in additional new project acquisitions in the reminder of the year, we
estimate CMSK’s net debt to total equity ratio will be at a healthy level of 36% by end-2016E. The
ability to raise funds at a low cost (avg financing cost of 4.93% in 2015, the lowest among
onshore peers whose avg was 5.7%), coupled with CMSK’s existing balance sheet strength,
should position it well for potential fast scale expansion in the coming years, in our view.

Exhibit 41: CMSK has strong balance sheet to grow its
scale

Capex, net gearing, and total leverage ratio vs. coverage
avg

Rmb b
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Exhibit 42: We expect 2016-18E interest coverage ratio to
steadily improve
Debt profile & EBITDA interest coverage ratio analysis
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Source: Company data, Gao Hua Securities Research.
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Source: Company data, Gao Hua Securities Research.
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