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4 September 2008 - Interim Results Investment Funds INVESTMENT INSTRUMENTS
   

Landsbanki Securities (UK) acts as broker, Nomad and market maker to China Real Estate Opportunities Ltd 
    £ 645 362.4 m     p p 

 An Olympic Performance, NAV rises 17% 

 Enhanced asset valuations and currency appreciation drove NAV forward 17% 

during H1 2008; a welcome change from most property companies’ results. 

Landsbanki anticipates that asset and currency appreciation will enhance NAV 

by a further 10% during H2 2008. 

 

 
 

 

  

  

Key Information 

Mkt Cap (m)  £333.2 
Pub Dil NAV 30/6/08 974p 
Price 3/9/08 635p 
Discount  34.8% 
   
12m Price Low 29/8/08 645p 
12m Price High 13/3/08 832p 
 

12 Month Share Price Performance 
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Source: Landsbanki Securities 

Outlook 
The outlook for China remains positive, economic growth continues and domestic inflation 
looks to be under control and on a downward track. Press reports highlight that the Chinese 
government has increased banking sectors’ loan quota by 5% for national commercial banks 
and 10% for local commercial banks. In addition, the approvals process for registered 
capital (part of Notice 50) for investment in real estate has been returned to the local 
government, a move that should facilitate CREO’s investment activities. 

An uncertainty in the Shanghai property market is how rapidly the GFA under construction 
on Pudong is absorbed by the market. A sense of this uncertainty can be seen by  the 
conflicting commentaries on the letting of the Shanghai World Financial Centre (the 101-
story bottle opener tower on Pudong). The Financial Times’ commentary focus on an “office 
boom” versus the Daily Telegraph’s “Property slump fears as China’s tallest tower opens”, 1 
September 2008. The quoted rent is US$3 per sqm per day, versus cUS$1 per sqm per day 
(and below) for CREO’s older office space located in Puxi. The vacancy rate in the Shanghai 
market is estimated by Jones Lang LaSalle at 3.3% in Puxi and 4.4% in Pudong – vacancy 
rates that do not signal downward pressure on rental values. 

We highlight that the NAV will rise by a further £9.46m or 18p (1.9%) when the GFA 
associated with CC3 is recognised (expected late 2008 / early 2009).  

Conclusion 
Unlike most of the world, the Chinese commercial property market remains in an upward 
trajectory spurred by China’s economic growth.  

Landsbanki is pencilling in a further 10% NAV growth in H2 2008 and expects continued 
NAV growth through 2009 and 2010, based on economic growth and the potential within 
the development assets. The Fund is trading on an historic discount of 34.8% and a 
prospective discount of 40.7% (assuming 10% NAV growth).  

Since CREO’s IPO, global enthusiasm for property securities has been indiscriminately weak 
and Landsbanki believes that CREO’s discount is unjustified. However, given the global 
economic outlook we are not confident of an improvement in the rating over the next few 
months and thus investment represents a contrarian view. 
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Interim results to 30 June 2008 
Asset valuations and currency appreciation drove the NAV forward 17% during H1 2008. 
Landsbanki anticipate that asset and currency appreciation will enhance NAV by a further 
10% during H2 2008. 

Highlights 
• Tangdao Bay RMB valuation increases by 30.5%, reflecting the formal amalgamation of the 

plots, a resilient residential property market and progress on tunnel to Qingdao. 

• City Centre development land rises 23%, reflecting comparable transactions. The opening of 
the metro in 2010 will support further enhancements in value and the proposed auction of 
City Centre 4 land (expected late 2008 / early 2009) should provide further valuation 
evidence. 

• Investment assets appreciate by 2-5% (in RMB), reflecting valuer’s caution over the potential 
impact of the substantial expansion of premium office space in Pudong currently under way. 

• Development of Beijing logistics scheduled to be underway in Q4 2008 and City Centre 3 is 
delayed until Q1 2009. 

• Rent roll rises to £28.4m pa as the reversionary potential is realised; a further 33% by area is 
due for renewal in 2009. 

• Chinese Government returns decision making on registered capital to regional and city 
governments – potentially improving the responsiveness of decision making regarding the 
investment of new foreign capital in the Real Estate sector. 

 
Table 1: Summary valuation data and income yield  
 31-Dec-07 30-Jun-08 % Ch GFA RMB per Sqm 
  RMBmn RMBmn    
Investment Assets 7,193 7,778 8.1% 236,971 32,821 
Development Assets 1,263 1,521 20.4% 293,927 5,175 
     RMB per Sqm 

per Day* 
Investment Income (Annualised) 266.2 387.5  236,971 4.48 
Income Yield 3.7% 5.0%       
Source: Landsbanki / Company Data. *365 days. 

An analysis of the accounts highlights that the current yield on the investment portfolio is 
5%. Treasury China data highlights that over one-third of the portfolio’s leases (and greater 
proportion of the rental income) are up for renewal in 2009 – implying continued 
reversionary potential. 

Table 2: Valuation data 
 Use Ownership 31-Dec-07 30-Jun-08 % Ch GFA RMB  
    RMBmn RMBmn   per Sqm 
Treasury Building Office 100% 594.6 625.3 5.2% 19,569 31,951 
Central Plaza Office 100% 1,402.9 1,431.6 2.0% 47,247 30,299 
City Centre 1 Office/Retail 100% 5,149.6 5,547.0 7.7% 170,155 32,600 
City Centre 3 Office/Retail 100% 1,451.0 1,744.0 20.2% 76,312 22,854 
Tangdao Bay (50%) Mixed 50% 523.2 682.8 30.5% 430,167 3,175 
City Centre Dev (5%) Office/Retail 5% 82.6 93.8 13.6% 76,312 24,582 
Beijing Logistics Industrial 100% 86.1 88.4 2.7% 75,028 1,178 
City Centre 3 (Extra*)  100% 260.5 320.1 22.9% 19,000 16,848 
Source: Landsbanki / Company Data. * This valuation is reported within the City Centre 3 valuation, but is not included within CREO’s NAV. 

The valuation on a GFA basis highlights only a RMB10,000 (US$1,623) per sqm valuation 
differential between development land (RMB23,000 per sqm) and the company’s stabilised 
office investments (RMB32,000 per sqm). Davis Langdon Seah (the building cost consultants) 
estimate Shanghai prestige office construction at $1,100 per sqm (cRMB7,000 per sqm).  

Jones Lang La-Salle commenting on the market highlighted that, reflecting the rising cost 
of capital, gross investment yields widened by 50 bps and rents on new office 
accommodation were rising strongly with The Centre (reported  by CREO as selling for 
RMB50,000 per sqm) seeking RMB20 per sqm per day. CREO’s office assets (mainly 
International Grade B+ and not International Grade A) are leased at less than RMB10 per 
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day. This data bodes well for the development value of City Centre 3 and demonstrates the 
defensibility of the reversionary potential in the portfolio. 

Financing 
CREO’s LTV is 35.6% of the total property portfolio, 44.4% of the investment portfolio. The 
additional cash flow from the rent reversion that has occurred is supportive of a higher level 
of debt. At the end of 2008, the tight early repayment clauses on CREO’s existing debt falls 
away, facilitating the potential expansion of these facilities to finance the Company’s 
development projects. 

Discussing the debt markets, Treasury China highlights that the void created by continuing 
ripples in the global debt markets is being filled by new players taking advantage of the 
disruption to establish franchises in the market. Treasury China highlights that, 
unsurprisingly, the interest rates charged will be higher. 

Corporate developments and new property acquisitions 
CREO’s corporate desires and appetite for new acquisitions remain; however, Treasury China 
highlights that the current environment is difficult and it is thus unwilling to be more 
specific, and progress will be announced only once certainty can be assured. 
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Disclosures 
Disclosure checklist - Potential conflict of interests 

Source: Factset closing prices of 02/09/2008  

Key: 

1. Landsbanki Islands hf. (Landsbanki) or its affiliate(s)* hold or own or control 5% or more of the issued share capital of this company. 2. The company holds or owns or controls 5% or more of the issued share capital of 
Landsbanki or  its affiliate(s)*. 3. Landsbanki or its affiliate(s)* are or may be regularly doing proprietary trading in equity securities of this company. 4. Landsbanki or its affiliate(s)* have been lead manager or co-lead manager in 
a public offering of the issuer’s financial instruments during the last twelve months. 5. Landsbanki or its affiliate(s)* are a market maker in the issuer’s financial instruments. 6. Landsbanki or its affiliate(s)* are a liquidity 
provider in relation to price stabilisation activities for the issuer to provide liquidity in such instruments. 7. Landsbanki or its affiliate(s)* act as a corporate broker or a sponsor or a sponsor specialist (in accordance with the local 
regulations) to this company. 8. Landsbanki or its affiliate(s)* and the issuer have agreed that Landsbanki or its affiliate(s)* will produce and disseminate investment research on the said issuer as a service to the issuer. 9. 
Landsbanki or its affiliate(s)* have received compensation from this company for the provision of investment banking or financial advisory services within the previous twelve months. 10. Landsbanki or its affiliate(s)* may expect 
to receive or intend to seek compensation for investment banking services from this company in the next three months. 11. The author of, or an individual who assisted in the preparation of, this report (or a member of his/her 
household), or a person who although not involved in the preparation of the report had or could reasonably be expected to have access to the substance of the report prior to its dissemination has a direct ownership position in 
securities issued by this company. 12. An employee of Landsbanki or its affiliate(s)* serves on the board of directors of this company. 13. As at the end of the month immediately preceding the date of publication of the research 
report Landsbanki Kepler Inc. or its affiliates beneficially owned 1% or more of a class of common equity securities of the subject company. 14. Landsbanki Securities (UK) Limited acts as nominated adviser to the Company on 
the Alternative Investment Market in the UK. 

*: affiliates: Landsbanki Kepler, Landsbanki Securities (UK) Limited, Merrion Stockbrokers Limited. 
 

 

Rating ratio Landsbanki Kepler Q2 2008   Rating ratio Merrion Stockbrokers Limited Q2 2008 
Rating breakdown A B  Rating breakdown A B 

Buy 61.9% 0.0%  Buy 42.9% 0.0% 
Hold 9.7% 0.0%  Hold 57.1% 0.0% 
Reduce 24.3% 0.0%  Reduce 0.0% 0.0% 
Not Rated/Under Review/Accept Offer 4.1% 0.0%  Not Rated/Under Review/Accept Offer 0.0% 0.0% 
Total 100.0% 0.0%  Total 100.0% 0.0% 
Source: Landsbanki Kepler 
A: % of all research recommendations 
B: % of issuers to which Investment Banking Services are supplied 

 Source: Merrion Stockbrokers Limited 
A: % of all research recommendations 
B: % of issuers to which Investment Banking Services are supplied 

 

 

 
 
From May 9th 2006, Landsbanki Kepler, Landsbanki Securities (UK) Limited, Merrion Stockbrokers Limited and Landsbanki Islands hf.’s rating system consists of three recommendations: Buy, Hold and Reduce. For a Buy rating, 
the minimum expected upside is 10% in absolute terms over 12 months. For a Hold rating the expected upside is below 10% in absolute terms. A Reduce rating is applied when there is expected downside on the stock. Target 
prices are set on all stocks under coverage, based on a 12-month view. Equity ratings and valuations are issued in absolute terms, not relative to any given benchmark. Landsbanki Kepler, Landsbanki Securities (UK) Limited, 
Merrion Stockbrokers Limited and Landsbanki Islands hf.’s strategy teams’ sector allocations rate each sector Overweight, Underweight or Neutral. 
 
Job titles: The functional job title of the person/s responsible for the recommendations contained in this report is Equity Research Analyst unless otherwise stated on the cover  
 
Compensation: The research analyst (s) primarily responsible for the preparation of the content of the research report attest that no part of the analyst’ (s’) compensation was, is or will be, directly or indirectly, related to the 
specific recommendations expressed by the research analyst’ (s’) in the research report. The research analyst’ (s’) compensation is, however, determined by the overall economic performance of the relevant Landsbanki affiliate 
and the Landsbanki Group. 
 
Analysts own views: The research analyst (s) primarily responsible for the preparation of the content of the research report attest that the views expressed in the research report accurately reflect the analyst’ (s’) personal and 
current views about all of the subject securities or issuers. 
 
Stock prices: Prices are taken as of the previous day’s close (to the date of this report) on the home market unless otherwise stated. 
Regulators 
Location Regulator Abbreviation 

Landsbanki Kepler France Autorité des Marchés Financiers AMF 
Landsbanki Kepler España Comision Nacional del Mercado de Valores CNMV 
Landsbanki Kepler Germany Bundesanstalt für Finanzdienstleistungsaufsicht BaFin 
Landsbanki Kepler Italia Commissione Nazionale per le Società e la Borsa CONSOB 
Landsbanki Kepler Nederland Autoriteit Financiële Markten AFM 
Landsbanki Kepler Switzerland Swiss Federal Banking Commission SFBC 
Landsbanki Securities (UK) The Financial Services Authority FSA 
Merrion Stockbrokers Limited The Irish Financial Services Regulatory Authority IFSRA 
Landsbanki Helsinki Branch The Finnish Financial Supervision Authority FIN-FSA 
Landsbanki Norway The Financial Supervisory of Norway FSAN 
Landsbanki Islands hf. The Financial Supervisory Authority FME 
Source: Landsbanki Kepler, Landsbanki Securities (UK) Limited, Merrion Stockbrokers Limited and Landsbanki Islands hf. 

Landsbanki Kepler is authorised and regulated by both Banque de France and Autorité des Marchés Financiers. 
 
Landsbanki Securities (UK) Limited is authorised and regulated by the Financial Services Authority, and is entered in its Register under Firm Reference Number 186677. Landsbanki Securities (UK) Limited is also a member of the 
London Stock Exchange Plc. 
 
Merrion Stockbrokers Limited ('Merrion Landsbanki') is a member firm of the Irish Stock Exchange and the London Stock Exchange and is regulated by the Irish Financial Services Regulatory Authority. 
 
Landsbanki Islands hf. is authorised by Fjármálaeftirlitið (The Financial Supervisory Authority, Iceland). Landsbanki Islands hf. is member firm of the OMX Nordic Exchange and the Oslo Børs. 
 
For further information relating to research recommendations and conflict of interest management please refer to www.landsbanki-kepler.com, www.landsbanki.co.uk, www.merrion-capital.com and www.landsbanki.is. 

Rating ratio Landsbanki Islands hf. Q2 2008  Rating ratio Landsbanki Securities (UK) Limited Q2 2008  
Rating breakdown A B  Rating breakdown A B 

Buy 56.0% 56.0%  Buy 60.0% 70.0% 
Hold 15.0% 15.0%  Hold 28.4% 20.0% 
Reduce 20.0% 21.0%  Reduce 7.4% 1.4% 
Not Rated/Under Review/Accept Offer 10.0% 8.0%  Not Rated/Under Review/Accept Offer 4.2% 8.6% 
Total 100.0% 100.0%  Total 100.0% 100.0% 
Source: Landsbanki Islands hf. 
A: % of all research recommendations 
B: % of issuers to which Investment Banking Services are supplied 

 Source: Landsbanki Securities (UK) Limited  
A: % of all research recommendations 
B: % of issuers to which Investment Banking Services are supplied 

Stock ISIN Disclosure (See Below) Currency Price
China Real Estate Opportunities SA LU0238421142 5, 7, 14 GBP 635.00 
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Legal information  
This product is not for retail clients. 

The information contained in this publication was obtained from various sources believed to be reliable, but has not been independently verified by Landsbanki or its affiliate(s)*. Landsbanki or its 
affiliate(s)* does not warrant the completeness or accuracy of such information and does not accept any liability with respect to the accuracy or completeness of such information, except to the 
extent required by applicable law.  

This publication is a brief summary and does not purport to contain all available information on the subjects covered. Further information may be available on request. This report may 
not be reproduced for further publication unless the source is quoted. 

This publication is for information purposes only and shall not be construed as an offer or solicitation for the subscription or purchase or sale of any securities, or as an invitation, 
inducement or intermediation for the sale, subscription or purchase of any securities, or for engaging in any other transaction. This publication is not for private individuals. 

Any opinions, projections, forecasts or estimates in this report are those of the author only, who has acted with a high degree of expertise. They reflect only the current views of the author at the 
date of this report and are subject to change without notice. Landsbanki or its affiliate(s)* has no obligation to update, modify or amend this publication or to otherwise notify a reader or 
recipient of this publication in the event that any matter, opinion, projection, forecast or estimate contained herein, changes or subsequently becomes inaccurate, or if research on the subject 
company is withdrawn. The analysis, opinions, projections, forecasts and estimates expressed in this report were in no way affected or influenced by the issuer. The author of this publication 
benefits financially from the overall success of Landsbanki or its affiliate(s)*. 

The investments referred to in this publication may not be suitable for all recipients. Recipients are urged to base their investment decisions upon their own appropriate investigations that they 
deem necessary. Any loss or other consequence arising from the use of the material contained in this publication shall be the sole and exclusive responsibility of the investor and Landsbanki or its 
affiliate(s)* accepts no liability for any such loss or consequence. In the event of any doubt about any investment, recipients should contact their own investment, legal and/or tax advisers to seek 
advice regarding the appropriateness of investing. Some of the investments mentioned in this publication may not be readily liquid investments. Consequently it may be difficult to sell or realize 
such investments. The past is not necessarily a guide to future performance of an investment. The value of investments and the income derived from them may fall as well as rise and investors 
may not get back the amount invested. Some investments discussed in this publication may have a high level of volatility. High volatility investments may experience sudden and large falls in 
their value which may cause losses. International investing includes risks related to political and economic uncertainties of foreign countries, as well as currency risk. 

To the extent permitted by applicable law, no liability whatsoever is accepted for any direct or consequential loss, damages, costs or prejudices whatsoever arising from the use of this publication 
or its contents. 

The Landsbanki Group of Companies have written procedures designed to identify and manage potential conflicts of interest that arise in connection with its research business. The 
Group’s research analysts and other staff involved in issuing and disseminating research reports operate independently of the Group’s Investment Banking business. Chinese Wall 
procedures are in place between the research analysts and staff involved in securities trading for the account of Landsbanki Group companies or clients to ensure that price sensitive 
information is handled according to applicable laws and regulations. 

*: affiliates: Landsbanki Kepler, Landsbanki Securities (UK) Limited, Merrion Stockbrokers Limited. 
 

United Kingdom: This document is for persons who are Eligible Counterparties or Professional Clients only and is exempt from the general restriction in section 21 of the Financial Services and 
Markets Act 2000 on the communication of invitations or inducements to engage in investment activity on the grounds that it is being distributed in the United Kingdom only to persons of a 
kind described in Articles 19(5) (Investment professionals) and 49(2) (High net worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005 (as amended).  It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons.  Any investment to which this document relates is 
available only to such persons, and other classes of person should not rely on this document. For the purpose of UK regulation, Landsbanki Securities (UK) Limited produces non independent 
research which is a marketing communication under the FSA Conduct of Business rules and has not been prepared in accordance with the legal requirements to promote independence of 
investment research nor is it subject to the prohibition on dealing ahead of the dissemination of investment research. However, the firm does have procedures in place to manage conflicts which 
may arise in the production , please refer to Landsbanki Securities (UK) Limited research policy, which prevents dealing ahead. The research policy which may be found on the website 
www.landsbanki.co.uk. 

United States: This research is distributed in the United States by the entity that published the research as disclosed on the front page of this report to “major U.S. institutional investors,” as 
defined under Rule 15a-6 promulgated under the U.S. Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (SEC).  This 
research is also distributed in the United States to other institutional investors by Landsbanki Kepler, Inc. (LKI), who accepts responsibility for the contents of the research, subject to the 
qualifications stated in this publication which are hereby incorporated.  U.S. persons seeking to execute a transaction in the securities discussed in this research should contact  Landsbanki 
Kepler, Inc., 600 Lexington Avenue, New York, NY 10022, phone (212) 710-7600.  LKI is a broker-dealer registered with the SEC and is a FINRA member firm.  Nothing herein excludes or restricts 
any duty or liability to a customer that LKI has under applicable law.  Investment products provided by or through LKI are not FDIC insured, may lose value and are not guaranteed by the entity 
that published the research as disclosed on the front page or LKI.  Investing in non-U.S. Securities may entail certain risks.  The securities of non-U.S. issuers may not be registered with or subject 
to SEC reporting and other requirements.  The information available about non-U.S. companies may be limited, and non-U.S. companies are generally not subject to the same uniform auditing 
and reporting standards as U.S. companies.  Securities of some non-U.S. companies may not be as liquid as securities of comparable U.S. companies. Analysts employed by non-U.S. broker-dealers 
are not required to take the FINRA analyst exam. 

France: This publication is issued and distributed in accordance with art. L 544-1 and seq of the Code Monétaire et Financier and with the articles 321-122 to 321-138 of the General 
Regulations of the Autorité des Marchés Financiers (AMF). 

Germany: This report may be amended, supplemented or updated in such manner and as frequently as the author deems. 

Italy: Information is for institutional clients only as defined by art. 31 of CONSOB reg. 11522/98. Reports on companies listed on the Italian exchange are approved and distributed to over 500 
clients in accordance with art. 69 of CONSOB Regulation 11971/1999 for enforcement of the Consolidation Act on financial brokerage (legislative decree 24/2/1998). According to this article 
Landsbanki Kepler, branch of Milano warns on potential specific interests in securities mentioned. Equities discussed are covered on a continuous basis with regular reports at results release. 
Reports are released on date shown on cover and distributed via print and e-mail. Landsbanki Kepler, branch of Milano analysts are not affiliated with any professional groups or organizations. 
All estimates are by Landsbanki Kepler unless otherwise stated. 

Spain: Reports on Spanish companies are issued and distributed by Landsbanki Kepler, branch of Madrid, registered in Spain by the Comisión Nacional del Mercado de Valores (CNMV) in the 
foreign investments firms registry (member of the Madrid exchange). Reports and any supplemental documentation or information have not been filled with the CNMV. Neither verification nor 
authorization or compliance revision by the CNMV regarding this document and related documentation or information has been made. 

Switzerland: This publication is intended to be distributed to professional investors in circumstances such that there is no public offer. This publication does not constitute a prospectus within 
the meaning of Articles 652a and 1156 of the Swiss Code of Obligations. 

Norway: This publication is issued and distributed in accordance with section 3-10 of the Norwegian Securities Trading Act of 29 June 2007 and applicable regulations. 

Canada: The information provided in this publication is not intended to be distributed or circulated in any manner in Canada and therefore should not be construed as any kind of financial 
recommendation or advice provided within the meaning of Canadian securities laws. 

Other countries: Laws and regulations of other countries may also restrict the distribution of this report. Persons in possession of this document should inform themselves about possible legal 
restrictions and observe them accordingly. 



 

 

 
 

 

 

 

 

About Landsbanki 

With solid foundations and more than 120 years of history as the main 
provider of financial services for individuals and corporations in Iceland, 
Landsbanki now operates in all Europe´s leading centres. 

Our focus is on providing quality service to medium-sized international companies. We 
offer corporate advisory services, debt facilities as well as brokerage and investment 
advice to a broad base of international institutional investors in the UK and Continental 
Europe.  

Our research department is among the most comprehensive in Europe, including some 
100 analysts covering 800 European stocks locally. Landsbanki also provides wealth 
management and private banking services, as well as offering UK savers a consistently 
competitive rate on its Icesave online deposit account. 

Our unique combination of short communication channels, continental reach and a pro-
active approach to business that fosters entrepreneurial leadership, provides Landsbanki 
with the means to meet the needs of its clients – and help them succeed. 
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