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Property Sector

4Q08 report card

A mixed bag of 4Q08 results. Property developers came under heavy
scrutiny as they reported their 4Q08 results. Much of the focus had been
placed on issues like fair value loss in investment properties, potential
write-down in landbank, defaults by property buyers under the Deferred
Payment Scheme (DPS) and recapitalization of developers' balance sheets.
Taking out one-off gains, UOL Group performed above our 4Q08 expectation
due to higher revenue recognition from development properties. Performance
of Keppel Land was in line. CapitaLand and Soilbuild Group failed to meet
our expectation due to slower-than-expected construction schedule.

Asset write-downs and financing remain key issues for developers.
No surprises from the bleak outlook guided by the developers. For the big-
cap developers, they continue to exhibit strong financial health and we
see asset write-downs as the key threat to them, especially those with
substantial exposure to office properties and acquired landbank late in the
upcycle. Small-cap developers do not have the financial prowess of the
big-cap developers and we see financing as their key concern going forward.
The weak property market has delayed new launches and a prolonged
inability to move inventories could ultimately affect their debt servicing
ability.

Reality check on the risk of buyers defaulting. With the weak economic
outlook and rising unemployment rate in Singapore, risk of defaults by
property buyers will remain a lingering concern. However, we believe that
earlier assumptions of increasing risk of property buyers under DPS
defaulting at 10-20% loss threshold, which is equivalent to the amount
that they had put up as down-payment, may have been overstated. The
sale and purchase agreement is a legally binding document and most
developers said that they will take a tough stance, possibly legal actions,
against those buyers who can afford the properties but would want to walk
out of the deal.

Weak outlook but cheap valuations. Although the outlook of the property
sector remains weak, valuations of some developers have already fallen
below their previous troughs. Our sector strategy is to stay defensive and
stick with developers with strong balance sheet, diversified earnings stream,
low exposure to the high-end residential segment and now trading at
valuation beyond previous trough. In these aspects, UOL Group (BUY,
FV: S$2.59) meets our criteria and remains our top pick for the property
sector. We also have BUY recommendations on CapitaLand (FV: S$2.42),
Keppel Land (FV: S$1.77) and Soilbuild Group (FV: S$0.79).

Price Rating Fair Price/ RNAV  Premium/ FYO08
(Discount)
Value NAV to RNAV  Div Yield
(S$) (S$) (x) (S$) (%) (%)
CapitalLand Ltd 189 BUY 242 0.64 3.00 -37.0 3.7%
Keppel Land 1.21 BUY 1.77 0.36 3.68 -67.1 6.6%
UOL Group 163 BUY 259 0.38 3.40 -52.1 4.6%
Soilbuild Group 0535 BUY 0.79 0.59 1.58 -66.1 7.5%

Please refer to the important disclosures at the back of this document.
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Exhibit 1: Developers’ 4Q 2008 results overview

Revenue (in S$m) PATMI (in S$m) Comments
4Q08 4Q07 % 4Q08  4Q07 %
chge chge
CapitaLand 703.7 1,324.3 -46.9 78.0 674.7 -88.4]- Lower sales in Australia and China
- Revaluation loss of $$103.9m in 4Q08
City Developments 7175 765.7 6.3] 100.0 235.0 -57.4|- Hotel revenue affected by strong SGD against Sterling pound
- Net impairment losses of $$90.8m
Keppel Land 1974 3714 -46.8 68.5 572.3 -88.0]- Lower revenue after competion of several trading projects
- Fair value gain of $$4.5m from investment properties
UOL Group 260.3 195.0 335 11441 331.9 NA[- Higher revenue from development projects and rental income
- Impairment charge of $$37m for hotel development
- Fair value loss of $$174.5m on investment properties
Soilbuild Group 50.0 34.2 46.1 30.5 19.1 59.7]- Higher revenue from progressie recognition of revenue from projects
- Fair value gain of $$25.6m after the completion of Tuas Connection

Source: Company announcements

Exhibit 2: Developers' balance sheet condition

4Q 2008
Total debt (S$m)  Currentdebt % of current Non-current % of NC debt Cash (S$m)  Total Equity Net Debt/
(S$m) debt to total  debt (S$m) to total debt* (S$m) Equity (x)
debt

CapitaLand** 9,829.3 1,875.2 19.1 7,954.1 80.9 42284 11,987.8 0.47
City Developments 4,153.5 860.3 20.7 3,293.1 79.3 7759 7,022.3 0.48
Keppel Land 2,121.8 184.1 8.7 1,937.8 91.3 626.4 2,896.9 0.52
UOL Group 1,884.7 518.4 27.5 1,366.3 72.5 263.9 3,815.2 0.42
Soilbuild 406.7 186.8 45.9 219.8 54.1 28.8 198.0 1.91

* NC- Non-current
** Net gearing will fall to 0.28x after rights issue

Source: Company announcements
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Exhibit 3: Developers' outlook guidance

@DCBC Investment Research

Outlook Guidance from 4Q 2008 announcements

CapitaLand - Buyer sentiment to remain fragile in 2009

- Project delays expected

- Pursuing acquisitions and investment opportunities

City Developments - Defer further development of its land bank

- Expects to continue to perform profitably
Keppel Land

- Hospitality market to decline further before recovery

- Looking out for asset acquisitions

- Strong headwinds from global economic crisis
- In a better financial position compare to past crises

UOL Group

- Property buying sentiment to remain weak
Soilbuild

- Office and retail rentals to face downward pressure

- Focus on managing cashflow and capital
- Expect to remain profitable

Source: Company announcements

Exhibit 4: Developers' price-book chart
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above securities.

RATINGS AND RECOMMENDATIONS:

OCBC Cgnvestment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.

- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained in this report is subject to change without notice. We have not given any consideration
fo and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is fglven and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment og/ect/ves, financial situation or particular needs, before makmg a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.

For OCBC Investment Research Pte Ltd
Co.Reg.no.: 198301152E

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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