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Sekisui House (1928)

Upgrading to Buy: Core ops doing well, China concerns priced in

B Exceptional earnings momentum for the sector — We lower our target price to
¥800 (FY1/14E EV/EBITDA multiple of 5.0x) from ¥850 (FY1/14E EV/EBITDA Buy 1

multiple of 5.5x) to reflect the fall in marketwide multiples but we upgrade to Buy from Neutral
from Neutral. We think Sekisui House can deliver exceptional earnings momentum Price (13 Jun 12) ¥669
for the sector as it maintains high margins in the built-to-order detached houses and ~ 1arget price ¥800
rental houses segment and eliminates losses in condominiums and overseas from ¥850
operations. We see the shares staging a real rally of their undervalued PBR of 0.6x  EXPected share price retumn 19.6%
(FY1/12E) as visibility on China operations improves toward year-end and excess  EXpected dividend yield _ 3%
concerns are swept away. Expected total return 23.3%
o Market Cap ¥449,346M
® Top-line growth in homebuilding — In the subcontracted homebuilding US$5,649M

operations of detached houses and rental houses, which account for approximately
70% of consolidated OP, we see impressive earnings being maintained on top-line
growth, especially in the Tohoku region, and a stable cost structure. We model
annual OP growth of 12% from FY1/13 to FY1/15, in part aided by condominiums Price Performance

and overseas operations moving into the black. (RIC: 1928.T, BB: 1928 JP)
m Asset risks in perspective — We estimate that Sekisui House’s unrealized Py

gains/losses on held-for-sale real estate and fixed assets are as follows: 1) —¥10bn

on Chinese held-for-sale real estate, 2) —¥15bn on Grand Front Osaka, and 3) 800

+¥17.1bn on leased real estate excluding Grand Front Osaka. Even taking into 750

account ¥27.8bn in pension reserve shortfalls, we pit the maximum impairment risk 200

on FY1/12 net assets of ¥750.4bn at around ¥40bn. Assuming net assets of
¥710bn, BPS would be ¥1,048 and the PBR 0.64x, we consider very low given the 650

inas i 0 30 31 31
extent of earnings improvement. o Sep i e

B Where are the catalysts? — We see 1) the announcement of a new medium-term
management plan (September 2012) and 2) the easing of uncertainties over China
OP on the start of sales (November 2012) as triggers for an advance in the shares.

Consol. Sales OoP RP NP EPS PE
W YOY (%) ¥M  YOY (%)  OPM(%) ¥ YOY (%) ¥ YOY (%) ¥ X Shusuke Terada

111A 1,488,369 100 56,354 nm 38 56271 nm 30421 nm 45 14.9 +81-3-6270-4815
112A 1,530,577 28 70,897 258 46 70,075 245 28,962 4.8 43 15.6 shusuke.terada@citi.com
1M3CE 1,650,000 78 80,000 128 48 79,500 134 42,000 450 63 10.7

1M3E 1,628,700 64 82700 16.6 51 82200 173 43510 50.2 64 104

1M3RE 1,633,600 67 82800 16.8 51 82300 174 43570 50.4 65 104

1M4E 1,699,900 44 91500 106 54 91300 1M1 49900 14.7 74 9.1

1M4RE 1,716,500 51 94,200 138 55 94700 151 51,840 19.0 77 8.7

115E 1,750,000 29 97,500 66 56 97,600 69 53490 72 79 8.4

1M5RE 1,764,700 28 99,500 56 56 101,000 6.7 55430 6.9 82 8.1

A: Actuals, E: CIRA Ests, CE: Company Ests, RE: CIRA Revised Ests, CRE: Company Revised Ests, NA: Not Available, NM: Not Meaningful
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Sekisui House (1928)

13 June 2012

1928.T: Fiscal year end 31-Jan Price: ¥660; TP: ¥800; Market Cap: ¥443,301m; Recomm: Buy

Profit & Loss (¥m) 2011 2012 2013E 2014E 2015E Valuation ratios 2011 2012 2013E 2014E 2015E

Sales revenue 1,488,369 1,530,577 1,633,600 1,716,500 1,764,700 PE (x) 14.7 15.4 10.4 8.7 8.1

Cost of sales -1,231,161  -1,255,253 -1,331,100 -1,394,600 -1,433,400 PB (x) 0.6 0.6 0.6 0.6 05

Gross profit 257,208 275,324 302,500 321,900 331,300 EV/EBITDA (x) 6.3 47 41 38 36
Gross Margin (%) 17.3 18.0 18.5 18.8 18.8 FCF yield (%) 14.2 -0.9 -39 28 45

EBITDA 72,738 88,932 101,800 115,200 120,500 Dividend yield (%) 32 3.0 38 47 5.0
EBITDA Margin (%) 49 5.8 6.2 6.7 6.8 Payout ratio (%) 47 47 39 40 40

Depreciation -16,383 -18,034 -19,000 -21,000 21,000 ROE (%) 42 39 5.7 6.6 6.7

Amortisation 0 0 0 0 0 Cashflow (¥m) 2011 2012 2013E 2014E 2015E

EBIT 56,355 70,898 82,800 94,200 99,500 EBITDA 72,738 88,932 101,800 115,200 120,500
EBIT Margin (%) 38 46 5.1 5.5 5.6 Working capital 8,173 -82,739 -43,926 -9,600 -9,600

Net interest 2,158 2,648 1,800 1,800 1,800 Other 20,496 20,113 -30,402 -48,260 -45,970

Non-op/Except -2,242 -3,471 -2,300 -1,300 -300 Operating cashflow 85,061 26,306 27,472 57,340 64,930

Recurring profit 56,271 70,075 82,300 94,700 101,000 Capex -21,936 -30,510 -45,000 -45,000 -45,000

Tax -23,371 -33,217 -35,730 -39,860 -42,570 Net acq/disposals 0 0 0 0 0

Extraord./Min.Int./Pref.div. 2,479 -7,896 -3,000 -3,000 -3,000 Other 947 -12,418 2,000 2,000 2,000

Reported net profit 30,421 28,962 43,570 51,840 55,430 Investing cashflow -20,989 -42,928 -43,000 -43,000 -43,000
Net Margin (%) 2.0 19 27 3.0 3.1 Dividends paid -8,786 -12,165 -15,134 -18,712 -21,346

Core NPAT 30,421 28,962 43,570 51,840 55,430 Financing cashflow -60,132 38,002 -15,134 -18,712 -21,346

Per share data 2011 2012 2013E 2014E 2015E Net change in cash 3,354 17,541 -30,662 -4,372 584

Reported EPS (¥) 45 43 65 77 82 Free cashflow to s/holders 63,125 -4,204 17,528 12,340 19,930

Core EPS (¥) 45 43 65 7 82

EPS* (¥) 43 41 62 74 79

DPS (¥) 21 20 25 31 33

CFPS (¥) 126 39 41 85 96

FCFPS (¥) 93 -6 -26 18 30

BVPS (¥) 1,091 1,107 1,150 1,199 1,250

Wtd avg ord shares (m) 676 675 675 675 675

Wtd avg diluted shares (m) 676 675 675 675 675

Growth rates 2011 2012 2013E 2014E 2015E

Sales revenue (%) 10.0 28 6.7 5.1 2.8

EBIT (%) nm 25.8 16.8 13.8 5.6

Core NPAT (%) nm 4.8 50.4 19.0 6.9

Core EPS (%) nm 4.7 50.4 19.0 6.9

Balance Sheet (¥m) 2011 2012 2013E 2014E 2015E

Cash & cash equiv. 151,988 174,524 143,862 139,490 140,074

Accounts receivables 35,545 36,530 40,000 40,000 40,000

Inventory 550,433 616,330 666,786 676,386 685,986

Net fixed & other tangibles 436,520 449,568 473,568 495,568 517,568

Goodwill & intangibles 9,809 14,331 14,330 14,330 14,330

Financial & other assets 157,013 154,545 155,442 157,342 160,242

Total assets 1,341,308 1,445,828 1,493,988 1,523,116 1,558,200

Accounts payable 149,714 138,537 148,537 148,537 148,537

Short-term debt 27,454 62,103 62,103 62,103 62,103

Long-term debt 184,550 132,660 132,660 132,660 132,660

Provisions & other liab 241,561 362,155 370,879 365,879 365,879

Total liabilities 603,279 695,455 714,179 709,179 709,179

Shareholders' equity 737,255 744,195 772,631 805,759 839,843

Minority interests 774 6,178 7178 8,178 9,178

Total equity 738,029 750,373 779,809 813,937 849,021

Net debt 60,016 20,239 50,901 55,273 54,689

Net debt to equity (%) 8.1 27 6.5 6.8 6.4

Note: Consolidated data. * EPS: NP/Est Shares OS.

For further data queries on Citi's full coverage universe please contact CIRA Data Services Japan at CIRADataServicesJapan@citi.com or +81-3-6270-4720
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Investment Dashboard

Reasons to Buy Parent sales breakdown (FY1/12)

® We think Sekisui House can deliver

Consolidated sales breakdown (FY1/12)
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Sekisui House (1928)
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In recent years, the shares have
persistently underperformed peers

Earnings are strong but valuations are
too low

One catalyst could be improved visibility
on the Chinese operations

Investment points
1) Why are you upgrading to Buy now?

We initiated coverage of Sekisui House in our June 9, 2010 report, Housing sector:
Initiation of coverage - Buy Daiwa House as housing industry enters new era, with a
Neutral rating, citing its low levels of profitability versus past years. The shares are
down 13% over the last year, in line with TOPIX. We believe this lackluster share
price performance has been partly due to the company’s inadequate explanation of
the risks associated with the Chinese operations, which have been a concern for
market participants. The shares have significantly underperformed peers Daiwa
House and Daito Trust Construction.

However, we think Sekisui House can deliver exceptional earnings momentum for
the sector (we model an annual FY1/13-FY1/15 growth rate of 12%) as it maintains
high margins in the built-to-order detached houses and rental houses segment and
eliminates losses in condominiums and overseas operations.

As a result, we see RoE improving to 6.6% in FY1/14 from 3.9% in FY1/12 and the
10-year historical average of 5.2% (excluding FY1/10, when the company posted a
net loss). Given this, we think the shares are being extremely undervalued at an
FY1/12A PBR of just 0.6x and an FY1/14E PER of 8.7x.

We anticipate improved visibility on the Chinese operations by year-end on the
commencement of sales at Suzhou and Taicang. We conservatively put selling
prices at Suzhou, Taicang, and Wuxi at 30% below where they would have been at
the time of the lot acquisitions and Shenyang at 20% below, but we see the impact
on net assets as being limited. Some market players are fretting that the total
investment in China of around ¥100bn will all be impaired but we see these
excessive concerns as being swept away when sales actually start.

Figure 1. Sekisui House: Share price performance (June 13,2011 =100) Figure 2. Sekisui House: PBR and RoE

Share price has been underperforming peers recently

RoE to steadily improve but PBR below historical levels
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Source: Nikkei Quick, Citi Investment Research and Analysis.

Note: PBR = Month-end share price average / period-end BPS. For FY1/13 and out we
use the June 13 close of ¥669 / our period-end forecast BPS.
Source: Company data, Citi Investment Research and Analysis.
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Sekisui House (1928)
13 June 2012

Operating margin improved to over 10%

Forecasting gradual growth in new
housing starts

Majors’ market share on an uptrend

Raising market share in Tohoku,
benefitting from reconstruction demand

2) Can high profitability in the domestic subcontracted
housing operations be maintained?

We estimate that the operating margin in Sekisui House’s subcontracted housing
operations (formerly the built-to-order housing segment, currently the built-to-order
detached houses and rental houses segments combined) improved to 10.7% in
FY1/12 from 8.2% in FY1/10. In FY1/12, the operations’ consolidated OP weighting
rose to 76%. Moving forward, we expect the operations to maintain their impressive
earnings power, supported by top-line growth, especially in Tohoku, and the stable
cost structure.

We model new housing starts of 858,000 (up 1.9% YoY) in FY3/13 and 883,000 (up
3.0%) in FY3/14. In FY3/13, while we anticipate gradual emergence of post-quake
reconstruction demand, home-purchase support measures are being scaled back
somewhat, so we foresee only a slight increase in new housing starts. In FY3/14,
we expect disposable incomes to fall due to tax hikes to fund reconstruction and are
concerned that home-purchasing ability will decline. However, we expect the YoY
growth rate in housing starts to rise as reconstruction demand intensifies.

Moreover, in the post-quake detached housing market, the share of the major
homebuilders is rising. The percentage of owner-occupied (i.e., subcontracted
detached housing) starts accounted for by the prefab construction method, which is
a good proxy for the majors’ market share, was on a downtrend in late 2010, as
owner-occupied housing starts were recovering broadly, but since March 2011,
when the eastern Japan earthquake occurred, it has been rising, albeit slowly. We
expect it to rise moving forward, too, as 1) differences in procurement abilities with
regard to building materials and construction personnel open up on confusion in
supply chains in the wake of the earthquake and 2) increasing preference for the
majors on the part of consumers, who are stressing quake-resistance.

We see the Tohoku order ratio rising rapidly, to 9.5% in FY1/13 from 8.3% in FY1/12
and approximately 5% in FY1/11, with Sekisui House gaining market share. We
believe the company’s competitive edge is rising, on 1) the solid construction
abilities of consolidated subsidiary Sekiwa Kensetsu and 2) the trustworthiness it
garners as the largest homebuilder. We also think that the company’s proactive
support for reconstruction from soon after the quake, in part stemming from the fact
that company president Toshinori Abe attended Tohoku Gakuin University and hails
from the Tohoku marketing division. New housing starts in the Tohoku region have
been rising rapidly since the start of 2012 and we think Sekisui House is likely to
smoothly capture reconstruction demand, which has started to intensify.
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Figure 3. Prefab ratio in owner-occupied starts: Majors’ market share Figure 4. New housing starts in the six prefectures of Tohoku:

on an uptrend Reconstruction demand gets going
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Note: All 12MMAs. Source: MLIT, Citi Investment Research and Analysis.
Source: MLIT, Citi Investment Research and Analysis.
Margins likely to remain unusually high As we noted in our January 10 report Housing sector - 2012 investment strategy:

Caution on slowing profit growth in new housing businesses, tight labor
supply/demand is likely to mean an increase in outsourcing costs at housing
makers, which would likely be negative for margins. However, Sekisui House has
construction capacity via its consolidated subsidiary Sekisui Construction, so it is
relatively resistant to changes in the labor market. As such, we think margins will
likely remain high.

Historically the outsourcing cost The profit margin for subcontracted housing operations (built-to-order detached

weighting has seen little change housing + rental housing) is closely related to the parent completed construction
margin. The latter peaked in FY1/04 and fell thereafter, but bottomed in FY1/10 and
then improved for two consecutive years through FY1/12 (Figure 5). However,
during that time the CoGS weighting for outsourcing (mainly construction costs),
which makes up the largest portion of CoGS, was more or less unchanged. The
reason the margin fell through FY1/10 was a rise in material costs and higher fixed
costs via a decline in demand (Figure 6).

We look for the subcontracting margin to We believe the subcontracting margin will be more or less flat from FY1/13 for three

be flat from FY1/13 key reasons. First, fixed costs have declined because the Shiga plant, one of the
company’s five main plants (with annual production capacity of about 7,600 units, or
¢20% of overall production capacity at the time), was closed in March 2009.
Second, we anticipate gradual growth for the new build market owing to
reconstruction demand. Finally, prices for materials like steel and cement do not
look excessively overpriced.
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Figure 5. Sekisui House: Parent gross margin on completed Figure 6. Sekisui House: Breakdown of parent completed construction
construction and consolidated gross margin for subcontracting costs—weighting for outsourcing costs saw little change in the past

operations—should be more or less flat going forward
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Note: Figures for consolidated gross margin for subcontracting operations in FY1/12 Source: Company data, Citi Investment Research and Analysis.
and out are our estimates.
Source: Company data, Citi Investment Research and Analysis.

3) Will losses in the domestic built-for-sale condo
business be eliminated?

We anticipate a return to profitability for Operating losses in the condominium business came to ¥10bn in FY1/12, but we

the first time in four years look for a profit of ¥0.5bn in FY1/13 and ¥1.3bn in FY1/14. That is, in FY1/13 we
anticipate a return to profitability for the first time in four years as 1) the gross
margin should improve gradually owing to progress in inventory adjustments and 2)
sales look set to increase (Figures 7, 8).

Figure 7. Sekisui House: Condo earnings Figure 8. Sekisui House: Condo inventory
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Note: Parent gross margin for the condo business was not disclosed in FY1/10 and Source: Company data, Citi Investment Research and Analysis.
before, and sales for that period are our estimates.
Source: Company data, Citi Investment Research and Analysis.
Continued operating losses due to lack Sekisui House was hesitant to adjust prices even after the global financial crisis
of inventory adjustment post-GFC broke out in 2008 and condo prices weakened. As such, it was left with excessive

inventory relative to its business size (for instance, end-FY1/09 inventory of real
estate for sale was ¥210.7bn, while FY1/10 condo sales came to ¥52bn). In
addition, purchasing volume was low after 2008 because Sekisui House was

7




Sekisui House (1928)
13 June 2012

With recent progress on posting
valuation losses and reshuffling
properties, we think gross margin
improvement is likely

Sales likely to rise thanks to Grand Front
Osaka

Risk of deterioration seems limited; PBR
looks low even with losses

China business a concern

Bullish comments evoking history of

losses

A replay of FY1/10?

I

involved in too many projects, in our view, so inventory reshuffling to bring in high-
margin projects was delayed. As a result, while competitors saw V-shaped
recoveries for their built-for-sale condo businesses in FY1/11 and FY1/12, Sekisui
House continued to post valuation losses and losses on sales, forcing it to post
operating losses in its condo operations.

However, inventory now looks to be in line with that at competitors: inventory of real
estate for sale as of end-FY1/12 was ¥126.9bn, while the company expects FY1/13
condo sales of ¥48bn. We expect gradual improvement in the gross margin for
three reasons: 1) the firm has posted a total of ¥19bn in valuation losses since
FY1/10; 2) we estimate that about 40% of current inventory was purchased in 2009
or later, after prices had fallen; and 3) the number completed units in stock for which
there are no contracts as of yet is falling.

In addition, we forecast sales volume of about 1,050 units in FY1/13 and then 1,600
in FY1/14 (Grand Front Osaka accounts for 525 units of this total, and we anticipate
the posting of sales on Sekisui House’s 10% stake only). Sekisui House has
purchased 100% of the land it needs for projects set to be posted to sales in
FY1/14. The contract rate for units scheduled to be posted to sales in FY1/13 was
about 35% at end-Q1, good progress relative to the c25% progress posted in Q1
the previous year.

4) What is the risk of deterioration in net assets?

We estimate unrealized gains/losses on real estate held for sale and fixed assets at
Sekisui House at 1) losses of ¥10bn on Chinese real estate held for sale, 2) losses
of ¥15bn for Grand Front Osaka, and 3) gains of ¥17.1bn on domestic real estate
used in leasing (excluding Grand Front Osaka). Even with the ¥27.8bn pension
shortfall, we think at most the firm will see a decline of about ¥40bn on the ¥750.4bn
in net assets as of end-FY1/12. Assuming net assets of ¥710bn would suggest BPS
of ¥1,048, and based on this Sekisui House’s PBR is 0.64x. This looks markedly
low in light of the company’s earnings power.

We think Sekisui House valuations are low because of the significant concern in the
market regarding China operations. Market participants would like to see a risk
scenario in light of weakness for Chinese real estate prices, but thus far
management and IR representatives have said in briefings and interviews that “we
supply properties with significantly better specs than others in the surrounding area,
so prices will not decline” or “we were able to purchase land cheaply with support
from local governments, so we do not anticipate losses”.

In the past, Sekisui House posted large losses in its domestic condo and urban
development businesses despite bullish comments. Sekisui House’s consistently
bullish statements are not in accord with how many market participants view the
external environment, and we think this has evoked the firm’s history of posting
development losses in the past. As a result, we have heard some extremely
pessimistic views to the effect that Sekisui House could end up writing down the
entire ¥100bn it has invested in China.

However, we think current valuations suggest the shares have already priced in a
decline of ¥100bn or more in net assets (Figure 9). If sales of units in China projects
begin in Q4, we believe excessive concerns will be dispelled and share prices will
likely correct. In the latter half of 2009, Sekisui House shares were in decline due to
widely-held concerns about the same kind of asset risk, but when the firm posted a
loss of about ¥65bn on real estate held for sale in January 2010 the shares rose
sharply, apparently on the assumption that bad news had been exhausted.

Citigroup Global Markets Japan Inc.
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Figure 9. Sekisui House: Implied BPS at different levels of net asset Figure 10. Sekisui House: Share price between April 2009 and March
deterioration 2010
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Source: Company data, Citi Investment Research and Analysis. Source: Nikkei Quick, Citi Investment Research and Analysis.
China: Total spending likely to rise to Total spending in China came to ¥68.3bn at end-April 2012, which includes
¥80bn-¥100bn at end-FY1/13 development projects in Suzhou, Wuxi, Taicang, and Heping (Shenyang) as well as

a materials plant in Shenyang (opened in April 2012, total capex of ¥8bn). Sekisui
House is expected to acquire land needed for the Beiling and Hunnan New District
projects in Shenyang in FY1/13, which we estimate will push up total spending in
China to ¥80bn-¥100bn.

Figure 11. Sekisui House: Main projects in China

Taicang Shengyan: Beiling Shengyan: Hun Nan Shengyan: Heping
Location Suzhou Taicang Wuxi Shengyan Shengyan Shengyan
Purpose Condominium, Condominium Condominium, Condominium, Condominium, Condominium,
Detached house Detached house Detached house Detached house Hotel

Acquisition FY1/2012 H1 FY1/2012 H1 FY1/2013 Q1 FY1/2013 H2 FY1/2013 Q2 FY1/2012
Construction start 04/2012 07/2012 12/2012 FY1/2013 FY1/2013 08/2011
Marketing start FY1/2013 Q4 FY1/2013 Q4 FY1/2014 FY1/2014 FY1/2014 FY1/2014
Completion FY1/2014~ FY1/2014~ FY1/2015~ FY1/2014~ FY1/2014~ FY1/2014~
Number of total units Condo: 3,070 530 Condo: 720 Condo: 2,000 Condo: 1,450 Condo: 300

Detached house: 74 Detached house: 100 Detached house: 200 Detached house: 150 Hotel: 1 building

Note: Development schedules include our estimates in some cases.
Source: Company data, Citi Investment Research and Analysis.

China: real estate prices falling, but . . . Demand is weak because of unprecedented efforts by the Chinese government to
rein in the real estate market, and developers are aggressively cutting prices. As a
result, in the July-September and October-December quarters of 2011 the housing
ASP fell 7%-8%. In addition, our China real estate team says that prices are likely to
continue declining due to increased supply and moves by developers to secure
assets, resulting in a 10% ASP decline and 10%-15% decline in floor space sold in
major urban markets between end-2011 and end-2012.

... government measures are easing and However, right now the Chinese central government is taking a balanced approach

real demand is firm between cutting housing prices and maintaining economic growth. While we think
measures designed to rein in speculation like home-purchase restrictions (HPR) will
continue going forward, we look for easing of measures on first-time homebuyers
and those looking to upgrade (Figure 12). Also, there has been a marked recovery
in sales volume in regions where developers have boldly cut prices, suggesting that
latent demand (mostly real demand) is high even if real estate-related restrictions
are not eased. Therefore, we think a scenario wherein the real estate market will
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collapse, with prices falling 40%-50%, is unrealistic. For more, please see our May
29 report China Property - Twin Tailwinds; Sector Outperformance to Continue.

Figure 12. Recent moves by local governments to ease real estate restrictions

Date Local Government Measures

04/2012 Hohhot Hohhot raised mortgage loan cap from public housing fund from RMB300k to RMB400k for individuals and from RMB400k to RMB500k for
couples effective from 1 April

04/2012 Nanchang Nanchang raised mortgage loan cap from public housing fund from RMB400k to RMB500k for individuals and from RMB500k to RMB600k for
couples effective from 1 April

04/2012 Bengbu Bengbu raised mortgage loan cap from public housing fund to RMB350k for individuals

04/2012 Karamay Karamay raised mortgage loan cap from public housing fund from RMB 500k to RMB700k for individuals

04/2012 Zhongshan Zhongshan set new average transaction price criteria at RMB7,696 psm for new homes in urban area and RMB6,290 psm in town area.
Ordinary housing has to fulfill three criteria for preferential treatments, including: 1) development plot ratio >1; 2) transmission size below 120
sgm or total GFA below 144 sqm; and 3) actual transaction price lower than 1.44*required average transaction price. Hence, the new price
cap for luxury housing shall be RMB11,082 psm for new homes in urban Zhongshan with immediate effect

04/2012 Wuhan Wuhan allows some first-time home buyers to pay 20% downpayment with loans from the public housing fund, aiming to support first-time
home purchases with the lowered downpayment requirement, and the new policy is limited to purchases of homes of no more than 90sqm and
local residents who pay into the housing fund.

05/2012 Shenyang Shortened min. contributory period to the public housing fund from previously 12 months to 6 months in order to be eligible for obtaining loans
from the fund

Early May  Local governments A number of local governments raised mortgage loan cap from public housing fund including Shandong Binzhou, Liaoning Shenyang, Henan
Zhengzhou and Xinyang.

05/2012 Guangzhou Guangzhou allows some first-time home buyers to pay 20% downpayment with loans from the public housing fund. Guangzhou aims to
support first-time home purchases with the lowered downpayment requirement, and the new policy is limited to purchases of homes of no
more than 90sqm and local residents who pay into the housing fund. The loan amount is capped at RMB500k for individuals or RMB800k per
couple.

05/2012 Yangzhou Yangzhou government delivered an incentive package which states homebuyers shall be receiving 0.6% subsidy should they buy flats with
deco sized 90sqm or below, 0.5% for flats sized 90 - 120 sqm, or 0.4% for homes sized 120 - 144 sqm.

05/2012 Yingkou City government of Yingkou in Liaoning province will spend >50m yuan this year to subsidize private home purchases by city officials as per
China Business Journal reports. Subsidies are to produce ~400m yuan of housing sales in Yingkou City to be paid directly to developers.
City’s finance bureau declined to comment without superior’s instructions.

05/2012 Xiamen Local press reported the broadening the qualified buyers for home purchase in Xiamen but the local government finally denied.

Source: Hexun, Soufun, Citi Investment Research and Analysis.

China: Concerns ASP could decline even
with start of sales for Suzhou and

Taicang projects

China: Although we expect a profit
contribution from Shenyang projects, we
do not factor in properties for which land

has not been acquired

Among the projects listed in Figure 11, sales of units at two projects are scheduled
to begin in FY1/13 (Suzhou and Taicang). When it acquired land for the two projects,
Sekisui House projected an average gross margin of 35% and operating margin of
20% for the two.

In our forecasts for the Suzhou and Taicang projects (scheduled to go on sale this
year) as well as the Wuxi project, we conservatively assume ASPs 30% below what
was expected when land was acquired, with average operating margins 10% lower
and total losses about ¥10bn higher (with completion and the posting of earnings
scheduled for FY1/14 and out). There are two main reasons for this: 1) Sekisui
House acquired land for the Suzhou and Taicang projects when Chinese real estate
pries were at their peak in FY1/12 H1; and 2) the HPR and other real estate
restrictions were strictly applied at the Suzhou project in particular.

Sekisui House has yet to acquire land for its Beiling and Hunnan New Disctrict
projects in Shenyang, and at this point there is no clear schedule for when units will
go on sale or when construction will be completed. We understand the firm aims to
begin posting sales from FY1/14. In Shenyang the home-purchasing restrictions are
limited to the area inside the Second Ring Road, so real estate restrictions are not
as strict as in Suzhou or Wuxi. In addition, home loan interest payments as a
percentage of household disposable income is lower in Shenyang than in Suzhou,
so we see relatively little downward pressure on sales prices (Figures 13, 14).

Accordingly, we think ASP for the Beiling and Hunnan projects, both of which lie
outside of the Second Ring Road, are likely to stay at the level envisioned at the
time of investment. As such, they should contribute to overall Sekisui House profits.
However, we only factor the Heping project (inside of the Second Ring Road) into
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our forecasts, as Sekisui House has acquired the necessary land for it already. We
assume the ASP for Heping project units will be 20% lower than expected when the
land was purchased, with OP at breakeven.
Figure 13. Suzhou: Housing affordability Figure 14. Shenyang: Housing affordability
(%) (%)
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Average | Average
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Note: Housing affordability = monthly home loan interest payments divided by monthly  Note: Housing affordability = monthly home loan interest payments divided by monthly
disposable income per household. disposable income per household.
Source: NBS, Citi Investment Research and Analysis. Source: NBS, Citi Investment Research and Analysis.
Domestic real estate for leasing: The market value of Sekisui House’s real estate for leasing came to ¥273.1bn at
Unrealized gains on condos for lease end-January 2012, ¥17.1bn above the ¥256bn book value. We believe the

unrealized gains have been generated mainly by condos for lease like the Prime
Maison series. We note that the above market value figure includes Grand Front
Osaka, although since this has yet to be completed the book value is used.

Grand Front Osaka: We estimate a ¥15bn Work on Grand Front Osaka (a joint project in the Osaka Station north district
development area) began in March 2010, with completion scheduled for March
2013. There are 12 firms participating in the project, including Mitsubishi Estate and
Orix Real Estate, and we estimate Sekisui House’s share at 10%. As of end-FY1/12,
Sekisui House’s investment totaled ¥38.4bn, with this expected to rise to ¥50.9bn
(with c¥5bn of this for built-for-sale condos) by the time the project is completed.

unrealized loss

Other participants like Tokyo Tatemono, Obayashi, and Hankyu Hanshin Holdings
have already posted impairment losses on their stakes, so in light of Sekisui
House’s stake we estimate unrealized losses at a maximum of ¥15bn.

5) How are international operations ex-China doing?

Summary: One should keep an eye on As of end-April 2012, Sekisui House had invested ¥208.9bn abroad, including
sales in China, but we look for steady ¥84.4bn in Australia, ¥68.3bn in China, ¥37bn in the US, and ¥19.2bn in Singapore.
profit contributions from Australia and According to Sekisui House, total overseas investment is likely to rise to about
¥220bn at end-FY1/13 due to construction spending in Australia and additional land

acquisition in China.

the US as well

The company posted a ¥2.3bn operating loss from international operations in
FY1/12, but in FY1/13 we anticipate a profit of ¥3bn, followed by a ¥6bn profit in
FY1/14 and ¥5.2bn in FY1/15. The built-for-sale business is doing well in Australia
and the US, so we think it likely that international operations will turn profitable.
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Figure 15. Sekisui House: Overseas investment (end-April 2012, ¥mn)  Figure 16. Sekisui House: Earnings forecast for international
operations
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Source: Company data, Citi Investment Research and Analysis. Source: Company data, Citi Investment Research and Analysis.

Australia: Engaged in development and As noted above, investment in Australia totaled ¥84.4bn at end-April 2012, which

subcontracting businesses includes the Wentworth Point, Central Park, and Camden development projects.
Sekisui House acquired the home builder AVJennings in August 2010. Of the ¥41bn
in sales the firm forecasts for Australia in FY1/13, ¥27bn is expected to come from
development and ¥14bn from subcontracting.

Australia: Sales and margins good in Sekisui House announced it was getting into the Australian development business

development business in July 2009. Land for the major Wentworth Point and Camden projects was
acquired in CY09 H1, when land prices were low, so profitability is good. Sales are
strong, and contracts have been inked on more than 90% of the ¥27bn in sales
Sekisui House expects for the Australian development business in FY1/13. We
estimate sales of ¥43.1bn in FY1/14, and we understand contracts are in place for
more than 80% of this.

Australia: Subcontracting business We understand construction volume remains weak at the home building contractor

remains in the red AVJennings and that it continues to be in the red at the operating line. Sekisui
House thinks construction volume will rise going forward thanks to growth in
housing orders for the Camden development, which is mainly a residential project.

Figure 17. Sekisui House: Major projects in Australia

Project Wentworth Point Central Park Camden Hyatt Coolum Serrata
Location New South Wales New South Wales New South Wales Queensland Victoria
Purpose Condominium Condominium Detached house Detached house Condominium
Acquisition FY1/2010 FY1/2012 FY1/2010 FY1/2012 FY1/2011
Construction start 04/2010 12/2010 FY1/2012 NA NA
Marketing start 10/2009 10/2010 FY1/2012 FY1/2012 FY1/2012
Completion FY1/2012~ FY1/2013~ FY1/2013~ FY1/2013~ FY1/2013~
Number of total units 1,800 2,232 ¢1,800 448 144

Note: Development schedule includes our estimates in some cases.
Source: Company data, Citi Investment Research and Analysis.

US: Acquires bulk projects from At end-April 2012, total investment in the US came to ¥37bn, and we believe most

CalPERS of this comprises projects acquired (jointly, with the Newland Real Estate Group) in
bulk from the California Public Employees’ Retirement System (CalPERS). Unlike
Australia, where Sekisui House has acquired a homebuilder, and China, where it
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US: Transaction details suggest margins
are good

US: Has already posted Q1 OP of ¥1.5bn

Singapore: Involved in three projects as
a minority partner

has built a materials plant, business in the US is limited to investment in
development.

The acquisition from CalPERS covers 28 projects in 11 states (16,300 detached
housing and multidwelling housing units and 2,338ha of land, including projects in
which CalPERS had a stake). About 50% are in Texas. According to a number of
media reports, CalPERS decided to sell one-fifth of its investment housing assets
because of weak housing prices. We believe CalPERS was under pressure to clean
up unrealized losses and that margins will therefore likely be good for Sekisui
House and Newland.

In FY1/13, Sekisui House forecasts sales of ¥19bn and OP of ¥4.2bn for its US
business (for an operating margin of 22%). In Q1, the firm has already posted sales
of ¥4bn and OP of ¥1.5bn. We understand interest from local builders in acquiring
multiple sections is strong and we expect a stable profit contribution over the
medium term.

Figure 18. Sekisui House: Major projects in the US

Project One Loundoun Tehaleh Cinco Ranch CalPERS
Location Washington DC Seattle Texas Across America
Purpose Compositive Compositive Compositive Compositive
development development development development (Bulk deal)
Acquisition FY1/2011 FY1/2012 FY1/2011 FY1/2012
Marketing start 08/2011 01/2012 01/2012 FY1/2013~
Completion FY1/2013~ FY1/2013~ FY1/2013~ FY1/2013~
Number of total units ¢1,000 6,000 ¢1,200 ¢16,000

Note: Development schedule includes our estimates in some cases.
Source: Company data, Citi Investment Research and Analysis.

As of end-April 2012, total investment in Singapore came to ¥19.2bn, all of which is
accounted for by minority stakes in joint development projects with local developers.
At the Hougang and Punggol projects a total of 1,381 units (Sekisui House’s stake)
are already on sale, and at end-April contracts had been inked on 94.8% of these.
Earnings in the Singapore built-for-sale condo business are posted on a
percentage-of-completion basis, so we look for equity in earnings (non-operating
income) to increase from FY1/14.

Figure 19. Sekisui House: Major projects in Singapore

Project Hougang Punggol (Water Town) Choa Chu Kang
Purpose Condominium Condominium Condominium,
Detached house
Acquisition FY1/2012 FY1/2012 FY1/2012
Construction start 01/2012 05/2012 09/2012
Marketing start 08/2011 01/2012 03/2012
Completion FY1/2014~ FY1/2014~ FY1/2014~
Number of total units 494 992 Condo: 396
Detached house: 20
Sekisui House share 25% 33% 40%

Note: Development schedule includes our estimates in some cases.
Source: Company data, Citi Investment Research and Analysis.
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Earnings forecasts
FY1/13

Profitability in formerly money-losing We forecast sales of ¥1.63trn (+6.7% YoY) and OP of ¥82.8bn (+16.8% YoY). Our

segments to contribute to major profit OP growth forecast of ¥11.9bn YoY assumes the money-losing condominium and

increase, subcontracting margins likely overseas segments return to profitability and contribute ¥10.5bn and ¥6.2bn to

to remain high growth, respectively. For the built-to-order housing segments (detached and rental
housing), we expect the top-line to be almost flat due to temporary housing-related
revenue in FY1/12 (¥16.2bn) and sluggish order growth, but as Sekisui House has
a construction system largely immune to labor market tightening, we believe the
gross margin could remain high.

We expect sales to miss guidance by ¥16.4bn. Guidance calls for detached house
and renovation orders to increase 5.9% and 30.4%, respectively, but we think
overall market growth will be modest and forecast order growth of 2.4% and 15.3%.
However, we expect OP to beat plan by ¥2.8bn. Our impression is that cost
assumptions are conservative in rental housing and corporate/eliminations.

Steady progress toward plan in Q1 Q1 OP declined ¥1.3bn YoY to ¥6.9bn. Profit was down mainly because of a ¥3.1bn
decline in the urban redevelopment segment (as gains on the sale of Daiba Garden
City dropped out) and a ¥1.1bn decline in the built-to-order detached housing
segment (due to the normalization of SG&A expenses, which were held in check in
FY1/12). These negatives more than offset gains of ¥1.3bn in the overseas
segment (on the booking of sales in built-for-sale projects) and ¥1bn gain in the
condominium segment (as unprofitable inventory was sold off).

Order growth versus targets was good, coming in at +7% YoY for detached housing
(full-year guidance: +6%) and +9% for rental houses (+2%). We believe an early
return to profitability in overseas and condominium segments is reassuring and that
the probability of the full-year profit target being achieved is high.

FY1/14

Overseas and built-to-order housing We forecast sales of ¥1.72trn (+5.1% YoY) and OP of ¥94.2bn (+13.8% YoY). By

segments to contribute to growth segment, we forecast profit growth of ¥3.5bn for the overseas segment on an
increase in completed construction in Australia as well as growth of ¥1.8bn for
detached housing and ¥2.4bn for rental housing due to top-line expansion.

Raising our forecasts We raise our OP forecast by ¥2.7bn, from ¥91.5bn to ¥94.2bn, mainly for the
detached housing (+¥1.7bn) and rental housing (+¥1.1bn) segments to reflect
strong orders. We raise our forecast at the non-operating line to a ¥0.5bn profit from
a ¥0.2bn loss as we newly factor in a profit contribution from the Singapore
business (posted to equity in earnings).

Medium-term profit targets look too At the management plan briefing on March 9, Chairman and CEO Isami Wada

optimistic mentioned the following as unofficial targets for FY1/14: sales of ¥1.8trn, OP of
¥110bn, and NP of ¥65bn. We understand the ¥110bn OP target includes a ¥22bn
contribution from the overseas segment (¥6.8bn from Australia, ¥13.8bn from China,
¥1.4bn from the US). We see profitability deterioration caused by a falling ASP as a
risk, particularly for the China business.
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Valuations

Target EV/EBITDA of 5.0x

We base our ¥800 target price on a FY1/14E EV/EBITDA of 5x but also reference

other valuation metrics. This target price equates to a PBR of 0.7x on our FY1/13
forecasts and a PER of 10.9x on our FY1/14 forecasts.

Figure 20. Sekisui House: PER and PBR
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Source: Nikkei Quick, Citi Investment Research and Analysis.

Figure 22. Sekisui House: PBR and RoE (weekly, 2003/12/30-2012/5/31)
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Figure 21. Sekisui House: EVIEBITDA
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Figure 23. Sekisui House: OP and market cap
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Figure 24. Sekisui House: Key consolidated data (¥mn)
1/2008A 1/2009A 1/2010A 1/2011A 1/2012A 1/2013E 1/2014E 1/2015E 1/2013CE

PIL

Sales 1,597,807 1,514,172 1,353,186 1,488,369 1,530,577 1,633,600 1,716,500 1,764,700 1,650,000
YoY 0.1% -5.2% -10.6% 10.0% 2.8% 6.7% 5.1% 2.8% 7.8%
Built-to-order detached houses - - 381,000 455,239 475,330 475,100 485,000 494,100 485,000
Rental houses - - 236,000 277,659 289,027 288,500 300,600 305,900 285,000
Built-for-sale detached houses - - 197,000 146,470 127,123 127,000 127,500 127,500 127,000
Condominiums - - 52,000 77,185 39,681 48,000 53,600 51,600 48,000
Urban redevelopment - - 15,000 22,208 37,720 58,000 56,000 57,000 58,000
Renovation - - 78,000 91,443 102,180 120,000 130,800 141,300 130,000
Real estate fee - - 348,000 361,988 378,247 395,000 410,800 427,200 395,000
Overseas - - - - 24,264 60,000 90,200 98,100 60,000
Other -- -- 46,000 56,173 57,002 62,000 62,000 62,000 62,000
GPM 20.6% 19.2% 11.6% 17.3% 18.0% 18.5% 18.8% 18.8% 18.2%
Built-to-order detached houses - - - 22.9% 23.6% 23.6% 23.5% 23.5% 23.8%
Rental houses - - - 21.3% 21.5% 21.4% 21.3% 21.1% 21.6%
Built-for-sale detached houses - - - 12.0% 14.2% 14.2% 14.7% 15.0% 14.2%
Condominiums - - - 6.8% -13.9% 12.1% 13.2% 14.3% 12.1%
Urban redevelopment - - - 28.6% 29.5% 17.2% 17.9% 19.3% 15.5%
Renovation - - - 22.8% 22.6% 22.0% 22.0% 22.0% 19.7%
Real estate fee - - - 11.0% 11.7% 11.5% 11.5% 11.5% 11.5%
Overseas - - - - 17.3% 24.7% 26.3% 24.8% 24.7%
Other - - - 9.4% 15.8% 13.7% 13.7% 13.7% 13.7%
Operating profit 109,726 73,959 -38,754 56,354 70,897 82,300 94,200 99,500 80,000
YoY 1.7% -32.6% - - 25.8% 16.8% 13.8% 5.6% 12.8%
Built-to-order detached houses - - - 45,772 52,476 49,500 51,300 53,800 51,000
Rental houses - - - 26,195 26,595 27,500 29,900 30,300 25,500
Built-for-sale detached houses - - - 516 3,685 3,000 3,800 4,100 3,000
Condominiums - - - -1,009 -9,947 500 1,300 1,600 500
Urban redevelopment - - - 4812 9,974 9,000 9,000 10,000 8,000
Renovation - - - 8,530 9,624 10,800 12,500 13,500 10,500
Real estate fee - - - 12,429 14,260 15,000 15,900 16,500 15,000
Overseas - - - - -3,176 3,000 6,000 5,200 3,000
Other - - - -6,016 -35 0 0 0 0
Elimination / Corporate - - -- -34,876 -32,560 -35,500 -35,500 -35,500 -36,500
OPM 6.9% 4.9% -2.9% 3.8% 4.6% 5.1% 5.5% 5.6% 4.8%
Built-to-order detached houses - - - 10.1% 11.0% 10.4% 10.6% 10.9% 10.5%
Rental houses - - - 9.4% 9.2% 9.5% 9.9% 9.9% 8.9%
Built-for-sale detached houses - - - 0.4% 2.9% 2.4% 3.0% 3.2% 2.4%
Condominiums - - - -1.3% -25.1% 1.0% 2.4% 3.1% 1.0%
Urban redevelopment - - - 21.7% 26.4% 15.5% 16.1% 17.5% 13.8%
Renovation - - - 9.3% 9.4% 9.0% 9.6% 9.6% 8.1%
Real estate fee - - - 3.4% 3.8% 3.8% 3.9% 3.9% 3.8%
Overseas - - - - -13.1% 5.0% 6.7% 5.3% 5.0%
Other - - - -10.7% -0.1% 0.0% 0.0% 0.0% 0.0%
Recurring profit 114,086 77,072 -38,758 56,271 70,075 82,300 94,700 101,000 79,500
Extraordinary profit 175 0 6 134 0 0 0 0 -
Extraordinary loss 4,830 49,448 7,668 2,592 7,874 2,000 2,000 2,000 -
Net profit after tax 60,352 11,516 -29,277 30,421 28,962 43,570 51,840 55,430 42,000
Major indicators

EPS (¥) 87.7 17.0 -43.3 45.0 429 64.5 76.8 82.1 62.5
EPS (Fully diluted) (¥) 87.7 17.0 -43.3 45.0 411 61.9 73.6 78.7 -
BPS (¥) 1,140 1,115 1,059 1,091 1,107 1,150 1,199 1,250 -
DPS (¥) 24 24 10 21 20 25 31 33 25
ROE 7.7% 1.5% -4.0% 4.2% 3.9% 5.7% 6.6% 6.7% 5.7%
ROA 8.3% 5.5% 2.7% 4.4% 5.1% 5.7% 6.3% 6.5% 5.6%
Shareholder's equity ratio 57.1% 54.3% 52.9% 54.9% 51.4% 51.7% 52.9% 53.9% -
Debt Equity ratio (X) 0.21 0.33 0.37 0.29 0.35 0.34 0.33 0.31 -
Net Debt Equity ratio (X) 0.13 0.17 0.16 0.08 0.13 0.16 0.16 0.15 --

Note: A: Actual CE: Company estimates E: CIRA estimates NM: Not meaningful.
Source: Company data, Citi Investment Research and Analysis.
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Sekisui House

Investment strategy

We rate the shares of Sekisui House Buy (1) with a target price of ¥800. We model
annual OP growth of 12% from FY1/13 to FY1/15 as we think the firm will 1)
maintain high margins in detached and rental housing and 2) eliminate losses in
condo and overseas operations. This would be exceptional earnings momentum for
the sector.

As a result, we see RoE improving to 6.6% in FY1/14 from 3.9% in FY1/12 and the
10-year historical average of 5.2% (excluding FY1/10, when the company posted a
net loss). Given this, we think the shares are excessively undervalued at an
FY1/12A PBR of 0.60x and an FY1/14E PER of 8.7x.

In addition, we anticipate improved visibility on Chinese operations by year-end due
to the commencement of sales at Suzhou and Taicang. We conservatively put
selling prices at Suzhou, Taicang, and Wuxi at 30% below where they would have
been at the time of the lot acquisitions and Shenyang at 20% below, but we see the
impact on net assets as being limited. Some market players are fretting that the total
investment in China of around ¥100bn will all be impaired but we see these
excessive concerns as likely to be swept away when sales actually start.

Valuation

We use adjusted EV/EBITDA to value integrated housing makers. We calculate this
as (market cap + interest bearing debt - cash on hand - marketable and investment
securities)/(OP + depreciation + interest and dividend income).

We adopt EV/EBITDA for two reasons: 1) it measures real profit strength as it strips
out the impact of extraordinary losses and 2) it reduces the impact of different
accounting standards for things like retirement benefits.

We derive our ¥800 target price by applying an EV/EBITDA of 5.0x (Sekisui House
has a 10-year range of 5.0x-9.0x) to our FY1/14 estimates.

Risks

Downside risks to our target price are 1) a larger-than-expected increase in
materials and labor outsourcing costs; 2) lower-than-expected new housing starts,
3) rapid Chinese real estate market deterioration, giving rise to significant losses in
built-for-sale condo projects.

If impacts from the above factors are larger than we expect, the share price could
fail to achieve our target price.

Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: Sekisui House.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

The Firm is a market maker in the publicly traded equity securities of Sekisui House.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis
product ("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention:
Legal/Compliance [E6WYB6412478]. In addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical
disclosures, are contained on the Firm's disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk
assessments can be found in the text of the most recent research note/report regarding the subject company. Historical disclosures (for up to the past three
years) will be provided upon request.

Citi Investment Research & Analysis Ratings Distribution

12 Month Rating Relative Rating
Data current as of 31 Mar 2012 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 52% 371% M% 10% 79% 10%
% of companies in each rating category that are investment banking clients 44%  42%  40%  47%  42%  43%

Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings:

CIRA's stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.

Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.

Investment Ratings: CIRA's investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return ("ETR")
and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The Investment
rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not assigned a Buy
or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment catalysts to derive a
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positive or negative investment view, they may elect with the approval of CIRA management not to assign a target price and, thus, not derive an ETR.
Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will publish a note
re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our ratings
distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally, analysts
could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting
the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by management and
as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets (US, UK, Europe,
Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or more for Medium-
Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% for Medium-Risk
stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging markets (Asia
Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for Low-Risk stocks,
20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-Risk stocks,
10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10%
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Japan Inc. Shusuke Terada
Citigroup Global Markets Asia Oscar Choi; Marco Sze; Griffin Chan
OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 08 June 2012 03:00 PM on the issuer's primary market.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research
coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity
constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision
to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.
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Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports.

Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney
LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https:/iwww.citivelocity.com/cvr/eppublic/citi_research_disclosures.

This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by
the same person who reviewed this research report on behalf of CIRA. This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant
of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product
is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comiss&o de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC -
Associagao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagdo Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8éme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which
constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 110-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in
Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents.
CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala
Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores
Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is
regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to
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‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA') through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114
832 and AFSL No. 240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities &
Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank N.A. Pakistan
branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box
4889, Karachi-74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc.,
which is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the
Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by
The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc.,
which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made
available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the
general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal
Service for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned
in this report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the
meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10
Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL"), a capital
markets services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square
Tower 1, Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients
who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The
Citigroup Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of
Singapore. Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection
with this document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures
Act (Cap. 289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no
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(company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty)
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