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Marching to Pearl River Delta 

���� Investing in Foshan. SOL successfully bid a parcel of land in Foshan, 
Guangdong with the price of RMB 7.51 bn last Friday. The site is about 639k 
sqm and GFA is 1.5m sqm, which translates AV as RMB 5,007 per sqm. First 
phase of relocation will be finished in 1Q08 and it is expected the whole 
relocation process can be completed around 2010. This will be an important 
city redevelopment project in Foshan city that includes office, retail, hotel, 
residential, cultural facilities and a “Foshan Tiandi”.  

 
���� Land bank expands to 11.9m sqm. After the acquisition in Foshan, 
SOL’s land bank is enlarged to 11.9m sqm and its coverage is extended to 
Pearl River Delta. Vincent Lo wishes the land bank would be doubled to 20m 
sqm within 2-3 years. The company is negotiating with other 5 city 
governments in China for project development. Now, SOL entered a MOU 
with Dali government in Yunnan. If this project is proceeded, land bank is 
expected to increase by another 2.5m sqm. 

 

���� Limited impact on 07-09 earnings. We expected the first phase of 
Foshan project will be completed in 2010. The better than expected selling 
price in Wuhan Tiandi offsets the rise in interest expense in 2007-09. Overall 
speaking, we would slightly adjust earning forecast in 2007-09. On the other 
hand, net gearing ratio is forecasted to soar to 20% in 2007 from 6% in 2006 
as the Foshan project is financed by internal resources and bank borrowing. 

 
���� Rise target price & NAV. Assuming average selling price of RMB 
20,000 per sqm and average cost of RMB 11,800 per sqm, we project that 
the Foshan project would accrete HK$1.99 into SOL’s 08E NAV per share to 
HK$15.8. Target price is revised upwards to HK$ 14.22 representing 10% 
discount to NAV. The counter is trading at 14.3x 08E PE or 39.1% discount 
to our estimated 08E NAV. The valuation is undemanding and upside 
potential is 48%. Maintained recommendation as BUY. 

 
HK$1=RMB0.95

Earning Summary Price Performance 

Year-end 31 Dec FY05A FY06A FY07E FY08E FY09E 

Turnover (RMB m) 1,018 4,729 5,010 8,172 7,387 

Growth (%) (2) 365 6 63 (10) 

Net Profit (RMB m) 380 1,146 2,353 2,661 1,868 

Growth (%) (52) 202 105 13 (30) 

EPS (RMB) 0.220 0.476 0.562 0.636 0.446 

     Growth (%) (52) 116 18 13 (30) 

PER (x) 41.4 19.1 16.2 14.3 20.4 

DPS (RMB) 0.000 0.059 0.120 0.150 0.100 

Yield (%) 0.0 0.6 1.3 1.6 1.1      
Source: Company information, FSSL Source: Bloomberg 
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Figure 1: Land bank by GFA Figure 2: Land bank by GAV 
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Table 1: Earnings revision 

Fiscal Net Profit (RMB m) (%) EPS (RMB) (%) 
Year Old New Change Old New Change 

2007E 2,348 2,353 0.2% 0.561 0.562 0.2% 

2008E 2,651 2,661 0.4% 0.633 0.636 0.4% 
2009E 1,742 1,868 7.2% 0.416 0.446 7.2%  

Source: FSSL 
 

Table 2: 08E NAV estimation 

  NAV/share % of  

 (HK$ m) (HK$) NAV Remark 
Development properties 44,938 10.74 68.0% DCF with WACC 9.4% 
-Shanghai 28,755 6.87 43.5%  

-Wuhan 2,095 0.50 3.2%  

-Chongqing 5,107 1.22 7.7%  

-Dalian 640 0.15 1.0%  

-Foshan 8,341 1.99 12.6%  

Investment properties 22,292 5.33 33.7% 7.5-9.0% cap rate 
-Shanghai 19,462 4.65 29.4%  

-Hangzhou 1,117 0.27 1.7%  

-Wuhan 515 0.12 0.8%  

-Chongqing 676 0.16 1.0%  

-Dalian 523 0.13 0.8%  

Gross Amount 67,230 16.06 101.7%  
Less: Net debt -1,113 -0.27 -1.7% As at end-08E 
NAV 66,117 15.80 100.0%  
No. of shares 4,186    
NAV per share 15.80      

Source: FSSL 
*Assume HK$ 1=RMB 0.92 by the end-08 
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Financial Summary  

Income statement Key statistics and ratios

Year end Dec 31 (RMB m) 2005 2006 2007E 2008E 2009E Year end Dec 31 2005 2006 2007E 2008E 2009E

Turnover 1,018 4,729 5,010 8,172 7,387 Growth (%)

-Property development 604 4,283 4,482 7,590 6,718 Turnover (2) 365 6 63 (10)

-Property investment 359 383 458 504 581 Operating profit 143 483 (14) 62 (28)

-Management fee 17 22 25 28 30 Net profit (52) 202 105 13 (30)

-Other 38 40 45 50 58 EPS (52) 116 18 13 (30)

COGS (327) (1,745) (2,140) (3,655) (4,035)

Gross profit 691 2,984 2,870 4,516 3,352 Margins (%)

Other revenue 104 256 177 177 229 Gross profit 68 63 57 55 45

SGA (333) (658) (810) (1,073) (951) Operating profit 43 54 44 44 35

Operating profit 438 2,554 2,205 3,582 2,586 Net Profit 37 24 47 33 25

Interest expenses (167) (219) (158) (155) (110)

Associated 0 1 0 0 0 Others (%)

Exceptional items 607 250 1,035 240 200 Current Ratio (x) 1.68 3.54 3.22 3.14 3.17

Pre-tax profit 878 2,586 3,082 3,667 2,676 Effective tax rate 38 37 13 25 25

Tax (332) (946) (387) (917) (669) Payout ratio 0 12 21 24 22

After-tax profit 546 1,640 2,696 2,750 2,007 ROE 8 8 14 13 8

Minority interest (166) (494) (342) (89) (139) ROA 2 4 8 8 5

Net profit 380 1,146 2,353 2,661 1,868

Core earnings (227) 896 1,318 2,421 1,668 Valuation

Dividends 0 (248) (502) (628) (419) P/Sales (x) 15.5 4.6 7.6 4.7 5.2

Retained earnings 380 898 1,851 2,033 1,449 PE (x) 41.4 19.1 16.2 14.3 20.4

P/B (x) 3.4 2.7 2.3 1.9 1.7

EPS (RMB) 0.220 0.476 0.562 0.636 0.446 P/Cash flow (x) 139.8 6.7 39.5 10.7 13.0

DPS (RMB) 0.000 0.059 0.120 0.150 0.100 Dividend yield (%) 0.0 0.7 1.3 1.6 1.1

Balance sheet Cash flow statement

Year end Dec 31 (RMB m) 2005 2006 2007E 2008E 2009E Year end Dec 31 (RMB m) 2005 2006 2007E 2008E 2009E

Cash & deposits 2,397 5,286 2,208 4,576 5,677 Operating Profit 438 2,554 2,205 3,582 2,586

Trade debtors 679 1,671 2,400 1,000 900 Depreciation 24 27 32 39 44

Inventories 5,403 6,551 7,800 8,250 8,800 Change in wc (252) 1,075 (1,731) 1,200 (200)

Other current assets 179 137 140 140 140 Taxation (91) (215) (37) (622) (374)

Intangible assets 0 0 0 0 0 Others (7) (176) 498 (632) 872

Other LT assets 3,924 5,994 7,255 8,860 10,265 CF from Operation 113 3,265 967 3,567 2,927

Associated 3 3 800 900 1,000

Fixed assets 6,045 6,393 7,800 8,800 9,600 Capex (4,645) (3,366) (776) 59 (844)

Total assets 18,629 26,035 28,403 32,526 36,382 Associated investments (13) (1) (797) (100) (100)

Others 289 (931) (1,300) (1,005) (1,005)

ST debt 2,657 1,683 1,500 1,800 2,000 CF from Investing (4,369) (4,299) (2,873) (1,046) (1,949)

Trade creditors 1,739 1,753 2,000 2,250 2,500

Other current liabilities 749 415 400 400 400 Equity raised 1,220 4,304 0 0 0

LT borrowings 4,224 4,977 4,000 3,800 4,200 Change of Debts 4,601 (135) (1,160) 100 600

Deferred taxation 1,322 2,035 2,400 2,700 3,000 Dividend paid 0 0 (248) (502) (628)

Other LT liabilities 2,875 8 50 60 70 Others (660) (610) 287 300 200

Total liabilities 13,567 10,871 10,350 11,010 12,170 CF from Financing 5,161 3,559 (1,121) (102) 172

S'holders' funds 4,756 13,952 16,553 19,716 22,212 Change in Cash 905 2,526 (3,028) 2,418 1,151

Minorities 306 1,213 1,500 1,800 2,000 FX Change (6) (63) (50) (50) (50)

Total 18,629 26,035 28,403 32,526 36,382 Cash at the beginning 1,091 1,989 4,452 1,374 3,743

Cash at the end 1,989 4,452 1,374 3,743 4,843

Net gearing 94 6 20 5 2 Adj: OD or others 408 834 834 834 834

BVPS (RMB) 2.72 3.33 3.96 4.71 5.31 Cash at BS 2,397 5,286 2,208 4,576 5,677  

Source: Company information, FSSL 
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