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Hong Kong/China Investment Strategy

Waiting for further liquidity injection

The Hong Kong market fell sharply in 2011. As ofd@mber 9, the Hang Seng Index
(“HSI”) closed at 18,586 points, down 19.3% fromcember 31, 2010, while the Hang
Seng China Enterprise Index (“HSCEI") finished at08J, points, down 20.7%.We

attribute the sharp decline to the following: (1hi@'s persistently high inflation

pressures resulted in longer- and stronger-thaee®d macroeconomic regulation,
adding to concerns about liquidity tightening armbreomic slowdown; (2) the U.S.

economy remained weak; and (3) the spreading Earogdebt crisis led to further risk
aversion.

Looking into 2012, we expect the HK market to remablatile, due to the significant
uncertainties over external economies, especi&léy European countries which will
struggle to meet terribly heavy debt payments dufeb-Apr. 2012. In addition, the
slowdown in China’s economy and corporate earningsagdd to concerns about risks
of earnings forecast downward revision and ratibgwngrade. Before a full relaxation
of monetary policies in China, these negative factoill continue to plague the HK
market in the coming months and keep investorobtite market.

However, we expect the HK market sentiment to inprgradually from 2Q12 and

Conglomerates _ -25.3% anticipate a round of market rebound afterwardstduke following: (1) the European
Property & Construction -26.3% debt crisis will abate after the peak period fobtdpayments; (2) once reining in the
Industrial Goods (Materials) -39.2% . . . P P . B Y ] . . .g
inflation pressures, the Chinese government willailna series of easing policies, such
as loosening bank credit, slashing RRR and increasifrgstructure construction
expenditure, in order to maintain economic growithese policies will give support to
the HK-listed China stocks; (3) H-share profits expected to continue to grow 11.9%
y-0-y in 2012; and (4) the HK market has reflectieel bulk of the negative news and is
attractively valued.
According to Bloomberg, the average PE multiplestf@ HSI and the HSCEI in the
past ten years were 15.5x and 13.9x respectivabyy,Nhe HSI is trading at PERs of
10.1x for FY11F and 9.3x for FY12F, while the HSGg&ltrading at PERs of 8.3x for
FY11F and 7.4x for FY12F, at the lower end of thhespective historical PE bands. We
forecast the 12-month target to be 22,055 for ti®& Hnd 12,159 for the HSCEI,
implying 11x and 9x 2012 EPS respectively.
We believe the HK market will rebound on a fullaehtion of monetary policies in
China. And we recommend investors to focus on thieving investment themes: (1)
the building materials, coal and railway equipmeettors that will benefit from
Wendy Huang, CFA monetary easing; (2) the gold sector which canesasva hedge against inflation; and (3)
(86) 21 6886 522_5 the consumer sector which is riding on continuiogr@mic growth. In our coverage, we
wendy.huang@sinopac.com s . . . .
select 8 Conviction Buy stocks that either carry 159pside potential or have potential
catalysts for us to raise target prices.
Conviction BUY stock
Close TP EPS (RMB) PER (X) DPS (RMB) Yield
Code Company (HKS) (HK$) Upside(%) FY10 FY11lF FY12F FY10 FY11FFY12F FY10 FY11F FY12F FY11H
3898 CSR Times Electric 17.1€ 26.3¢ 53.6 0.786 1.085 1.407 18.8 12.& 9.8 0.305 0.42% 0.54¢  3.0%
332: CNBM 9.64 14.5¢ 51.C 0.662 1.69C 1.967 125 46 4.0 0.10C 0.17C 0.19C  2.2%
081¢ Tianneng Powe 3.73 5.5C 47.F 0.315 0.56C 0.762 102 54 4.0 0.09¢ 0.16¢ 0.22¢ 5.6%
209¢ China Gold Int’ 20.6t 28.8( 39.5 0.13¢ 0.20z 0.27t 19.2 13.1 9.6 N/A N/A  N/A N/A
123¢ China Lilang 6.95 9.07 30.E 0.347 0.49¢ 0.59¢ 17.2 11.2 9.3 0.17C 0.324 0.36C 5.8%
108¢ China Shenht 34.4¢ 43.0C 24.¢ 1917 2.37¢ 2931 155 11.7 94 0.767 0.951 1.17z 3.4%
048¢ Dongfeng Mota 12.3€ 14.7¢ 19.2 1.27¢ 1.304 1.532 8.3 7.7 6.5 0.18C 0.19€ 0.23C 2.0%
0881 Zhongsheng Holding 13.1€ 15.5¢E 18.z 0.56C 0.722 1.15z 18.t 141 8.¢ 0.10¢ 0.2M4 0.339 2.1%

Source: Bloomberg, Sinopac Securities
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Market review -cont'd
The Hong Kong Market fell sharply in 2011

The Hong Kong (“HK”) market fell sharply in 2011.sAof December 9, the Hang Seng Index
(“HSI") closed at 18,586 points, down 19.3% fromcBmber 31, 2010, while the Hang Seng
China Enterprise Index (“HSCEI”) finished at 10,0@¥ns, down 20.7%.

We attribute the sharp decline to the following) @hina’s persistently high inflation pressures
resulted in longer- and stronger-than-expected osmcmomic regulation, adding to concerns
about liquidity tightening and economic slowdow) the U.S. economy remained weak; and (3)
the spreading European debt crisis led to furtis&raversion.

Trading volume expanded

Average daily trading volume expanded in the HK ketiin 2011, probably due to the share
disposal by foreign investors. According to HongngoExchange (“HKEX”), the average daily
trading volume of the HK market for year-to-datel 20vas HK$71.2bn, down from HK$68.6bn
for 2010.

In 2Q11, the HK dollar once strengthened, reflectimore capital inflow, but the trading volume
did not increase accordingly, showing those foraigpital didn’t enter the local stock market. In
3Q11, risk aversion became significantly strongeidaan array of negative news around the world,
such as the worsening debt woes in Europe, theeraited high inflation and therefore the
continued macroeconomic regulation in China andgtbbal economic slowdown. Consequently,
the highly-liquid HK market was treated as an “ATI# foreign investors who kept drawing out
their money. Many foreign investors reduced HK ehatdings in 3Q11. Especially, ICBC and
CCB encountered shareholding disposal by their reispestrategic investors Goldman Sachs and
BOA.

In 4Q11, the Chinese government, in view of sigaifity lower rate of inflation, changed its tone
on macroeconomic policies, saying it will pre-tused fine-tune the policies when appropriate.
This somewhat helped market sentiment for some. tifevever, the upward momentum was
contained by uncertainties over external econongsgecially the European economy which was
plagued by the highly unpredictable debt crisiscakding to HKEX, the average daily trading
volume of the HK market for the 4Q11 so far was IBB¥bn, still lower than HK$72.4 for 3Q11
and HK$73.2bn in 1H11.

Chart 1: average daily trading volume of the HK maiket
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Market review -cont’d
Chart 2: HK dollar exchange rate trend (HK$ / US$)
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Source: Bloomberg, Sinopac Securities

The HSCEI underperformed the HSI

As of December 9, 2011, the HSCEI declined 20.7%-t@date, underperforming the HSI which
declined 19.3%. The relative performance of the tadexes was nearly the same as 2010 but
converse to the 6 years before 2010.

We attribute the underperformance of the HSCEI ikaddb the HSI to the following:

(D
(2

(3

the HSCEI was more volatile than the HSI.

China’s banking stocks were shunned by investorstdithbe macroeconomic regulation,
crackdown on real estate industry and debt riskindalocal governments’ financing

vehicles. In addition, ICBC (1398.HK) and CCB (0939.HK)hseen stake reduction by
Goldman Sachs and Bank of America respectively. r€salting weak performance of the
stocks had a stronger adverse impact on the HS@E¢ sThina banks have a combined
weighting of 41.1% in the index (the combined weiigdp of ICBC and CCB is 20.6%). By

comparison, ICBC and CCB combine to represent 12.8 %5tf H

Moreover, the quite defensive tech, utility and ssamer stocks in the HSI, which have a
combined weighting of 18.8%, cushioned the indexindu market correction, while
defensive stocks comprise less than 5% of the HSCEI.

SINOPAC SECURITIES
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Market review -cont'd

Chart 3: global stock markets performance for 2011
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Review of H-share performance in 2011

Looking into the stock performance in the HK marike2011, the defensive telecom and consumer
sectors outperformed the index. And the cemenbsedso delivered a stellar performance, thanks
to strong recovery of the cement industry. In dddijtthe resource sectors, such as oil and coal,
outpaced the broad market as resource prices peetexi to rise further on strong demand in the
medium to long term.

On the other hand, the transport infrastructure sinpgping sectors were the worst in the H-share
market. The other underperformers included norefesmmetals, steel and construction machinery
sectors.

Cement sector...

The cement sector, the best-performing strong egickector in the H-share market in 2011, not
only outperformed the HSCEI but delivered positisirn as well. For the past years, however, the
sector had underperformed, primarily due to comtthaement price decline caused by oversupply.
Since the beginning of 2011, cement supply, esfhecfar low-quality cement, has been
effectively constrained by the government’s greatergy-saving efforts such as faster elimination
of backward cement capacity, while cement demarsddegn significantly pushed up by various
construction projects which scrambled to start @12, the beginning year of the L Eive-Year
period, thus sending cement prices on a steadypclim

During 3Q11, the cement sector once weakened asstiong balked at the continuing tight
monetary policies, the slowing investment in resfate development and the sharply reduced
investment in railway infrastructure constructian China. The pessimism over the sector was
subsequently proven excessive by the strong 3Qiinga results of cement companies and other
positive industry data that showed (a) the dedlinthe real estate and railway FAI growth could
be totally offset by new rural construction, adviagaurbanization, water conservancy construction
and affordable housing projects; and (b) cemerteprcould be kept steady by the price alliances
among leading cement companies. As a result, cestecks staged a rally during 4Q11, yielding a
positive double-digit return.

...coal sector...

The coal (referring to thermal coal here) sectgp autperformed the HSCEI in 2011 on strong
coal demand and higher coal prices. During the,ysapply/demand imbalance continued in
China’s coal markets. On one side, coal supply wastcained by the maintenance and repair of
the Dagin railway line, the accelerated coal reseumtegration nationwide and the upgraded coal
mine safety supervision; on the other side, coatatel was boosted by a flurry of new industrial
and infrastructure project starts during 2011, thginning year of the 2Five-Year period, and
by the revival of projects that had been shut doworder to meet the energy-saving targets for the
11" Five-Year period. According to official data, fthre first eleven months of 2011, China saw a
still high y-o-y growth of 24.5% in FAI, implyingt/ong coal demand for the same period. And
thermal coal demand was also driven by weak hydewepgeneration as a result of severe drought
in multiple regions in China.

After a volatile third quarter due to the contingimacroeconomic regulation and the suspension of
high-speed railway projects, coal stocks ralliedridy 4Q11 and finished the year by
outperforming the HSCEI, which we believe was maidlye to the favorable supply/demand
imbalance in the coal industry and the high comlgsrsustained by the strong demand in the fourth
quarter, the traditional peak sales season for. &rabng the stocks, China Shenhua (1088.HK)
came in as the best performer for this year, with unique integration of coal production,
electricity generation, port operation and railviegnsportation in China that makes it especially
defensive.

SINOPAC SECURITIES
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...and defensive telecom and consumer sectors...

The telecom sector was among the winners in théatesmarket, thanks to the defensiveness of
telecom operators which had solid operating tratord, clear dividend policies and attractive
valuations. Such stocks are usually favored by fmadagers in volatile markets.

The consumer sector, especially the jewellery, {@igth apparel and beverage & food stocks,
delivered remarkable performance. Jewellery staedse well ahead of the broad market due to
hot jewellery sales in the current high inflatiomvonment where consumers turned to inflation-
proof assets such as gold. High-end apparel firere@ wlso favored as they were more able to pass
on higher costs to customers in the backdrop of fdlation. During 2011, beverage & food
companies saw their gross margins squeezed byrglses. Still, the sector, especially the leaders,
outperformed due to their business defensivenebihwhelped reduce the impact of China’s
macroeconomic regulation and external debt crisis.

...and the power sector outperformed.

The power sector also outperformed the HSCEI in 26adtrary to their past performance. In fact,
the H-share power stocks had underperformed fopése years, due to a double squeeze on their
profits. On one side, coal prices, the main costpbwer generation, had climbed all the way up;
on the other, power companies could not pass dmehigosts to customers since electricity prices
are a factor concerning people’s livelihood, esafcin a high inflation situation. The problem
was sharpened in 2011 as most power companies inaGhcurred huge losses year-to-date,
according to an industry survey by China Electri€@uncil (“CEC”). Despite so, investors put the
sector in their portfolio due to again the defeaamss. In addition, the power plants’ losses aad th
recently eased inflationary pressures added tootatiens of electricity price increases.

H-share banking stocks performed in-line

The normally defensive banking sector fared wadns@é tusual and finished this year with an in-line
performance, due to the macroeconomic regulati@htha debt risks facing local governments’
financing vehicles in China as well as the stakeicgdn by foreign banks.

Underperformers are the non-ferrous metals, steelshipping, transport infrastructure and
insurance sectors.

The non-ferrous metals and steel sectors contitoashderperform the HSCEI in 2011 due to
lower demand for non-ferrous metals and steelrasut of (a) the still weak economic recovery in
the U.S. and (b) the spreading debt crisis in Eeyr@s well as (c) the macroeconomic regulation,
the crackdown on real estate industry, the elinomabf backward capacity and the greater energy
saving efforts in China. And the steel sector uneldgomed the non-ferrous metal sector as
China’s steel mills faced additional risks such ig&ér iron ore prices.

The shipping sector lagged behind the broad makeénvestors feared that global demand could
remain sluggish due to the weak U.S. economic m@gothe worsening European debt woes and
the slowing Chinese economic growth. Worse, glold@bmng capacity had expanded rapidly,
keeping major shipping indexes at low levels.

The transport infrastructure sector was among tggelst losers in the H-share market in 2011,
which we attribute to the following: (1) railway viestment lost momentum after high-speed

railway tenders were put in suspension as a rexfuthe July 23 high-speed train crash; (2)

transport infrastructure companies had troublesctithg payments as many projects were forced to
stop due to the significant funding shortage causethe macroeconomic regulation; (3) some of
the companies had incurred huge losses in theiisess projects, triggering concerns about their
risk management for such projects; and (4) the eongs could hardly pass on higher costs to
customers because they had only one common custoareely the MOR, and this sole customer

unfortunately was under financial stress.

The H-share insurance stocks also underperformé&has’s insurers posted lower-than-expected
growth in premium income. Also, their investmentdme was disappointing amid the muted
performance of global financial markets in 2011.

SINOPAC SECURITIES 7
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Chart 4: HSI constituent stocks y-t-d performance ér 2011
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Chart 5: HSCEI constituent stocks y-t-d performancefor 2011
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Chart 6: HSCCI constituent stocks y-t-d performancefor 2011
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Market outlook

There remain quite a few uncertainties over externakeconomies, but China’s relaxation of
austerity measures bodes well for the HK market ir2012

We expect the HK market to remain volatile in 20#iRe to the significant uncertainties over
external economies, especially the European casmtwhich will struggle to meet terribly heavy

debt payments during 1Q12. In addition, the slowd@wChina’s economy and corporate earnings
will add to concerns about risks of earnings foseawnward revision and ratings downgrade.
However, we expect the HK market sentiment to inmprgradually from 2Q12, which will trigger

a round of rebound afterwards, as we anticipat¢ tira Chinese government will make full

relaxation of its monetary policies in 2Q12 or 3Cdd the European debt crisis will abate for
some time. We expect the HSI and the HSCEI to rise€22,055 points and 12,159 points
respectively, implying corresponding PERs of 11x &mdfor FY11F, at the lower end of their

respective historical PE bands.

A number of negative factors to be seen at home aratbroad in 1Q11

There will be quite a few uncertainties over exééreconomies, especially the “PIIGS” countries
(Portugal, Ireland, Italy, Greece and Spain), in11QIn addition, before a full relaxation of
monetary policies in China, the slowdown in Chinatereomy and corporate earnings will keep
investors worrying about the risks of earnings dast downward revision and ratings downgrade.
These negative factors will continue to plague i€ market in the coming months and keep
investors out of the market.

Between February and April of 2012, the “PIIGS” widce huge debt payments, averaging
EUR60bn monthly, according to media reports. Itdlyna, for example, will see EUR53.8bn
worth of bonds due in February. The absence otaildd solution to the European debt woes and
the unpredictable consequence of the political gearin Italy and Greece have fuelled market
concerns and resulted in a sharp rise in the twatcies’ bond yields that suggested a higher risk
of a further spreading of the crisis. If the Eurap&Jnion (“EU”) failed to bail out its currency, or
Euro and its banking systems in a timely mannes, would leave global stock markets in great
volatility.

Looking back at China, its economy data show sighslowing. According to our Economic
Research Team's (“ERT") forecast, China’s GDP growithdecline to 8.9% in 4Q11 from 9.7%,
9.5% and 9.1% in the first three quarters respelgtiand its full-year 2011 GDP rate will be 9.3%,
compared with 10.4% for 2010. Also, our ERT fore¢hstGDP growth to be 8.7968.4% 8.5%
and 8.9% in the four quarters of 2012 respectivahd the full-year GDP rate to be 8.6%. In a
still-tight monetary background, Chinese companéshings will also slow in 2012, particularly
in 1Q12 when the profit growth will be rather weakmpared with 1Q11 when Chinese companies
as a whole posted strong earnings results becaumey rhigh energy-consuming plants
simultaneously released their production capachicwv had been shut down in 4Q10 in order to
meet the energy-saving targets for th& Eive-Year period. All told, we expect investorsstay
cautious in 2012 until a full relaxation of monstaolicies in China.

SINOPAC SECURITIES 11
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Investor sentiment will recover gradually from 2Q12

Despite the above-mentioned headwinds, we expedtikhinvestor sentiment to pick up gradually
from 2Q12, due to the following:

@

@

©)

4

The European countries will face huge debt paymduating 1Q12. If EU failed to find any
effective solution, the risks relating to the delisis would materialize in a “one-off” manner,
thus sending global stock markets to ultra-low &tibn levels. If EU succeeded in bailing out
and the newly-formed Italian government fulfilles debt obligations in February, investors
could regain their confidence in finding an effeetsolution to the crisis, thus making foreign
capital flow back to emerging markets such as ChimhHK.

Once reining in the inflation pressures, the Chirgmseernment will unveil a series of easing
policies, such as loosening bank credit, slashing R&M® increasing infrastructure
construction expenditure, in order to maintain @it growth. These policies will give
support to HK-listed China companies.

According to our ERT’s forecast, China’s economicvgtowill decline from 9.3% in 2011 to
a still remarkable level of 8.6% in 2012. Accordingwe expect H-share profits to grow
11.9% in 2012.

The HK market is trading at attractive PE multipédter the previous sharp correction, and
the negative factors for the market have been fefiected.

The slowing inflation rate opens opportunities for nonetary policies to ease.

As the government’s macroeconomic policies arentpldffect, China’s inflationary pressures are
gradually easing. According to the latest offidlalta, China’s CPI rate was 4.2% in November, a
continued decline from 5.5% in October, 6.1% int8eer, 6.2% in August and 6.5% in July.

Chart 7: China’s CPI and PPI rates (%)
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Chart 8: China’s CPI, food CPI and non-food CPI
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Seeing the CPI downtrend take shape, the Statec@@anged its tone towards macroeconomic
policies in late October, saying policies shoulchimde in a relevant, flexible and forward-looking
manner and would be fine-tuned when appropriate.change in policy stance was then reflected
in economic data and measures. According to PBOC Yhem loans amounted to RMB586.8bn
in October, up RMB17.5bn from a year earlier and mhigher than RMB470bn in September. In
late November, the central bank lowered the RRR foresural cooperative banks from 16.5% to
16%, before announcing an overall RRR cut of 50bpsaitlepump nearly RMB400bn into the
banking system to fill capital gap.

The RRR cut came much earlier than expected, due tiolowing, in our view:

@

@

©)

Tight monetary supply: according to official da@hina’s M2 and M1 growth continued to
hit record lows in October. Specifically, the M2ogth fell to 12.9% from 13.0% in
September, marking a four-month straight decline hitting a 10-year low since October
2001; and the M1 growth dropped to 8.4% from 8.9%60, the inter-bank interest rates
reflect tight monetary supply as the current 1-daglay, 14-day, 21-day, 1-month, 2-month,
3-month and 6-month weighted-average collaterab mape is 2.9649%, 3.4847%, 3.5738%,
3.9903%, 4.8614%, 5.0258%, 6.2000% and 5.4500%ectsply.

Decrease in funds outstanding for foreign exchamyehe background of the continuing
European debt crisis, the global financial turnasid the de-leveraging of European banks,
the funds outstanding for foreign exchange in Chiilh grow at a lower rate or even
decrease for some time.

Deposit-loan ratio insufficient to support econorgiowth: according to official data, new
Yuan loans amounted to RMB6.28trn for the firstitganths of 2011, meaning the new loans
should average RMB610bn in November and Decembeedbas the full-year credit target
of RMB7.5trn. However, the actual new loans for Nolsemwere just RMB562.2bn.

Chart 9: China’s monthly new loans
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Chart 10: M1&M2
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Chart 11: inter-bank offered rates
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Chart 12: inter-bank repo rates
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We regard this RRR cut as just an example of “finéayimonetary policies when appropriate”,
instead of a fundamental change in the policiesd ¥we believe China is unlikely to make a full
relaxation of its macroeconomic regulatory polidieshe short term, due to the following: (1) the
still-existing uncertainties over price trend raguiontinuous implementation of prudent monetary
policies; and (2) China’s exports are expected ¢oglbomy in the coming two quarters; in
particular, if its exports to Europe would declsterply, China will be negatively affected.

On the other hand, we expect China’s inflationargspures will continue to ease. Our ERT
predicts the CPI rate will be 5.5% in 2011 and 3.8%2012. Given the slowing inflation, we
expect China will relax its monetary policies taratlate economic growth.

Indeed, China’s Vice Premier Wang Qishan has récarphasized that ensuring economic
growth is an overwhelming task in the face of sevgiobal economic conditions, and an
imbalanced recovery will be better than a balarreedssion. To that end, the Chinese government
is very likely to adjust its monetary policies 1012 by, for example, slashing RRR, loosening
bank credit and cutting interest rates, in our view

According to our ERT’s forecast, in 2012, PBOC wibisgibly cut RRR by 50bps each quarter, or
200bps in total, to 19%. And the central bank n@aydr one-year deposit and lending rates by
50bps in 2Q12 or 3Q12.

Once China makes a full relaxation of its macroeaginaegulatory policies, investor sentiment
will recover and the market liquidity will improvén addition, as 2012 is the election year, we
expect many of the 12Five-Year industry revitalization plants will barcied out then, which will
energize the market.

Chart 13: RRR
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Chart 14: one-year deposit and lending interest rats
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Chart 15: M1 & the HSI and the HSCEI
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Chart 16: M1 & the Shanghai Composite Index and theShenzhen Component Index
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Chinese companies’ earnings set to grow further

As an increasing number of economic figures shawdbwn in China’s economy, investors have
been worried about a hard-landing in the economy ansharp decline in Chinese corporate
earnings. Behind the worry is the expected furtheteroration in the market demand resulting
from the spreading European debt crisis, the stig@i.S. economic recovery and the slowing
Chinese economy. In addition, the global economierdorn will pull down commodity prices,
leading to inventory write-down by Chinese companies

With China’s inflationary pressures easing, howewer believe the risk of hard-landing will fade.
According to our ERT, China’s GDP rate will be 9.3§20011 and fall to a still-remarkable level
of 8.6% in 2012 when we believe H-share companiésentinue to post decent earnings growth,
due primarily to the following:

(1) With the macroeconomic regulatory policies Bgsthe market liquidity and bank credit will
improve. Thus, the projects suspended in 2011 a@end shortage will revive, driving demand for
industries such as energy, building materials, nmeci and equipment.

(2) The rise in individual tax threshold, effectifrem September 2011, will continue to stimulate
consumption.

(3) With the new leadership formed in 2012, thetita year, many of the ¥Five-Year industry
revitalization plans will be carried out then, bogliwell for related industries.

(4) The defensive banking sector, which has a vieggbf 41.1% in the HSCEI, will less likely see
significant earnings forecast downward revisioth@sChinese economy achieves a soft landing.

According to average forecasts provided by Bloomptrg average EPS will rise 13.7% for the
HSI components and 29.2% for the HSCEI componeri291r, and will climb 9.1% and 11.9% in
2012. The decline in the projected EPS growth fit22contrasts some concerns about a negative
growth in the EPS.

Table 1: Bloomberg Market Forecast (HSI)

Measures 2010 2011F chg 2012F chg 2013F chg
EPS (HK$) 1,616 1,837 13.7% 2,005 9.1% 2,246 12.0%
EPS positive (HK$) 1,628 1,837 12.8% 2,005 9.1% 2,246 12.0%
Cash flow per share (HK$) 2,923 2,722 -6.9% 3,087 13.4% 3,392 9.9%
Dividend per share(HK$) 626 736 17.6% 792 7.5% 873  10.3%
BVPS 11,886 14,315 20.4% 15564  8.7% 16,993 9.2%
Revenue per share (HK$) 8,684 10,608 22.2% 11,517 8.6% 12,809 11.2%
EBITDA per share(HK$) 2,403 3,200 33.2% 3,457 8.0% 3,764 8.9%
Net debt per share (HK$) 1,445 613 -57.6% 226  -63.1% 200 -11.7%
EV per share (HK$) 22,177 19,191 -135% 18,707 -25% 18,692 -0.1%
Measures 2010 2011F 2012F 2013F
P/E (x) 1410  10.09 9.25 8.26
P/E positive (x) 14.00  10.09 9.25 8.26
P/CF(x) 7.80 6.81 6.01 5.47
Yield (%) 2.80 3.97 4.27 4.71
P/B(X) 1.90 1.30 1.19 1.09
P/S(x) 2.60 1.75 1.61 1.45
P/EBITDA(X) 9.5 5.79 5.36 4.93
EV/EBITDA(X) 9.20 5.79 5.36 4.92

Source: Bloomberg, Sinopac Securities
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Table 2: Bloomberg Market Forecast (HSCEI)
Measures 2010 2011F chg 2012F chg 2013F chg
EPS (HK$) 934 1,206 29.2% 1,351 11.9% 1,511 11.9%
EPS positive (HK$) 945 1,219  29.0% 1,359 11.5% 1,511 11.2%
Cash flow per share (HK$) 348 1,783 412.3% 2,139 20.0% 2,409 12.6%
Dividend per share(HK$) 278 380 36.5% 415 9.3% 464  11.9%
BVPS 5731 7,198 25.6% 8,163 13.4% 9,203 12.7%
Revenue per share (HK$) 8,581 11,092 29.3% 12,202 10.0% 13,379 9.6%
EBITDA per share(HK$) 2,118 2,427 14.6% 2,750 13.3%
Net debt per share (HKS$) -2,529 759 -130.0% 621 -18.2% 1,023 64.6%
EV per share (HK$) 11,688 6,819 -41.7% 6,078 -109% 6,335  4.2%
Measures 2010 2011F  2012F 2013F
P/E (x) 13.40 8.31 742  6.63
P/E positive (x) 13.20 8.22 737 6.63
P/CF(x) 35.80 5.62 468  4.16
Yield (%) 2.20 3.79 414 463
P/B(x) 2.20 1.39 123  1.09
P/S(x) 1.50 0.9 0.82 0.75
P/EBITDA(X) 4.73 413 364
EV/EBITDA(X) 5.86 511 451

Source: Bloomberg, Sinopac Securities

Attractive valuation

The HK market is attractively valued after the poerg sharp decline. According to Bloomberg, the
average PE multiples for the HSI and the HSCElhia past ten years were 15.5x and 13.9x
respectively. Now, the HSI is trading at PERs oftk(for FY11F and 9.3x for FY12F, while the
HSCEI is trading at PERs of 8.3x for FY11F and 7.4k FY12F, at the lower end of their
respective historical PE bands.

Then take a look at the A-share market, which basesinfluence on the HK market. Currently, the
HuShen 300 Index is trading at PERs of 11.2x for BY¥And 9.3x for FY12F, lower than 13x

when the Shanghai Composite Index hit a low of 996id-2005 and 13x when it touched 1,664
at year-end 2008. Meanwhile, the overall positidnAeshare funds is also at historical low.

According to TX Investment Consulting Corp, the positis 80.4% for A-share equity funds and

70.8% for hybrid funds, compared with their rectods of 72% and 65% at year-end 2008. This
means limited downside potential in the A-shareksar

We believe the HK market has digested the risk bfal-landing in China’s economy, and the
earnings forecast downward revision and ratingsmidpade are coming to an end. With a full
relaxation of monetary policies in 2012, the matiauidity and bank credit will improve, helping
investor sentiment recover. Given the probable-lsoiling in China’s economy and the expected
growth in Chinese companies’ earnings, we see opipities for H-share stocks to stage a rebound.

We forecast the 12-month target to be 22,055 pdantthe HSI and 12,159 points for the HSCEI,
implying 11x and 9x 2012 EPS respectively. If PBOGfgened 4 RRR cuts and 2 interest rate
decreases as expected by our ERT, the U.S. Fedhled@E3, and ECB kept accommodating
monetary policies in place, the HSI and the HSCiElthis best scenario, could hit 24,060 points
and 13,510 points respectively, implying correspegd®ERs of 12x and 10x for FY12F.

Note that if the circumstances turned out to behmuorse than our expectation, this could limit
the height and time of any rebound in the HK market
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Chart 17: the HSI PE band
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Chart 18: the HSCEI PE band
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Sector allocation

Looking to 2012, we believe the HK market will ramaolatile due to a number of uncertainties
over external economies. Nevertheless, we do seg sebound opportunities amid China
government’s decision to relax austerity measures.

We recommend investors to focus on the followingesiment themes: (1) the building materials,
coal and railway equipment sectors that will ben&fim monetary easing; (2) the gold sector
which can serve as a hedge against inflation; &)dhe consumer sector which is riding on
continuing economic growth.

Building materials, coal, railway equipment — benetiaries of monetary easing
A. Cement

We believe the cement sector will benefit dirediym monetary relaxation. In 2012, with the
monetary policies expected to ease further, ceghemand will be driven up by the following: (1)
the projects suspended in 2011 as a result ofittamding shortage caused by tight monetary
supply are expected to revive; (2) the high-spedidvay tenders halted due to the July 23 high-
speed train crash are expected to resume; antg3)ontinuing new rural construction, advancing
urbanization, water conservancy construction anergnsaving efforts will also boost cement
demand. On the other hand, cement supply, espeéiallow quality cement, will be effectively
constrained as the government is stepping up fitstefin eliminating backward capacity, saving
energy and reducing emissions. The favorable siggyand picture for the cement industry,
coupled with the price alliance among the induladers, should help set cement prices on steady
climb.

B. Coal

We are bullish on the coal sector for 2012 as tineeat high coal prices are expected to be
sustained by the favorable supply/demand imbalémtiee coal industry. On one side, coal supply
will be hampered by the ongoing coal resource natidgn nationwide, the persistent coal railway
transportation bottlenecks and the upgraded coaé rsafety supervision. On the other side, coal
demand will remain strong due to the continuingneeoic growth, the revival of infrastructure
projects as a result of the expected further mopetdaxation in 2012 and the implementation of
the 12" Five-Year industry revitalization plans. In allevbelieve the coal sector will continue to
outperform in 2012.

C. Railway equipment

As a result of the expected further monetary easigbelieve the suspended high-speed railway
projects will revive and high-speed railway tendeit resume. This will be significantly positive
for the railway equipment sector as the share prifethe companies in the sector have reflected
nearly all negative factors. While the MOR has rlits 2012 railway infrastructure investment
to RMB600bn from RMB700bn, the reduction will haveitied impact on the railway equipment
sector because (1) China’s railway equipment matufacs have leading technology, significant
cost advantage and rich experience in high-spdkebsarelated operations, which will help them
penetrate overseas markets; and (2) the higheliZatian rate of railway equipment production
will help maintain or even raise their gross masgin
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Gold - a hedge against inflation
A. Gold

We are bullish on the gold sector, given the rdlgald as a type of safe heaven assets, especially
in such a period as now that is characterized gl hiflation and rapid monetary growth, in which
gold price is usually pushed up by stronger investitdemand and faster currency depreciation.
Now, gold price is little influenced by supply/demegpicture (on one side, real gold demand from
industrial applications (mainly from jewellery atethnology) is steady; on the other, global mined
gold output stays above 600 tons quarterly andpsgoid volume is also stable. In the face of rapid
monetary growth, central banks and private investal continue to buy gold to fight with high
inflation, thus pushing up gold price.

Consumer — benefitting from continued economic groth
A. High-end auto dealers

We believe high-end auto dealers will become immest highlights due to their greater synergy
between new car sales and after-sale services age profit growth potential. In addition, their
high profit margin and steady profit growth will tothem ahead of auto makers in terms of
operating results. Particularly, we are bullish ligh-end and luxury auto dealers, given the
expected 2009-2012 CAGR of 39.2% and 46% in thepeetsve sales volume, which will be
higher than industry average (7-10%) and the CAGPofer type of auto dealers. Since high-end
customers are less price sensitive, high-end andyauto dealers can retain more customers and
thus generate more after-sale service revenues.

B. Branded menswear

We remain bullish on menswear producers due ta thteilar earnings growth and defensive
profitability status. According to Euromonitor, Chie menswear market size is expected to grow
to RMB691.7bn in 2013 from RMB377.6bn in 2009, imptyim CAGR of 16.3%, primarily due to
higher residents’ income levels and the governmsentinsumption stimulus. In particular, the
leading menswear producers will achieve better-thdostry-average growth with their well-
recognized brand names and extensive sales netwickerding to the data from the recent trade
fairs for spring/summer 2012, branded menswear emieg have all recorded an approximately
30% growth in order value, higher than the growdh the comparable period in 2011. While
investors are concerned about the rising rentiagpd and raw material cost pressures on the
apparel industry, we believe premium menswear lwarah maintain or even raise their gross
margin, due to the following: (1) the short cottwupply seen this year will not recur in 2012 as
global cotton output for 2011/12 hit a record higtiney will also have less raw material cost
pressures in 2H12 after digesting high-priced eoitwentory in 1H12; and (2) branded companies
can pass on higher costs to customers through ipdceases.
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Among the aforementioned sectors, we recomméhiha Shenhua (1088.HK) China Coal
(1898.HK), China Res Cement (1313.HK)CNBM (3323.HK), CSR Times Electric (3898.HK)
CSR Corp (1766.HK) China Gold Int'l (2099.HK), Zhongsheng Holding (0881.HK)Zhengtong
Auto (1728.HK), China Lilang (1234.HK) andTrinity (0891.HK) .

Our top pick in the coal sector @hina Shenhua (1088.HK)and China Coal (1898.HK) mainly
because: (1) both the companies have huge coalessand are accelerating their capacity release,
with asset injections from their respective paref@sShenhua is stepping up its acquisition of @ow
plants to achieve stronger synergy between its pgererating and coal mining business segments
and thus enhance its overall profitability; and @)ina Coal has significant technological edges in
coal mining machinery and a large share of the aetdde such machinery in China. As the national
coal resource integration is drawing to a closen&f coal machinery market will enter a golden
period of growth.

We are bullish on cement companies as they araliteet beneficiaries of the expected further
monetary easing in China. We recommeédhina Res Cement (1313.HK)due to its regional
leadership position and bright earnings growthamktl The company sells cement mainly in South
China (including Guangdong, Guangxi, Hainan andaRjjas well as Shanxi and Inner Mongolia.
South China, with the most favorable cement sugpiypand picture in China, will very likely see
strong cement demand in 2012. The company alsiagicant market presence in Shanxi and
Inner Mongolia where the cement supply/demandiogiship is impoving. With a rapid capacity
expansion, the company has a bright earnings grawttook. We also recommen@NBM
(3323.HK), the largest and fastest-expanding cement ergerpriChina. The company makes 75%
of total sales in East China which has a high cémmamket concentration and sees favorable cement
supply/demand relationship as a result of sevesdyation suspension caused by power rationing.
Also, the company’s high leverage will also enable benefit from the expected further monetary
easing in 2012.

In the railway equipment sector, we recom&@®8R Corp (1766.HK)becaus€CSR, as one of the two
dominant raiway equipment manufactureres in Chiilbride on the growth of the whole industry. The
company has technological advanges in railway egenp and enjoys a larger market share for
locmotives, EMU trains and urban rail vehicles. Anis expanding into the fast-growing emerging
industries with its highly competitive core tectgmes. We also recommer@SR Times Electric
(3898.HK) because CTE, a subsidiary of CSR that has cleadupr positioning and strong
technological capablities, provides electircal exyst and power supply control systems that areatriti
for railway equipment. Although its 2H11 earningsuits are expected to be adversly impacted by
decreaed order inflow, we expect its earnings frawe in 2012 due to recovery in order inflow.

Given the expected strong growth in the gold s&cearnings and the global economic uncertainties,
we believe the sector will outperform and recommé&hiha Gold Int’l (2099.HK) as the company
has significantly increased its mineral reservekitnoverall output will be considerably driven loyp

its planned Phase 2 capacity expansion. With miasset acquisitions in consideration, the company
is trading at attractive valuation multiple relatito the sector average.

Among the high-end auto dealers, we recomm#rahgsheng Holdings (0881.HKjandZhengtong
Auto (1728.HK) as we expect Zhongsheng and Zhengtong to posfiagnowth of 61.2% and 98%
respectively in 2012 as a result of their salesvoet expansion. Zhongsheng and Zhengtong are
currently trading at PERs of 8.9x and 8.3x for FFl2vhich we believe are undervalued and
therefore present investors with opportunities.

We also like menswear companies with attractiveiatadn, strong earnings growth and defensive
profitability status. We recommerhina Lilang (1234.HK) as the company has a leading market
share in tier-2 and -3 cities and its newly-introglli brand “L2” will contribute to its overall custer
base and become a new earnings growth driver. \&te recommendTinity (0891.HK) as the
company, which is focused on high-end menswear eha#gment and is armed with high entry
barriers by its six well recognized European meisveands, will see stronger demand for high-end
menswear from the rising middle class in Chinaréhtly, Lilang and Trinity are trading at 11x and
17x 2011 EPS respectively, which are at the low @hnitheir respective PE bands and are both well
below the average of 22-29x for its A-share peeng relatively low PE multiples, coupled with an
expected growth of around 30% in their net profigye revealed the investment value of both the
companies.
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Auto Makers —IN-LINE

Positives

Negatives

Recommendations

Backed by stronger purchasing power in in-e The weakening property and equity Dongfeng Motor (0489.HK, BUY, TP: HK$14.76)

land regions, China’s auto industry will
continue steady growth in the long term. .
Demand from in-land regions is expected to
increase significantly in 2012, driving up
overall car sales by 10-15%. .
The new-energy vehicle subsidy policies
may help speed up the development and use
of such vehicles in 2012. .

markets may dent auto sales. .

Yuan appreciation may reduce thee

competitiveness of Chinese cars in
overseas markets. .
Aggressive capacity expansion in 2010
may lead to overcapacity and lowere
utilization rate.

Domestic auto makers need to grab markeé
share and digest excess capacity through
price cuts.

China’s second largest auto maker

Diversified product portfolio including passengeshicles, commercial
vehicles and engines.

DFM's leadership position helps it benefit from thiedustry
consolidation trend.

Its joint ventures with three foreign partners briit expertise in
technology and production.

Having design and manufacturing advantages in neavey vehicles,

with strong financial condition and technologicapebilities.

Great Wall Motor (2333.HK, BUY, TP: HK$13.15)

GWM'’s leadership position in the SUV market shobklp it benefit
from SUV up-cycle.

Significant gross margin improvement thanks todrgtroduct mix and
greater economies of scale, especially in its sedamess segment.
Enriched new model pipeline leads to stronger ntameognition and
better brand reputation.

Home brands are gradually increasing their marketes As the largest
SUV manufacturer in China, GWM will benefit fromethrend.

Geely Auto (0175.HK, NEUTRAL, TP: HK$2.20)

Sales are expected to be flat in 2011 vs. 201Gingdarget.
Gross margin is expected to shrink in 2011, dugdak sales and
intense competition.

Auto Dealership—OUTPERFORM

Positives

Negatives

Recommendations

China’s auto industry will continue stable ¢ Sales commissions for dealership depen@hongsheng Holdings (0881.HK, BUY, TP: HK$15.15)

growth in the long term, mainly due to
higher demand in rural areas and stronges
purchasing power in in-land regions
resulting from greater wealth effect. .
The passenger vehicle penetration rate in
China, although rising to 69.9 per 1,000
persons in 2010 from 49.7 in 2008, remainss
far lower than those in developed countries.
Luxury car sales have been growing faster
than the overall sales for China's auto
industry.
Second-hand car business, although
currently representing a limited portion of
auto dealers’ revenues, will become another
earnings driver as the synergy between new
car sales and after-sale service gets
increasingly strong.

China’s car rental market has substantial

growth potential.

heavily on auto OEMs. .
Auto dealers have weaker bargaining
power than OEMs.

Dealership M&A costs are expected toe
increase in coming years due to more
intense competition between local dealers.
Luxury car sales have shown signs of

slowing. .

One of Zhongheng's approaches to driving earnirgsincreasing
outlets. The number of its 4S stores is projecteldet 137 in 2011 and
211 in 2013.

Since the after-sale service business segmentshsteadily-growing
profits, Zhongsheng will strive to expand the basm segment as a
percentage of total revenues, with the businessneas expected to rise
at a CAGR of 30%-35%.

Japanese car sales saw strong rebound in 3Q1llariitiyar, GAC-
Toyota, GAC-Honda and FAW Toyota saw their saleby@5%, 31%
and 27% in 3Q11 vs. 2Q11 respectively. In 2012adepe car sales are
projected to increase more than 20% y-o-y.

Zhengtong Auto (1728.HK, BUY, TP: HK$8.87)

Zhengtong will benefit from higher luxury car derdaas a result of
consumption upgrade caused by greater wealth effect

It has a diversified auto business portfolio, imihg after-sales

services, logistics and lubricants trading, as veall auto loans and
second-hand car trading.

Zhengtong is focused on luxury car 4S store netvexxansion, with

the number of its 4S stores (mostly for luxury garspected to rise to
75 in 2012 from 56 in 2011.
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Sportswear — IN-LINE

Positives

Negatives

Recommendations

Consumption is driven by higher per capita
disposable income as a result of steady
economic development and residents’
stronger purchasing power after the

individual income tax threshold rise. .
Sports enthusiasm increased by the upcoming
2012 London Olympic Games.

Raw material cost pressures expected to ease
in 2012, due to the slowing inflation rate. .

The “store-opening” business model will
be unsustainable due to elevated
inventory levels, intensifying price wars
and more intense retail-end competition.
Branded sportswear companies need to
identify their own competitive advantages
to reduce the currently serious
homogeneity of their products.

Brand dealers and distributors are under
higher rental and labor cost pressures.

Anta Sports (2020.HK, NEUTRAL, TP: HK$7.63)

* One of the leading branded sportswear compani€iina that has high
brand recognition and diversified product portfolio

* Order growth fell sharply for 1H12 collections ascexpected to
continue to decline for 2H12 collections. The compwas challenged
by higher retail-end inventory levels and greaiscaunt rates
throughout the year.

361 Degrees (1361.HK, NEUTRAL, TP: HK$3.63)

¢ One of the leading branded sportswear compani€iina that is
expanding into kids’ wear market segment, withojterating metrics all
ranked first in the industry.

e Order growth remained decent for 1H12 collectionsfbll for 3Q12
collections due to intensified retail-end competitiwith the slowdown
expected to recur for 4Q12 collections. Its fulayelevelopment focus
will be shifted to organic growth from store opemin

Xtep (1368.HK, NEUTRAL, TP: HK$3.2)

» Targeting the fashionable sportswear market segmértning to step
into kids’ wear market segment to find new earnidgser.

e Operational data deteriorated in 3Q11 and ordextralowed for 1Q12
and 2Q12 collections. The company and even theeespiortswear
industry need to reform business model. So 20%2tigo be a year of
“adjustment”; in particular, the company will focas retail-end
promotion.

Peak Sport (1968.HK, SELL, TP: HK$1.68)

* One of the leading sportswear companies in Chiagtths become one
of the official partners with NBA. Focused on imtational marketing,
Peak exports its products to more than 70 countries

* Order growth slowed significantly for 1H12 collemts, with the growth
driven more by higher ASP than by order volumeease.

Li Ning (2121.HK, NEUTRAL, TP: HK$7.23)

« China’s leading domestic sportswear brand thabsstipned and well
recognized in mid to high-end market segments asddiversified
product portfolio.

* Facing excess inventory, the company is workingosolidate its sales
network by phasing out low-efficient distributonsdeopening self-owned
stores. It will continue adjusting its business eidd 2012 when the
retail-end operating environment will further déteate due to
intensifying price war.

China Dongxiang (3818.HK, SELL, TP: HK$1.46)

» High-end fashionable sportswear brand that nowdiféisulty in
penetrating lower-tier market segments.

« It has made a series of repurchases in order teeethe retail-end
pressures caused by excess inventory, althougé kizerbeen no
significant improvement in its operation so far.

Lead-acid Batteries — OUTPERFORM

Positives

Negatives

Recommendations

Lead-acid batteries will remain dominant in
the market because the replacement effect of
lithium batteries is still weak in this area due
to electric bike consumers’ high price .
sensitivity.

The companies in the industry that can
maintain normal production will enjoy super
profits because battery prices are being
pushed up by the substantial supply/demand
gap resulting from the capacity shutdown
during the recent government’s
environmental actions.

The industry leaders, as the first beneficiaries
of the actions, will expand faster and grab
more market share.

Entry barrier to the industry will be raised by
the upcoming new industry access standards.

Environment-related input and expenses
to be pushed up by higher environmental
standards.

The replacement effect of lithium batteries
would increase on lower costs as a result
of faster-than-expected development of
such batteries.

Tianneng Power (0819.HK, BUY, TP: HK$ 5.50)

* One of the leading lead-acid battery manufacturéBhina, with
production capacity expected to increase rapid§8m units in 2012.

« Having R&D input in lithium batteries, new-type éeacid batteries,
wind & solar energy storage batteries, with advgesan building
industry chain. Cost control and overall busingssngith will be
enhanced after its waste lead-acid battery reaqydlirsiness comes on
stream.

Chaowei Power (0951.HK, BUY, TP: HK$5.00)

* One of the leading lead-acid battery manufacturéshina, with
production capacity expected to increase rapid§2m units in 2012.

* Having R&D input in lithium batteries, new-type teacid batteries,
storage batteries and enhancement of its own emigatal standards.
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Beer - OUTPERFORM

Positives Negatives Recommendations

e Beer, as a type of basic consumer goods, is
less affected by macroeconomic conditions.
China’s basic consumption will increase
further during the 19 Five-Year Period, due
to stronger purchasing power in part resulting
from the policy to double residents’ income.

e The continual merger and acquisition has
been raising the beer industry concentratiom
and strengthening beer companies’ bargaining
power.

e Beer companies will face less cost pressures
in 2012 as global barley prices are expected to
fall from high levels as a result of greater
supply from Australia.

Beer companies have weak bargaining  Tsingtao Brew (0168.HK, NEUTRAL, TP: HK$42.73C)
power due to difficulty in hiking prices in ¢« One of the leading beer companies in China than isarly entrant to
the short term and the intense competition  high-end market segment and has well-recognizeatdbname. In

between low-end products. 1Q12, the company’s sales are expected to slovfisantly, due
Beer sales will be severely impacted by primarily to the high-base effect from 1Q11 whendistributors
cool summer caused by, for example, hoarded beer. From 2Q12 or 3Q12, however, the gatwgth is
heavy rain. expected to pick up.

Few quality targets left after previous * The company plans to achieve sales of 10m kilotifdveer by 2014,

large-scale M&A activities in the industry. implying a higher CAGR of 12% in 2011-14. In 2012yill focus on
And M&A costs may be pushed higher by grabbing share of low-end market segment withutsisrands.
major players’ efforts to grab market

share.

Cement - OUTPERFORM

Positives Negatives Recommendations

e Cement demand will remain strong in thee
mid to long term due to the advancing
urbanization,  continuing new rural
construction and a number of infrastructure
and real estate projects in China.

e With the industry concentration rising, major e
cement producers have achieved regional
price control through price alliance.

e The elimination of backward capacity and
the introduction of stricter requirements for
new cement production lines will constrain
new cement supply in 2012, thus easing the
current overcapacity problem in the industry.

Short-term cement demand will be China Res Cement (1313.HK, BUY, TP: HK$ 7.20)

substantially curbed by the suspension ob Having 85% of production capacity in South Chinaiolihhas the most
constructions resulting from the stringent  favorable cement supply/demand relationship in &hénjoying stable
property regulation and the financing demand that comes more from infrastructure projestsl rural
problems facing local governments. construction than from real estate development

With the exception of Northeast and Southe Actively seeking M&A opportunities in South Chinghanxi Province
China, most regions in China have been and Inner Mongolia to expand capacity, while mamitay financial
faced with overcapacity. Therefore, the health.

cement price surge caused by short supply Having good relationship with domestic and forelganks, with large
as a result of electricity rationing in 1H11  credit line and favorable interest rate terms.

and 2H10 will not recur in the short run.  Shanshui Cement (0691.HK, BUY, TP: HK$7.54)

Cement gross margin will be squeezed by Leading cement company in Shandong Province anthBiast China,
higher  production costs, especially  with gross margin raised significantly by strongréed and high price
electricity and coal costs. in 2011

e Planning for massive capacity expansion, suppdijeits strong cash
flow and light financial burden.

CNBM (3323.HK, BUY, TP: HK$ 14.56)

e China’s largest cement company that has rich eepee in M&A; its
subsidiaries are vigorously seeking M&A opportiestin Huaihai
Economic Zone, Southeast Economic Zone and NorthaOBconomic
Zone in order to consolidate the local cement itrikss the company is
moving forward with its consolidation of the loe@ment industry in
South-western regions.

e Expected to issue 1bn A-shares in 2012 to raisata®blB15bn, which
will significantly improve its financial conditioand provide sufficient
funds for its M&A.

Anhui Conch (0914.HK, BUY, TP: HK$34.92)

e China’s second-largest cement company that hasdieadily growing
its capacity through self-building of productionds. With strong
financial status and sufficient cash in hand, @tiempting to expand
into other markets such as South-western regiaosigih the
combination of organic and non-organic growth.

e The most financially robust cement company in Chiva has
maintained high gross margin for years with outditag cost control
and strong technological capabilities.
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Coal - OUTPERFORM

Positives

Negatives

Recommendations

e With “maintaining stable economic growth” e
becoming the main tone for macroeconmic
policies for 2012, China’s overall econmy and
FAI are expected to continue high growth,
thus supporting the growth in coal demand. e

e The increasing concentration of coal resource
as a result of the ongoing national coal
resource integraton is conducive to stronger
bargaining power of coal companies. .

e Global coal supply is expected to remain tight
in 2012 because coal export growth in major
Asia-Pacific countries is limited by their still
weak coal transport infrastructure, while coal
demand is expected to return to normal levelse

e Global coal prices are expected to be kept
high by the increase in coal production costs
in Australia reflecting the levying of carbon
tax and mineral resouce tax there.

The global economy is on the bumpy roadChina Shenhua (1088.HK, BUY, TP: HK$43.00)

to recovery. Any deterioration in the e Having the largest coal reserves among the lisieal companies in

economic conditions will limit the growth China; non-organic growth expected to be signifiyadriven by asset

in coal demand. injections from its parent.

Coal companies’ profitability will be e Stepping up acquisition of power plants duringweakness of the power

weakened by the Chinese government’s industry in China, with rapid growth in controllénstalled capacity. The

capping of spot coal prices and ever- recent electric price hikes will help boost its govgeneration business

increasing taxation on coal production. segment profit.

The government may make greater-thane Having an integrated industry chain made up of cwaing, power

expected efforts to save energy and reduce generation, railway transportation, port handind ahipping, with strong

emission by, for example, promoting the  synergy between them.

use of clean energies, which will ¢ Overall coal ASP is expected to be raised by th@é proportion of spot

adversely affect coal demand. coal sales in total coal sales and the expectettazrcoal price increases

Coking coal demand from steel production in 2012.

may decline due to the drop in investmentChina Coal (1898.HK, BUY, TP: HK$ 12.70)

in real estate development as a result o Coal reserves being increased by asset injectimm fts parent, with

the expected continuous property market considerable non-organic growth potential.

regulation in 2012. e Overall coal ASP is expected to be raised by thléi proportion of spot
coal sales in total coal sales and the expectettazrcoal price increases
in 2012.

e Having a significant market share for coal machjriarChina with strong
technological capabilities in this area; coal maehy profit expected to
be boosted by a surge in coal machinery demand thgecompletion of
national coal resource integration.

e Improvement achieved in coal quality and cost aintr

Yanzhou Coal Mining (1171.HK, BUY, TP: HK$ 23.00)

e Significant profitability due to 75% of its coaliibg sold in spot markets
and spot coal price being RMB200/ton higher thantraet coal price on
average.

e Vigorously seeking coal asset acquisition oppotiemi at home and
abroad; planning to double capacity by 2015 andpeed up its coal
business growth in the longer term.

e Food and potash demand have been growing steagilyadthe increasing
world population. In 2011, the company acquired gfifash assets in
Canada, which will become new earnings driver enftiture.

Shougang Res (0639.HK, BUY, TP: 4.56L)

e Coking coal prices will be on steady climb in tlwd run because the
government is enhancing the requirements for privedevelopment of
coking coal resource which has been increasinglycscin China.

e Overall coal ASP is being driven up by better piidumix as a result of a
significant increase in raw coking coal and refinmaking coal output
through technological innovation for its mines.

e Having substantial cash reserves to support itsdusicquisition. Indeed,
it is vigorously seeking M&A opportunities to fugh increase its
capacity.

e China’s FAI growth will be sustained by the advamgciurbanization,
boding well for demand for steel and coking coal.

Food & Beverage—IN-LINE

Positives

Negatives

Recommendations

e The advancing urbanization and increasing
personal income will help drive consumption.

e The accelerating industry consolidation is
positive for F&B leaders. .

e Consumer staples are more defensive than
discretionary goods, so staples manufacturers
are less impacted by the weakening economys

e Consumers’ stronger awareness of food safety
is positive for the F&B makers with solid
track record in this aspect. .

F&B players may face price intervention Want Want China (0151.HK, NEUTRAL, TP: HK$7.07)

by the government as they did in 2008,e Leader in the market segments of rice crackersdairgt drinks.

due to high inflation. e Its multi-brand strategy widens customer base and< off competitors.
Their profit margin may be pressured bye Higher raw material prices have weighed on its gnosrgin, which was
higher advertising expenses and raw the largest risk in 2011.

material costs. Yurun Food (1068.HK, NEUTRAL, TP: HK$14.82)

Some food sales are subject to seasonality A string of food safety incidents in 2011 rekindiedlestors’ worries
and production is affected by weather about its product quality. Also, its corporate gmance became one of
conditions. the concerns.

Food safety will remain as the top risk ¢ China’s largest pork processor

facing investors.
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Gold - OUTPERFORM

Positives Negatives Recommendations

e In the face of the European debt crisis and thee Gold grade and operating expenses China Gold Int'l (2099.HK, BUY, TP: HK$28.80)
U.S. quantitative easing, global major fluctuate in the course of production e Unit cost expected to be lower in 2012 vs. 2H11
currencies will continue to depreciate e Gold price could correct after the previouse Phase 2 capacity expansion in progress

e More investment demand from central banks  sharp rise. e Actively seeking overseas acquisition opportunities

Menswear — IN-LINE

Positives Negatives Recommendations

« Consumption is driven by higher per capita ¢ Sales were primarily driven by larger- Trinity (0891.HK, BUY, TP: HK$7.35)
disposable income as a result of steady than-usual price cuts as retail-end demands  Targeting high-end menswear market segment whistluh entry
economic development and residents’ was weakened by significantly higher barrier. With six well-recognized brands, the comphas stronger
stronger purchasing power after the apparel prices year-to-date. abilities to pass on cost pressures to its tanggtbeners who are less
individual income tax threshold rise. * Weak control of sales network due to price-sensitive. Its gross margin is expecteday ktgh in 2012.

* Menswear companies will face lower raw insufficient ERP system coverage. Seeinge Diversified brand portfolio conducive to earningswth, with store-
material cost pressures as cotton prices have the poor transparency of sales network, opening pushed forward by the rising middle clas€hina. The non-
fallen sharply and cotton supply will be investors are worried the companies will organic growth, coupled with rapid organic growilil] ensure its
sufficient in 2012. be slow in responding to excess inventory  earnings growth.

«  Still substantial room for store-opening due ¢ Brand dealers and distributors are under China Lilang (1234.HK, BUY, TP: HK$9.07)
to menswear companies’ relatively small higher rental and labor cost pressures. A famous menswear brand focused on tier-2 andie3 eiith strong abilities
scale and varied brands. In the short term, to pass on cost pressures; gross margin expeatedttoue rising in 2012
their non-organic growth will be sustainable. «  With high brand recognition and abundant ordefsind, the company will

accelerate store-opening in 2012 to significanityease its sales volume

Railway Equipment - OUTPERFORM

Positives Negatives Recommendations

« Railway equipment demand will remain strong ¢ Change in the long-term railway CSR Corp (1766.HK, BUY, TP: HK$ 6.77)
in the long term, with rail vehicle procurement construction plan * One of the duopoly in China’s railway equipmentustly that has
expected to represent a larger share oftotal  « Funding shortage facing MOR technological advantages over the other of the diyppamely CNR,
railway FAI. * Overcapacity in the short run and will be more competitive in an increasinglyefrmarket.

* Indigenous development of high-end equipment » Expanding fast into new industries with core tedbgies
manufacturing vigorously encouraged by the CTE Times Electric (3898.HK, BUY, TP: HK$ 26.38)
government's 12Five-Year Plan e Subsidiary of CSR that has leading technologiesGrtraction drive

» Urban rail system construction is booming and control system.
nationwide, with rail vehicle purchase expected * Gross margin expected to rise on the expected resomof railway
to amount to RMB127bn in the "L Zive-Year tenders and the unfreezing of demand for indigeteciznologies and
Period. products

»  Duopoly competition in the industry with high
entry barrier in terms of technology and policy
Transport Infrastructure — IN-LINE

Positives Negatives Recommendations

* Monetary supply will improve in 2012 vs. ¢ Slowdown in real demand for China Comm Cons Corp (1800.HK, BUY, TP: HK$6.00)
2011 as the slowing PMI and CPI rates open infrastructure « lts dredging business segment, the primary reveouece for the
opportunities for the government to fine-tune « Hard to deal with the huge debts piled up company, is expected to see revenues grow at a C#{GB%;
policies. in the previous years engineering segment is dragged down mainly by dedcfi

* Funds will be guaranteed for key « Still tight monetary supply at present infrastructure constructions; and port machinegnsent has seen
infrastructure projects under construction narrower losses.
now because infrastructure construction « It takes a long time to see the positive effectghefimproved
remains critical to stable economic growth management on profitability.
during the 12 Five-Year Period. China Railway (0390.HK, NEUTRAL, TP: HK$2.04)

« lts railway infrastructure business segment, thenmevenue source for
the company, has been adversely impacted by thess®n of railway
constructions. Other business segments such asstea development
and mineral production are far from contributingamiagful earnings.

* Having the problems such as extensive managemeriaek of
abilities to expand gross margin that are commonréalitional state-
run companies.

China Rail Cons (1186.HK, NEUTRAL, TP: HK$4.56)

» Its railway infrastructure business segment, thenmevenue source,
has been adversely impacted by the suspensioiilwaya
constructions. Other business segments such assted¢ development
and mineral production are far from contributingamigful earnings.

* Having the problems such as extensive managemeriaek of
abilities to expand gross margin that are commonréalitional state-
run companies.
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New Materials —- OUTPERFORM

Positives

Negatives

Recommendations

o The recently-unveiled 2Five-Year Plan e

for New Material Industries has proposed
that breakthrough be made in the R&D of
the forward-looking, urgently needed e

generic technologies and the self-
sufficiency rate for such technologies be
raised to 70% by 2015, which will move
China’s new material industries into a
golden period of growth.

According to the 19 Five-Year Plan for
Fluorine Chemical Industry, the total
capacity for various fluorine chemical
products will amount to 4.5m tons by
2015, with mid to high-end products as a
percentage of overall products to be raised
to 20%. The total output value for the
industry is expected to be RMB150bn by
2015, implying a CAGR of 30%.

The entry barrier to the fluorine chemical
industry has been significantly raised as
the government has been strengthening its
protection of fluorite, which is a type of
upstream resource for the industry, and has
stopped the approval of new traditional
refrigerant capacity. Also, the government
is working to raise the output of new
fluorine materials in the industry, and is
taking various measures to support the

growth of the industry leaders.

The global
reduce demand for fluorine chemical
products.

The winding-up of the “home appliances
going to countryside” policy may lead to
slowdown in air conditioner sales, thus
for  fluorinated

trimming  demand

refrigerants.

economic slowdown will Dongyue Group (0189.HK, BUY, TP: HK$12.80)

China’s leading fluorine chemical company with atieally-integrated
industrial chain and solid profitability; havinggsificant economies of
scale with industry-leading R22 and PTFE capacity.

With strong R&D capabilities, the company became third in the
world to master the ionic membrane technology faustic soda
production. And the business segment is expectedempme new
earnings driver in 2013.

The company is attractively trading at 6x 2011 ERSith air
conditioner production expected to pick up in 20H&mand for
refrigerants will get strong again, helping bodstshare price.

Lumena New Materials (0067.HK, BUY, TP: HK$3.40)

Its principal product PPS, due to its outstandihgsical and chemical
properties, is widely applied in the fields suchefectrical & electronics
engineering, automobile, industry, coating, scregriquipment as well
as filter bag and aerospace. With the continuadlpid growth of
China’s economy, PPS demand from these fields e brapidly
increasing.

As the sole company in China that is capable ofroensial production
of PPS products, Lumena has a market share of 52®HS products in
China. And the share is expected to rise furthehesompany plans to
double its capacity within the coming two years.

Lumena is also the largest thenardite producerim& The company
has been striving to strengthen its thenardite nessi segment
profitability by adding capacity through M&A and cireasing high-
margin specialty thenardite and medical thenarstiles as a percentage
of total sales.

Yizheng Chem (1033.HK, BUY, TP: HK$ 2.75)

Having significant economies of scale as Chinatgdat producer of
chemical fiber and chemical fiber raw materials atsb the world’s
seventh largest polyester manufacturer.

The company has been optimizing its product mix aading the
differential rate of its chemical fiber productss & is moving forward
with its 30m-ton high-performance polyethylene potjand 10m-ton
1,4-butanediol project, the company will have imsiegly strong
competitiveness and profitability.

China Liansu (2128.HK, BUY, TP: HK$5.40)

Demand for plastic pipe will be sustained by theegoment's target to
build 36m units of affordable housing as well asheot related

infrastructure projects in the coming five years.

The central government’'s No.1 Document proposedta tnvestment

of RMB4trn be made in water infrastructure, agtictdl water

conservation and rural drinking water projects lie hext ten years,
giving a long-term support to domestic plastic pieenand.

The decline in global oil prices will lead to lowesw material costs and
better profitability for the company.
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Wind Power Equipment —IN-LINE

Positives

Negatives Recommendations

e Benefiting from the government’'s greatere Wind power projects may face financing Gold Wind (2208.HK, NEUTRAL, TP:HK$4.52)

awareness of energy saving

environment protection.

and

problems, especially in financial crisis. e Order inflow decreased, wind turbine prices droppephificantly and

e The change in the approval procedures in gross margin shrank. Full-year 2011 net profit expe to plunge 80%.

e Rapid growth expected in installed wind
power capacity in coming years - experts
predict the capacity will total 100GW by e During 2011, a series of accidentse Order inflow decreased, wind turbine price droppéghificantly and

2020.

2011 will impede the construction of new
wind farms. CHST (0658.HK, NETURAL, TP: HK$5.39)

occurred in wind farms, and new  gross margin shrank. Full-year 2011 net profit expe to drop 45%.

e The Chinese government has planned to connections of wind farm electricity to the e Slow development in other business segments.
increase renewable energy as a percentage sate grid were called off.
of national primary energy consumption toe Overcapacity arose in the industry in 2011.
10% by 2010 and 15% by 2020.
e Wind power, as a type of infrastructures,
will benefit from the government's

stimulation packages.

Shipping — IN-LINE

Positives Negatives Recommendations
e Shipping demand remains on rise, e Shipping markets plagued by over- China Ship Dev (1138.HK, NEUTRAL, TP: HK$5.15)
although modest. capacity e Overall profitability protected by its domestic gping business
e Better supply/demand relationship and e Massive shipbuilding order book set to segment which accounts for 50% of total sales
industry alliance will help shipping rates contain freight rates e Dry bulk and international oil shipping businesgreents could incur
rebound from their current historical lows. e New larger vessels poised to push up losses due to stubbornly low freight rates

overall capacity and squeeze profitability e Excessively fast new vessel deliveries set to ammeits operating
of other types of vessels. pressures.

e Oil prices may rise further from current  CSCL (2866.HK, NEUTRAL, TP: HK$1.40)

highs. e Shipping demand negatively impacted by the Eurojpledn crisis

e Costs pushed up by higher oil prices

e Limited downside potential for its valuation whighat historical low
now

China COSCO (1919.HK, SELL, TP: HK$3.10)

e Serious overcapacity in dry bulk market set to lygravated by
substantial new vessel orders to be delivered

e Slowing demand for container shipping business

e High operating leverage due to the large propontibchartered ships in
its fleet

TV Set — IN-LINE

Positives

Negatives Recommendations

e Consumption is driven by higher per e On November 30, the “home appliancesSkyworth Digital (0751.HK, NEUTRL, TP: HK$3.48)

capita disposable income as a result of
steady economic development
residents’ stronger purchasing power after

and

the individual income tax threshold rise.
e Replacement and upgrade needs for a consumption under the policy. The expanding rural markets.
great number of CRT TV sets currently in
use in China will translate into annual
sales of 40m-50m units in the coming 3-5

years.
e TV manufacturers will face

flat panel producers will
production lines into operation.

less cost
pressures because flat panel prices will be competitive TV industry. The earlier-than-
contained in 2012 when domestic major

put

their

going to the countryside” policy expired in e China’s leading TV manufacturer. In the April-Septeer period, its TV
Henan, Shandong and Sichuan provinces business segment maintained steady growth, wisileet-top box sales
as well as in Qingdao City, which slowed. Despite the significant improvement in grasargin due to
combined to take a 30% share of the total product line upgrade, its profit was eroded by greaxpenses spent in

expiration is expected to negatively impacte The company aims to double its revenues within &rgjeimplying a
home appliances sales in such regions in CAGR of 15% in revenues. For 2012, it aims for saé 9m units of
2012. TV sets, showing its stable operational style, altih its set-top box

e The expected lower flat panel prices may sales is projected to remain weak. Full-year gmssgin expected to

rekindle a price war in the already highly rise further on better product mix.

usual 2012 Spring Festival will result in
earlier promotion campaigns by TV
brands.

e TV exports may be adversely impacted by

the various uncertainties over the global
economic situation.
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1. GDP review for 2011

In 2011, China still saw relatively healthy domesind external demand. However, as a result of
the persistent monetary tightening and backwardadgp elimination in China as well as the
worsening economic conditions in the U.S. and Eey@ihina’s GDP rate declined in the first three
quarters in a row, reaching 9.7%, 9.5% and 9.1%emws/ely, and was 9.4% for the three quarters
as a whole, with final consumption contributingpp§ capital formation 5.0ppt and net exports of
goods and services -0.1ppt, showing consumptionirarestment remained as the backbone of its
economic growth.

Fixed asset investment (FAI) is expected to conindggh growth, of more than 24% for full-
year 2011 on steady investment in the primary andesicondary industries.Energy saving and
emission reduction as well as backward capacityielition stayed as one of the main policy
themes for 2011. In addition, inventory levels ifodustrial goods were still high, growing 22.8%
on average for the first ten months of 2011, siogiftly higher than 8.0% for 2010. This, coupled
with the slowing demand from the U.S. and Euromeised the industrial production growth to
decline to 14.1% for the first ten months of 20ddnf 15.7% for 2010.

With regard to urban FAI, the growth in investmenteal estate development fell to 31.1% for the
first ten months of 2011 from 33.2% for 2010, daetringent property market regulation. And the
growth in railway transport investment swung to.®4 from 12.5% after the July 23 high-speed
train crash and other railway-related accidentsisicy the growth in investment in the tertiary
industry to decline to 23.3% from 25.6% for 2010 he other hand, the growth in investment in
the primariy industry rose to 28.2% for the firsh tmonths of 2011 from 18.2% for 2010 due to the
central government’s greater investment in waterseovancy construction. And the growth in
investment in the secondry industry climbed to 26f8om 23.3% due to increased investment in
mining and equipment manufactring. As a result, ghewth in overall investment went up to
24.9% for the first 10 months of 2011 from 24.5%2610. For full-year 2011, the overall FAI is
expected to continue high growth, of more than 24¥en the steady investment in the primary
and secondary industries.

Consumption is expected to continue high growth, ofmore than 16% for full-year 2011
despite significantly higher inflation. In 2011, the beginning year of theEive-Year period,
China, in its continued efforst to restructure ecgriy expanding domesic demand, unveiled a
series of consumption stimulus policies, such &ing the individual income tax threshhold to
RMB3,500 per month from RMB2,000 and the tax rebatgnara for Hainan Island. Togher with
the local minimum wage increases, the y-o-y groumtiper capita disposable income of urban
residents rose to 13.7% for the first nine month2011 from 11.3% for 2010, and the growth in
per capita cash income of rural residents climloe20t 7% from 13.1%.

However, China’s inflation rate rose sharply to 5.ftf#ethe first ten months of 2011 from 3.3% for
2010. This, coupled with the exacerbated Europed woes and the ecomic downturn in the U.S.
and Europe, held consumers back. In addition, #ftercar-purchase rush in late 2010 caused by
the expiration of the car trade-in policy, Chinaar sales lost momentum in 2011 as the sales
growth fell to 17.0% for the first ten months frd@.4% for 2010. However, given (a) the positive
effects of the November 30 expiration of the “hoappliaces going to countryside” policy in the
first batch of pilot regions including Shandong,nda and Sichuan provinces and Qingdao city as
well as (b) the year-end shopping season, Chinaiswuption is expected to continue high grwoth,
of more than 16% for full-year 2011.

Exports are expected to slow due to economic downturin the U.S. and Europe.The global
economy is expected to continue growth in 201hoalh at a significantly slower pace of 4.0%,
compared with 5.1% in 2010, according to IMF. Imtjgalar, the GDP rate is projected to be 1.6%,
1.5%, -0.5%, and 5.3% for Europe, the U.S., Japeh ASEAN respectively, which are all the
major export destinations for China, down from 1.8%40%, 4.0% and 6.9% in 2010.
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The economic slowdown was primarily due to the amus noise from the European debt crisis
and the global demand slump. Consequently, China’ethmho exports to major destinations,
although hitting record highs, suffered sharp aeclin terms of y-o0-y growth: its exports and
imports amounted to US$1.55trn and US$1.42trn wimdy for the first ten months of 2011,
much higher than US$1.27trn and US$1.12trn for 2048 the y-o-y growth in exports and
imports fell to 22.0% and 26.8% respectively, frBin3% and 38.9%. For full-year 2011, with the
support from the inflow of orders for delivery witth3 months and the shopping demand during the
Spring Festival, China’s exports and imports areeetgd to reach US$1.9trn and US$1.7trn
respectively, although growing at a lower y-o-yeraf 20% and 25%.

The GDP rate is expected to be 8.9% for 4011 and fall to 9.3% for full-year 2011 from
10.4% for 2010 as a result of declined domestic aneternal demand. China’s exports are
expected to weaken from previous years due to dpeated continued slowdown in both
consumption and investment for 4Q11 in China as aslhe continuous strong headwinds facing
the European and the U.S. economies. Thereforesxpect China’s GDP rate to fall to 8.9% in
4Q11 from 9.1% in 3Q11, and slide to 9.3% for fdlar 2011 from 10.4% for 2010.

Table 1: China’s main economic indicators

Item 2010 2011/1Q 2011/2Q 2011/3Q 2011/1(

Y GDP rate 104 9.7 9.5 9.1
C Retail sales growth (% y-0-y) 18.4 16.3 17.2 17.3 17.2
PMI 53.9 52.§ 51.9 50.9 50.4
| Urban FAI growth (aggregate, % y-0-y) 24.5 25.( 25.6 24.9 24.9
Industrial produ_ctlon growth for enterprises 15.1 14.0 13.d 13.6 13.4

above designated scale (% y-0-y)

Export growth (%) 31.3 26.4 23.1 20.6 15.9
Exports (US$ bn) 1574 399.7 474.8 518.1 157.5
T Import growth (%) 38.7 32.§ 13.9 24.9 28.7
Imports (US$ bn) 1394 400.4 428.1 454.4 140.5
Trade balance (US$ bn) 184.5 -7.1 46.7 63.9 17.(
E M2 growth (% y-0-y) 19.7 16.6 15.9 13. 12.9
New Yuan loans (RMB bn) 7950.( 2240. 1925.1 1511.] 586.§
P CPI rate (%) 3.3 5.1 5.7 6.3 5.5

Source: Bloomberg CEIC ; Sinopac Holdings
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Price trend

China’s inflation rate was on a steady climb dummgch of 2011, with its CPI rate hitting a high of

6.5% in July, as a result of (a) continued risengmnt, vegetable and other food prices, (b) crude oi
breaking above US$100/barrel and (c) persisterigh konsumer goods prices. The overall CPI
rate rose to 5.7% for the first ten months of 2@bin 3.3% for 2010, with the reading for the ten

months each above the official target of 4%.

For November and December, however, wholesale pfmefarm produce have showed signs of
decline, according to the statistics by both thaisry of Commerce (“MOC”) and the Ministry of
Agriculture (“MOA”"). Also given the sharply decress tail-raising factors, we expect the CPI rate
for the two months will retreat to the territory 4% from 5%. For full-year 2011, however, we
expect the reading will be still as high as 5.5%.

Looking to 2012, price pressures will remain subisé in the first half due to tail-raising factors
However, given the sign of decline in prices famigproduce such as pork and vegetable and the
continued drop in global raw material prices aslaslthe purchasing price sub-index under PMI
falling below 50 in November that suggested impbrieflationary pressures would ease, we
expect the monthly CPI rate will move from high ¢avlin the course of 2012, with the full-year
reading likely to fall below 4% to estimated 3.8%.

Chart 1: CPI trend
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Source: Bloomberg, Sinopac Holdings
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3. Macroeconomic regulation

Monetary policies: changing from “tight” to “loose” during 2H11

During 1H11, the People’s Bank of China (“PBOC”) furdebits monetary tightening in 2H10 by

increasing the required reserve ratio (“RRR”) by 50lmjpseach of the six months to a record high
of 21.5% in June, because (1) the CPI rate contimisaty and broke above 6% in June; and (2)
new foreign exchange reserves stayed above RMB3Qibimareased by more than 100% y-o-y
in May and June, although the M2 growth fell belihe official target of 16%. In addition to the

RRR increases, PBOC raised one-year deposit and leirdgrgst rates by 25bps in February,
April and July each to 3.50% and 6.56% respectively

During 2H11, however, PBOC paused interest rate Hikesause: (1) China’'s CPI growth showed
signs of slowing in 3Q11; (2) liquidity pressuresdheased; and (3) Brazilian, Russian, Indonesian,
Australian central banks and the European Centrak BBGB) lowered their benchmark interest
rates on August 31, September 14, October 11, Nbgeth and November 3 respectively, in view
of increased uncertainties over the global economy.

Furthermore, PBOC lowered the interest rate oB-itear bills to 3.96% on October 20, and cut its 1-
year bills interest rate on both November 8 andb154875%. Separately, the State Council eased the
policies for small businesses on October 12 byqgsiog to increase loans to and reduce taxes on them
Also in the month, new Yuan loans increased to R&B8bn. On November 30, PBOC announced to
cut RRR by 0.5ppt to 21.0%, effective December Ibth& above-mentioned developments suggested
the Chinese monetary policies as a whole were ahgufrpm “tight” to “loose”.

Table 2: RRR and benchmark interest rate adjustmenfor large financial institutions in 2011

Monetary instrument Announcement Effective date Before After Change
date adjustment adjustment
RRR 2011/11/30 2011/12/5 21.5% 21.0% -0.5
Benchmark interest deposite:3.25%deposite:3.50% o
rate 2011/7/6 20117717 lending:6.31% lending:6.56% 0.25%
RRR 2011/6/14 2011/6/20 21.0% 21.5% 0.5%
RRR 2011/5/12 2011/5/18 20.5% 21.0% 0.5%
RRR 2011/4/17 2011/4/21 20.0% 20.5% 0.5%
Benchmark interest deposite:3.00%deposite:3.25% o
rate 2011/4/5 2011/4/6 lending: 6.06% lending:6.31% 0.25%
RRR 2011/3/18 2011/3/25 19.5% 20.0% 0.59
2011/2/18 2011/2/24 19.0% 19.5% 0.59
Benchmark interest deposite:2.75%deposite:3.00% o
rate 2011/2/8 2011/2/9 lending:5.81% lending:6.06% 0.25%
RRR 2011/1/14 2011/1/20 18.5% 19.0% 0.5%

Source: Sinopac Holdings

Real estate policies: regulation expected to be keptringent for prevention of retaliatory
price rebound

In early 2011, as home prices showed few signsetihe, the municipalities of Chongqging and
Shanghai both announced on January 27 that theldwstart pilot property tax projects on January
28, with the tax rate set at 0.6% in Shanghai aBdl®% in Chongging. Other local governments
unveiled their property purchase restriction pekcifrom February, in order to curb property
specutlaion in an effective manner.

For the first ten months of 2011, the average coroi@ehousing price fell 0.2% on an m-o-m
basis to RMB5,502/sq.m. from RMB5,514, with the y-tate for the price moderating from 9.1%
to 7.7%. On November 6, China’s premier minister Wibao stressed that it was a frim national
policy to lower property prices. Also given the gawvment's stated commitment to prevent
retaliatory house price rebound, we believe the@rty market regulaion will remain stringent in
the foreseeable future. Using a house-price-tormemultiple of 6x, the upper limit of the range
of 3x-6x which World Bank considers reasonable, andsidering the per capita disposable
income of urban residents, the average commetiociasing price and the per capita living space in
China, we regard as reasonable an average comrhdmimising price of RMB4,000/sq.m.,
implying more than 25% downside potential from eutrlevel.
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The 12" Five-Year plan: to focus on expanding domestic_deamd and fostering seven
strategic emerging industries

Of the 12" Five-Year Plan staring from 2011, attention shcdwdpaid to the following parts: (1)
economic development: GDP will grow at an averageual rate of 7% to exceed RMB55trn by
2015; (2) economic reshaping and restructuing:stheice industry will be developed at a faster
pace so as to raise the industry output value mer@entage of GDP by 4ppt to 47% from 43% in
2010; and (3) livelihood improvement: per capitapdisable income of urban residents and per
capita net income of rural residents will grow ataverage annual rate of more than 7%, compared
with 5% for the 11 Five-Year period.

Both the economic priorities for 2011 and the naimets set in the f2Five-Year Plan show the
government’s commitment to expanding domestic deimanpractice, the government will continue to
encourage private investment by, for example, limgethe barriers for private capital to such indast

as utility and infrastructure during the five-y@ariod, so as to compensate for the slowdown itiqgoub
investment and thus sustain a strong overall econgrowth. In addition, the government has rai$ed t
individual income tax threshhold in order to stitbeg residents’ purchasing power. For economic
restrucuturing, the government has been workingdizance the urbanization rate to 51.5% by 2015
from 47.5% in 2010. The increase in urban popudatidl help drive consumption and construction and,
ultimately, the overall domestic demand. Accorditty Li Guoxiang, researcher of the Rural
Development Institute under the Chinese Acadenfyoafal Sciences (“CASS”), every 1ppt rise in the
urbanization rate will directly lead to a 1.5ppt BQrowth, and every one person added to the urban
population will demand construction investment MBL00,000.

With regard to industries, the government will pitize the development of seven strategic
emerging industries of energy saving, new energigg)-end manufacturing, next-generaton IT,
new materials, biotech and new energy vehicled) aitotal investment of RMB10.8trn in the five-
year period. And the Ministry of Industry and Infeation Technology (“MIIT”), in an effor to
meet the energy-saving and emission-trimming targkas been pushing the elemination of
backward capacity in the 10 industries of steeh ialloy, calcium carbide, electrolytic aluminum,
copper smelting, lead smelting, zinc smelting, cetmglate glass and paper.

Table 3: China’s key social and economic developmetargets for the 12" Five-Year period

Key social and development targets for the 12th Fe-Year period ( [ ] 5-year aggregate

Indicator | 201C | 201t | Average annualrate |  Nature of indicator
Economic developmer
GDP (RMB trn 39.¢ 55.¢ 7 projectet
Service industry as % of GDP ( 43 47 [4]) projecte!
Urbanization rate (% 47.% 51.t [4]) projecte!
Sciene and Technolog
Stability rate for -year compulsory education ( 89.7 93 [3.3]) bindinc
Gross enrolment ratio in senior high schools 82.t 87 [4.5]) projecte!
Research and development expenditure as % of GI} 1.8 2.2 [0.4]) projecte!
Number of nvention patens per 10,000 pers 1.7 3.8 [1.€] projecte!
Resources and Environmer
Cultivated land stock (100m nr 18.1¢ 18.1¢ [0]) bindinc
Decrease in water consumption per unit of indusadaed [3C] bindinc
Effective utilizatior coefficient of agricultural irrigation wat 0.t 0.5¢ [0.02] projecte!
Share of no-fossil energy in primary energy consumption 8.3 11.4 [3.1] bindinc
Decrease in energy consumption per unit of GDF [1€] bindinc
Decrease in carbonoxide emission per unit of GDP ( [17]) bindinc
. Chemical oxygen dema [8]
Depre;ase In toFaI Sulfur dioxide [8] -
emission of major — binding
pollutants (%) Ammonie [1c]
Nitrogen oxide [1C])
Forest coverage (¢ 20.36 21.6¢ [1.3] —_
Forest growth Forest reservi (100m cb.m. 137 142 [6] binding
Livelihood
Per capita disposable income of urban residentsH} 1910¢ > 2681( >7 projectet
Per capita net income of rural residents (R 591¢ > 831( >7 projectet
Registered rban unemployment rate (' 4.1 <5 projectet
New jobs for urban residel [450(] projecte!
Number of urban residents covered by the basicipe 2.57 3.57 [1) bindinc
Coverage of the three basic medical innce systems i [3]) bindinc
Urban affordable housing construction (10,000 y [360(] bindinc
Total population (10,000 perso 13410( < 13900t <7.2% bindinc
Average life expectancy (ye 74.5 [1]) projecte!

Source: Sinopac Holdings
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4. Interest rate outlook

In 1H11, the Chinese government kept tight montajcies in place as it did in 2H10. During
2H11, however, the government paused interestmateases and RRR lift in view of the slowing
CPI rate and lower liquidity pressures in China, ali as uncertainties over the European and U.S.
economies and interest rate cuts by some othetriesin

For 2012, with respect to China’s CPI, the readingxigected to stay above 4% in 1Q12 as the
2012 Spring Festival comes earlier than usualainudry. With the tail-raising factors diminishing,
we expect the CPI rate will trend down from morentd&6 in 1H12 to the 3% territory in 2H12,
and will be 3.8% for full-year 2012. Given that the CPI rate is expected to slow further; (2)
inflationary and liquidity pressures will diminishs PBOC’s open market operations show the
amount of money due 2012 in the open market wilsigaificantly lower compared to 2011; and
(3) the U.S. and European economic growth are BlutWwing (IMF predicts the U.S. economic
growth will be 1.8% in 2012, lower than its trentbgth of 3%, and the Eurozone economic
growth will be 1.1%, lower than 1.6% for 2011), s&e the possibility of a 50bps cut each quarter
or a full-year 200bps cut in RRR, to 19%. We also ekpe50bpt downside potential in one-year
deposit and lending interest rates, perhaps in 2BQ12.

Chart 2: China’s one-year deposit and lending integst rates and RRR
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Source: Bloomberg, Sinopac Holdings
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5. Yuan outlook

During 2011, on a monthly basis, China’s overallaip hit several record highs, with its exports
to the U.S., Europe, Japan and ASEAN each havingtord highs and its trade surplus to the U.S.
once breaking above US$20bn. In response to thegsexports, the U.S. and other countries have
been urging a faster Yuan revaluation. Separat€hyina’s PPl and raw materials and fuel
purchasing price jumped 7.5% and 11% y-o-y respelgtiin July, marking their record high
growth since September 2008 and May 2010. To daénctamor for a faster Yuan revaluation and
to reduce the stubborn inflationary pressures, PBSQuan central parity rate against US dollar
go up all the way from 6.6227 at the end of 201@ tuigh of 6.3165 and Yuan exchange rate to
climb from 6.607 to a high of 6.6336, implying say¢o-date appreciation of 3.6% as of November
30, 2011.

In 2H11, global stock markets were thrown into tailrand the world’s trade was much threatened
by the European debt crisis. In such a gloomy baekyd, China’s trade surplus growth swung to -
2.9% from 13.4% in 2Q11. Yuan also weakened by %.06 September, the first drop in 12
months, and then continued to show signs of moiderah growth. During 2012, the “PIIGS”
countries, namely Portugal, Italy, Ireland, Greand Spain, will face terribly heavy debt payments
nearly each month, and the Eurozone governmentdyredected in late 2011 will face severe
fiscal challenges, thus stoking market worries.t8ltl, for 2012, we expect China’s export growth
will probably fall below 20% and, therefore, Yuaillvgee a moderated rise of 1%, heading for
6.25 toward year-end.

For the recent sharp fall in Yuan caused by hotewautflow, our views are as follows: (1) during
the global financial crisis, in the face of a 13#tio straight decline in export growth since
November 2008, the Chinese government kept Yuamatqudrity rate at 6.80, and under its U.S.
dollar-pegging policy, the monthly fall of Yuan déhy the period had never been more than 1%.; (2)
Yuan has received more welcome as a reserve cyrrénring 2011, New Zealand and China
announced a currency swap facility sized at RMB25bnAgril 18, followed by Mongolia
(RMB5bn) on May 6 and Kazakhstan (RMB7bn) on JuneSkith Korea and China agreed on
October 26 to double their Yuan-Won swap line to RIG&H from RMB180bn for the next 3
years, and Hong Kong signed a similar agreemerit RBOC on November 22 to double their
currency-swap line to RMB400bn from RMB200bn for tlextn3 years. Now, the currency swap
facility established with PBOC has totalled RMB1.2tamd an increasing number of countries
have expressed their intention to include Yuarh@irtforeign exchange reserves; and (3) the U.S.
and Europe are unlikely to change their postureafdaster Yuan revaluation in the short run.
Therefore, we expect no change in the upward toéntban’s value, despite the recent fall.

Chart 3: Yuan exchange rate
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Economic Outlook -cont'd

6. GDP growth forecast
For 2012, we expect China’'s GDP growth will declioe.6%.

Consumption: we expect China’s retail sales to declrom 2011, because (1) the “home

appliances going to countryside” policy and the tade-in policy, among others, have or are

expiring; (b) China’s car sales are expected toicoatweak growth; and (3) global consumption

will remain anaemic as Europe has been hit hardsbgiebt crisis and the U.S. has been trapped
below its trend economic growth of 3%.

Still, we expect the retail sales will continue %@+ growth, of 15.7% in 2012, given that: (a) foe t
first three quarters of 2011, China’s per capigpaable income of urban residents and per casta ¢
income of rural residents increased 13.7% and 2@-0% respectively, higher than 11.3% and 13.1%
for 2011; (b) the individual income tax thresholtktbeen significantly raised to RMB3,500 per month
from RMB2,000, effective from September and (3) gogernment is expected to unveil consumption
stimulus plans since it has put domestic consumiitop agenda.

Investment: With the property market regulationemsifying, the growth in investment in real
estate development is expected to fall below 30%mc€med about economic outlook, foreign-
capital enterprises will also be more prudent agirtbverseas investment. These factors, among
others, will inhibit the overall investment growthChina.

However, China is now planning for continuous affdsi® housing construction in 2012. Its
investment in water conservancy construction wélphkeep the investment in the primary industry
growing at a high rate. And its investment in raijmconstruction is expected to return to positive
growth after resumption of railway transport-rethtenders. All told, we expect China’s overall
investment will continue high growth, of more tHz2f6 in 2012.

Foreign trade: IMF expects the global economic ghote be 4.0% in 2012, flat with 2011; in
particular, the GDP rate will be rather slow, &%.and 1.1% respectively for the U.S. and Europe,
which are the major destinations of China’'s exporftse persistent European debt crisis will
probably drag down China’s exports further in 2048, can be demonstrated by the 3-month
straight decline in its exports to Europe. Ovenak, expect China’s exports to grow 14% in 2012,
much lower than 22.0%% for the first ten month2@f1.

With respect to China’s imports, although expandinmestic demand is already an official policy,
the import growth is expected to track the expoowngh lower in 2012 as the still weak domestic
demand in China and the drop in global raw matemieles will hinder the growth in the import
value. Given the policy of expanding domestic pglicowever, we expect the import growth will
outpace the export growth to reach 17% in 2012efawan 26.8% for the first ten months of 2011.

Overall, given the slowdown in both domestic andemal demand, we expect China’s GDP
growth will be 8.7%, 8.4%, 8.5% and 8.9% for tharfquarters of 2012 respectively, and the full-
year GDP rate will be 8.6%.

Chart 4: China’s GDP growth forecast
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Auto Dealership OUTPERFORM

Sector update Investment highlights in the future

e Strong new car sales growth in ChinaWe believe China’s auto industry is being
driven by: (1) the upcoming third auto boom pusbgdiepressed demand iff 8er
cities and car replacement waves fhtier cities; (2) growing population of affluent
people; and (3) China’s shift towards a domestimaled-driven economy from
investment-driven as well as policies designedigian the growth of auto industry.

e Low PV penetration rate. With consumers’ purchasing power further reledsethe
next five years, we expect China’s passenger vefiig sales to grow at a CAGR of
7-10% and the PV penetration rate will reach 10@syser 1,000 persons by 2015. By
2020, it is expected that the sales will reach Z®Bm units annually and the
penetration rate will rise further to 140 units ped00 persons. And China’s auto sales
are expected to grow at a CAGR of 5% during 2016-202® long-term steady
growth in auto sales will bring stable revenue andfit stream to auto makers and
dealers.

« Huge potential in second-hand car marketWe believe the ongoing market-oriented
development of China’s second-hand car market wikgent auto dealers with more
opportunities. The synergies between new car safes;-sales services and second-
hand car business will create a substantial grawiber for auto dealers, although
after-sales and second-hand car businesses cyrretesents a rather limited
proportion of their revenues.

e Robust growth of luxury and mid to high-end car segqents. According to an
industry survey, sales for luxury cars and high-brehd cars in China will grow at a
CAGR of 39.2% and 46% respectively in 2009-2012. k& therefore optimistic
about the future sales in the two market segments.

« Auto services industry.We are positive for growth of China’s auto servigetustry
in the next 5-10 years. The increasing number of paoperation and car ownership
and higher replacement demand leads to the rapisitigrof after-sales service. With a
higher and stable gross margin, we believe auteicess will become a major profit
driver for auto dealers.

* Investment strategy.We see auto dealers as new investment spot lighteeifuture,
and we believe auto dealers will outperform autdens, given their advantages such
as the synergies between new car sales and alésrsarvices, huge profit growth
potential, high gross margin and steady profit glowVe are especially bullish on
auto dealers for high-end brand and luxury cars tulixury cars’ stronger sales
growth than other segments, and more stable piiea tother segments. We
recommendZhongsheng Holdings (0881.HK)and Zhengtong Auto (1728.HK)as
we expect Zhongsheng and Zhengtong to post a pgoditvth of 58% and 98%
respectively in 2012 as a result of their salesvagt expansion. Zhongsheng and
Zhengtong are currently trading at 8-9x F12 EPSckvlive believe are undervalued
and therefore present investors with opportunities.

Vivien Chan
(852) 2586 8278
vivien.chan@sinopac.com

Peer comparison

Closing price Target price Upside PER (x) Yield (%)  ROE (%)
Company Code Rating  (09/12/11, local currency) (HK$) (%) FY11 FY12 FYi1l FY1l
Zhongsheng HLDG 0881 BUY 13.16 15.15 15.1 15.1 9.6 1.9 21.0
Zhengtong Auto 1728 BUY 6.72 8.87 32.0 15.6 8.3 19 175
Dah Chong Hong 1828 Not rated 9.64 N/A N/A 11.2 9.3 2.7 20.6

Source: Company data, Bloomberg, Sinopac Securities
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Strong new car sales growth

In 2009, China became the world’s largest auto maski a y-o-y growth of 45.5% in new car
sales. In 2005-2009, the country saw a CAGR of 2&%meéw PV sales (see Chart 1). The
ballooning wealth effect as a result of rapid ecoiwogrowth, coupled with declining car prices,
has turned cars from luxurious goods to home néiEssi affluent cities. In 2010, China posted a
y-0-y growth of 32.5% in car output, outshining tinaditionally three major auto markets of the
U.S., Japan and Europe, which all suffered a yergline. We believe China’s auto industry is
being driven by: (1) the upcoming third auto boomsiped by renewed demand ffl tBer cities and
car replacement waves ifi fier cities; (2) growing population of affluentqgue; and (3) China’s
shift towards a domestic demand-driven economy fimrestment-driven as well as new policies
designed to sustain the growth of auto industrnsdite the slowdown in new car sales in 2011 that
may inaugurate the transition of China’s auto mafi@n high growth to steady growth, we still
expect an annual growth of 7-10% in its car salegobd 2012. And we believe auto dealers,
especially those with extensive sales network aredup of mid to high-end brand and luxury cars,
will benefit from the medium to long-term growth @hina’s auto industry.

Chart 1: China’s national PV sales (2005-2010)
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Still low penetration rate of PVs

After years of rapid growth, China’s PV penetratiate rose from 49.7 units per 1,000 persons in
2008 to 69.9 units in 2010 (see Chart 2), still mlasker than 810 units for the U.S., 511 for the
U.K. and more than 400 for Japan, implying a hugredemand growth potential in China for the
next 5-10 years. Furthermore, according to Chin&'8 Bive-Year plan, the central government
will be committed to increase residents’ incomeidpat a rate parallel to overall economic
growth during the five-year period, with some logalvernments even coming up with plans to
double local residents’ income. With residents’glasing power further released in the next five
years, we expect China’s passenger vehicle (PV} salgrow at a CAGR of 7-10% and the PV
penetration rate will reach 100 units per 1,000spes by 2015. And in the 2016-2020 period,
China’s car sales are expected to grow at a CAGR ¢f§02015, it is expected that the sales will
reach 25m-30m units annually and the penetratiom wall rise further to 140 units per 1,000
persons. The expected long-term steady growth iirsaes will bring stable revenue and profit
stream to auto makers and dealers.
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Chart 2: The PV penetration rate is much lower in Qiina than in other countries.
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Huge potential in second-hand car market

China has been far behind those mature auto maiketise development of second-hand car
markets. In developed countries, car owners noymaflace theirs cars in 3-5 years, thus driving
the development of their second-hand car markets avhigh brand variety. The ratio of second-
hand car transactions to new car sales is 2.5-3kdnU.S., 2x in Germany and 1.4x in Japan,
compared with less than 0.3x in China. And the profargin of second-hand car transactions is
around 20% in foreign mature second-hand car marKéierefore, we see a huge potential in
China’s second-hand car market.

China’s second-hand car market is held back byp¢ythological difference. 84% of prospective
car purchasers choose new cars in China, while TORdréign markets opt for second-hand cars;
(2) substantial differences in tax policies. In Ghisecond-hand car transactions are subject to
local tax policies which vary significantly fromgien to region; and (3) insufficient protection of
second-hand car buyers’ interests due to arbitgiging caused by a lack of genuinely
professional evaluation agencies and uniform natipnicing standards for used cars. Despite so,
China’s second-hand car market is growing up, adeexed by its declining ratio of new car sales
to second-hand car transactions.

For full-year 2010, China saw total car sales ofenibran 18m units, of which second-hand car
transactions accounted for 22.2%, or 4m units. Atiog to China Automobile Dealers
Association (CADA), the total second-hand car tratieas for the 31 provinces of China
amounted to 871,000 units in 1Q11, an increase0df3D0 units, or 13.6% from a year earlier,
representing 17.5% of the overall car consumption the quarter, with the value of the
transactions rising 10.7% to RMB37.38bn. Accordinghe forecast by the Ministry of Commerce
(MOC), second-hand car transaction volume will iasee 15-20% this year, 5ppt higher than the
expected weak growth of new car sales, and thengeleand car transaction value will grow at
CAGR of 14.1% to RMB156.0bn in 2012 from RMB105.0bn @®2. In mature auto markets such
as Europe, the U.S. and Japan, second-hand caattaons generally account for 70% of their
total car consumption. We believe the ongoing ntaokiented development of China’s second-
hand car market will present auto dealers with nagmeortunities. The synergies between new car
sales and after-sales services will create a sofmtayrowth driver for auto dealers, although
second-hand car business currently representier flahited proportion of their revenues.
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Overview of luxury and mid to high-end brand car maket segments

Global luxury brands and services have been ineesgpot in China since 1990s, seeing explosive
growth in their sales. We believe the trend wilhtinue for luxury car sales. In our view, the high
growth in mid to high-end brand and luxury carsesaWill be sustained by: (1) increase in
residents’ income as a result of continuing ecoreagndbwth and fast urbanization; (2) the growing
number of affluent people; and (3) swarming ofin&tional luxury brands, which has made China
the largest market for luxury goods.

In China, the luxury car market segment has beewiggrat a higher rate than the overall car
market. Sales for luxury and high-end brand cacseimsed to 10,000 units and 363,000 units
respectively in 2009 from 1,300 units and 107,00@suin 2005, implying a CAGR of 66.5% and
35.7% respectively, compared with 25.5% for mid-énahd car sales in the same period. For the
first 10 months of 2011, luxury car sales increatg®% from the year-ago period to 348,000
units, higher than 6.2% for overall PV sales ari¥@for overall car sales. Currently, luxury car
sales represent only 3.5% of overall PV sales inng&himplying further growth potential.
According to an industry survey, sales for luxuayscand high-end brand cars in China will grow
at a CAGR of 39.2% and 46% respectively in 2009-20¥2. are therefore optimistic about the
future sales in the two market segments.

Chart 3: Sales for luxury and high-end brand carsm China
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Auto services industry

With the strong growth of China’s auto manufacturingm 2005 to 2009, we expect its auto
services industry will be growing up in the next®-+years. Demand for after-sales car services is
being significantly driven by the growing numberaafrs in service, the increasing car owners in
mainland China and the rising car replacement rat' tier cities. We see huge growth potential
in after-sales car services, although the busioesently represent a rather low proportion of auto
dealers’ revenues in China.

Auto dealers generally derives more profits frorterméales car services, which have a gross
margin of 30-50%, than new car sales, which hageoas margin of only 2-10%. Therefore, we
believe after-sales car services will serve as pmgrowth engine of profits for auto dealers.
While new car sales gross margins vary from car etodnd are sometimes pressured by auto
makers’ price cuts as a move to clear up inventafier-sales car services gross margins are
relatively stable. In particular, high-end car owaend to pay more for car maintenance and repair
usually in original dealership stores, which is @ocive to more after-sales profits for auto dealers
Therefore, we believe high-end auto dealers witidnee investment highlights in the future.
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Sector update Demand highly influenced by macroeconomic policies

« Investment themes:Based on the assumption that exteranl economiegetayto recession, we
belive the Chinese government will gradully easeetery policies and introduce positive fiscal
policies in 2012 in order to sustain GDP growthdAbhina’'s cemnt demand will gradually
recover on demand from infrastructure projectsraral construction after reaching a low in 2Q12.
We prefer regional leading cement companies thattarride on cement demand from
infrastructure projects and rural construction, the& peak sales season come in the second-half
yearand enjoy a favorable supply/demand picture, saébhima Res Cement (1313.HKpand
Shanshui Cement (0691.HK)In addition, given the uncertainties over extemarkets, we
believe there may be a scenario where major forsginomies will deteriorate dramatically in
1H12 and China will therefore see its exports emttsharply. Since China’s consumption is
unlikely to improve materially soon, the governmevill introduce anohter huge economic
stimulus by advancing relaxation of monetary asdafi policies and will increase its support for
certain industries, such as relaxing its regulaitbproperty markets. In the scenario, we prefer
cement companies that expand agressively withfimghcial leverage and have signiciant market
presence in regions where the most strict propesthase restrictions are currently imposed, such
as China National Building Material (,CNBM*, 3323.HK) . Overall, China‘s record high
required reserve ratio (RRR) and relatively lovedisdeficits mean the government still has
sufficient resources to boost economy. Then arigypeasing will benefit the cement sector as it is
much influenced by monetary supply.

« Better cement supply/demand picutre expectd in 2012s. 2011:In 2012, cement demand is
expected to incresae 5%, while cement capacityjsgted to increase 3.5% nationwide, meaning
a better cement supply/demand picture compared 2Gfi. The construction of high-speed
railways are expected to resume after being haitedo the July 23 high-speed train crash and the
serious fuding problem facing the Ministry of Ralyg (MOR); the water conservancy
construction can offset the negative effects ofredeed high-speed railway projects; and the
affordable housing construction will compensatettier 27% decline in investmetn in real estate
development. Geographically, in 2012, Northeasn&hand South China will see the most
favorable cement supply/demand picutre in China& ttu strong infrastructure construction
demand, low competition and less new capacity tiNaeth China, East China and Central-South
China will see faster-than-national-average restring of cement industry; and West China and
Southwest China will see neutral cement supply/deinpicture due to excess new capacity and
the entrace of CNBM arfdonch Cement (0914.HK)

» Higher coal and electricity costsOf cement production costs, coal represents 40%lantficity
25%. We expect both coal and electricity pricasstin 2012: (a) coal prices will continue to rise
as a result of sluggish hydropower generation tiodgscoal demand; and (b) electricity prices are
expected to be raised for a second time becauser poeducers have incurred huge losses due to
excessively high coal prices and China’s CPI grasttieclining. Therefore, cement production
costs will be higher in 2012 than in 2011.

¢ China Res Cemensells cement mainly in South China (including Gyafomg, Guangxi, Hainan
and Fujian) as well as Shanxi and Inner Mongolautts China, with the most favorable cement
supply/demand picture in China, will very likelyesstrong cement demand in 2012. And the
company has significant market presence in Shamdi laner Mongolia where the cement
supply/demand relationship is improving. It willpaxd its cement and clinker capacity to 59.40m
tons and 78.70m tons respectively in 2012, up 34Ad®3.5% from the year-end 2011.

* CNBM, the largest and fastest-expanding cement ersetipriChina, plans to increase its capacity
to 300m tons by the end of thé™Rve-Year period and to 600m tons in the long térom 200m
tons at the end of 2010, with an aim to becomevtiriel's largest cement producer. The company
makes 75% of total sales in East China which hasighest cement market concentration in
China and saw favorable cement supply/demandaretiip from 2H10 to 1H11 as a result of
severe production suspension caused by poweringfitirere. However, cement sales has been
weak in the region during 2H11, the traditionalkpsales season for cement sales, due to the
crackdown on the real estate markets and the sispe@f infrastructure projects there. We expect

Zhou Yu infrastructure investment will recover as monefaiicies ease, but real estate markets will remain

(86) 21 6886 5358 Ext163 kept in check.

Yu.zhou@sinopac.com

Peer comparison

Closing price Target price Upside PER (x) Yield (%) ROE (%)
Company Code Rating  (09/12/11, local currency) (HK$) (%) FY10 FY1l FY1l FY1l
Shanshui Cement 691 BUY 5.72 7.54 31.8 12.8 4.6 6 183
Anhui Conch 914 BUY 24.75 35.64 44.0 19.2 8.6 12 8.62
CNBM 3323 BUY 9.64 14.56 51.0 12.8 4.6 2.2 22.37
China Res Cement 1313 BUY 5.71 7.20 26.1 18.2 7.9 1 2 27.9

Source: Company data, Sinopac Securities
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Cement demand: real estate investment slowing, irdstructure investment steady

The new regulatory policies on property marketseht@ken effect. The significantly lower growth
in real estate sales area in 2011 means a probalificant decline in new construction area for
commercial houses in 2012. The new housing staigs/ear comprise a considerable proportion of
affordable housing (or slightly above 10m unitshdAthe affordable housing to be constructed in
2012 will be 6m-8m units, according to a work remrbmitted by the Ministry of Housing and
Urban-Rural Development (MHURD) to the standing cottemri of the National People’s Congress.
The decline in new affordable housing stars in 20422011 may lead to a negative growth in
overall new housing starts. Based on the relatigndietween construction area and new
construction area, we estimate the constructioa grewth for 2012 will slow significantly but
will not turn negative. Based on the stable relaiop between investment in real estate
development and new construction area, we expecintrestment in real estate development will
grow 15% y-o0-y in 2012, compared with 31% for thietf1l0 months of 2011.

Chart 1: sales, new construction and investment foreal estate
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Commercial housing sales generally come 9 montkadabf new construction area growth. According
this pattern, new construction area for commehmaking will reach low level in 1H12 and constroiati
area for commercial housing is expected to degligificantly before picking up gradually, subjéxt
the government'’s stance on real estate regulatidrci@dit relaxation. We expect the regulatoryqiedi

on property markets will remain in place at leasttfie next 6 months.

According to the planned construction of 36m upitaffordable housing for the 12th Five-Year
period, construction work for 10m units will begm2011 and 2012 each. As the work fell behind
schedule in 1H11, local governments stepped up #fdrts in this regard during 2H11. As a
result, the 10m units for this year had seen tbeirstruction all begin as of the end of October.
Now, the target for 2012 has been revised downraiiits. Based on the assumption that 60% of
the construction started in 2011 will be completéthin the year and 70% in 2012, there will be
9.6m units of affordable housing to be completed 42m units under construction during 2012,
which in our view will offset the negative effecfa 27% decline in new construction area.
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Table 1: new construction

area for affordable housig

(Imsg.m. New construction are:
201¢ 1,63¢
The first 10 months of 2011 (annualized) 1,764
New construction area for 2012 480
As % of total for2010 29%
As % of total for2011 27%
Completed area for 2012 576
Construction area for 2012 720

Source: WIND, Sinopac Securities
*: Based on the assumption of 60 sq.m. per unit

As the affordable housing construction will effeety compensate the 27% decline in commercial house
investment, the overall investment in real estateelbpment will grow at a relatively high rate.

Investment in water conservancy construction vatat RMB1.8trn for the 1 Five-Year period
(averaging RMB360bn a year), which is well abovettital of RMBO.6trn for the 1" Five-Year
period and will effectively compensate for the deelin investment in railway infrastructure
construction. For the first 10 months of 2011, E#d in water conservancy projects represented
61% of the FAI in railway projects. After the JB@ high-speed train crash, the high-speed railway
construction has been in suspension or semi-suigpenationwide, meaning there will be virtually
no room for further decline in high-speed railwajated investment in 2012. And the government
has recently unveiled a series of policies to ik MOR meet its financing challenges. We
believe the high-speed railway construction is Végly to resume in 2012, especially after the
investigation results of the July 23 accident aleased. When the water conservancy investment
shifts to drinking water safety projects from lasgymle hydropower projects, cement consumption
will increase significantly.

Chart 2: railway investment planning over the pastyears Chart 3: imgtment in water conservancy constructions
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Table 2: summary of cement demand from downstreamrmdustries
2007 200¢ 2009 201¢ 2011E 2012E 2013E
Investment in real estate development (RMB1( 25,28( 30,58( 36,24. 48,26 56,95¢ 65,49¢ 74,01%
% y-0-y 30% 21% 18% 32% 18% 15% 13%
Cement consumption for the Investment (10,000 RM&100m) 1.70 1.50 1.50 1.30 1.20 1.10 1.05
Cement consumption (10,000 tons) 42,976 45,870 54,363 62,747 68,346 72,048 77,714
As % of total (%) 32% 33% 33% 33% 33% 33% 34%
Investment in infrastructure construction (RMB210§ 16,87¢ 20,67¢ 29,09: 34,48: 39,65t 44,41« 48,85¢
% y-0-y 20% 33% 35% 19% 15% 12% 10%
Cement consumption for the Investment (10,000 RM&100m) 2.55 2.20 2.00 1.80 1.70 1.65 1.50
Cement consumption (10,000 tons) 43,041 45,492 58,186 62,069 67,414 73,283 73,283
As % of total (%) 32% 33% 36% 33% 33% 34% 32%
Rural construdon (RMB100m 19,85¢ 24,22¢ 29,80( 36,65¢ 44,35; 53,66¢ 64,39¢
% y-0-y 19% 22% 23% 23% 21% 21% 20%
Cement consumption for the Investment (10,000 RM&100m) 1.20 1.00 0.90 0.90 0.90 0.85 0.85
Cement consumption (10,000 tons) 23,831 24,228 26,820 32,989 39,917 45,616 54,739
As % of total (%) 18% 17% 16% 18% 19% 21% 24%
Other (RMB100 i 35,497 46,50: 58,817 74,52¢ 89,43: 105,53] 122,41
% y-0-y 34% 31% 29% 30% 20% 18% 16%
Cement consumption for the Investment (10,000 RM&100m) 0.70 0.50 0.40 0.40 0.35 0.25 0.20
Cement consumption (10,000 tons) 24,848 23,251 23,527 29,811 31,302 26,383 24,483
As % of total (%) 18% 17% 14% 16% 15% 12% 11%
Total (100m tons 13.t 13.¢ 16.2 18.€ 20.7 21.7 23.C
% y-0-y 12% 3% 17% 15% 10% 5% 6%

Source: WIND, Sinopac Securities
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Chart 5: Cement cost make-up

Cement -cont'd

Cement supply: new capacity growth has already peaid

Strict restrictions are placed on new cement capémi 2011-12. According to the State Council's
“Opinions on inhibiting excess capacity and redumdeonstruction in and guiding the healthy
development of the cement industry”, in 2008 theeee 500m tons of backward cement capacity,
or 27% of national total, with 418 production linequivalent to a total capacity of 620m tons
under construction and 147 lines equivalent taa tapacity of 210m tons that had been approved
but not come into construction. As the policiesirtbibit new capacity and eliminate backward
capacity have been fully implemented, the productines under construction as of the end of
2009 may be put into operation much later than ccleel and it will be more difficult for new
production lines to be approved. Excluding the capdor the production lines that have been
approved but not come into construction (cemengepts will be suspended if their construction
work does not begin as of September 30, 2009.) amstiming the 620m-ton capacity will be
gradually put into operation between 2010 and 2@f2wvhich 320m-ton capacity was put into
operation in 2010), we expect new capacity will22®m tons in 2011 and only 80m tons in 2012,
showing a stabilization in cement capacity reledsa. 2012, we forecast cement demand to
approximate 2,170m tons and cement capacity avaitabbe 2,350m tons, implying a capacity
utilization rate of 92.3%.

Chart4: cement output and capacity for 2000-2012
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Source: WIND, Sinopac Securities

Costs: Huge divergence between eastern and westeaneas; to watch new cement price
catalysts
Coal and electricity prices represent a lion’s sldré5% of total cement production costs in most
regions. Therefore, central and western areascisdlyeNorth West China and North China, have
significant advantages in terms of cement prodactiosts since they are major coal sources in
China, while East China and some other areas seéeheasts. We expect thermal coal demand
will continue to rise during 1Q12 (the traditiorzdéak sales season for coal), partially driven by
sluggish hydropower generation, and we therefopeexcement producers will bear heavier cost
burden.

chart 6: thermal coal (FOB) price trend

m Labor and other ® Coal

B Raw materials = Depreciation

Electricity
FOB price: Shanxi quality mixed coal

880.00 -
860.00 -
840.00
820.00 4
800.00 -
780.00 -
760.00 -
740.00

720.00

5 @ @ @ @ & @ > @ &

0“'\0 Q"V\Q &\0 q“\Q 6”\0 uﬁ’\g 6\\0 '\9\0 N”\Q '\}\0
R I A S Y W

O S A A S AU U S S S

g g
Q" O
&
'

Source: WIND, Sinopac Securities

SINOPAC SECURITIES

45



Hong Kong/China Equity Research @ S.
inoPac

December 2011 - Hong Kong/China Investment Strategy

OUTPERFORM

Sector update Coal prices to be kept high by transport bottlengekd higher costs

Investment themes

d Effective coal supply continues to be constrained=irst, with the onging integration of
national coal resources and the gradual migrafi@mergy production to western China, coal
transportation distance and volume will increagmificantly, demanding stronger railway
capacities. However, China will see very limitedwth in railway capacity in the coming two
years. Therefore, effective coal supply will conénto be constrained as coal miners still
depend on railway capacity to plan their producti®acond, as the concentration of the coal
industry is rising, coal miners will have greatefiience on coal prices by, for example,
controlling their coal supply. Third, state-run koaners, which have become dominant coal
producers in China, have stronger awareness ofiip@al safety, which in some sense will
also constrain effective coal supply.

d Domestic coal demand will be sustained by China'silsfast economic growth. China will
more likely see its economic growth slow in 201pared with previous years. However,
domestic fixed asset investment (FAI) is expectdcantinue high growth, given the
accelerating urbanization, the planned construcif@®m units of affordable housing and the
investment of RMB4trn in water conservancy consimacin the next 10 years. Therefore,
coal demand is still expected to grow at a relbtikigh rate.

d Coal prices will be pushed up by higher productiorcosts.Coal miners’ profit margins are
declining as labor costs and policy-related taxeesps are rising. With the ongoing
integration of coal resources, coal miners willdacreasingly strong bargaining power and,
as a result, they can pass on higher costs to d@ans customers through price increases,
which will help support domestic coal prices. Aliigh the National Development and
Reform Commission (NDRC) has recently proposecbtdain spot coal prices, we believe
the proposal would be impractical if the tax burded logistic costs for coal miners were not
reduced.

d Global coal prices are expected to fluctuate at hig levels due to still-tight coal
supply/demand picture. Major coal export countries in the Asia-Pacificioegwill continue
to see their coal export growth slow in 2012, irt pae to weak transportation infrastructure
and their own stronger coal demand, while thedemstving emerging countries, such as India
and China, and Japan will have steadily rising aoglort demand. Therefore, global coal
market will remain tight. In addition, Australialiddegin to levy resource and carbon taxes on
its coal miners, which will result in significanthigher coal production costs for them. Given
the above-mentioned developments, we expect ghahprices to fluctuate at high levels.

. Risks and concerns: (1) lower coal demand as a rdswf enhanced environmental
efforts; (2) sharp decline in coal demand as a relwf global economic downturn

. Stock pick: Given the solid fundamentals of the coal sectom ashole, we takeéChina
Shenhua (“Shenhua”, 1088.HK)andChina Coal (1898.HK) as our top picks, due to the
following: (1) both the companies have huge cos¢mees and are accelerating their capacity
release, with asset injections from their respectiarents; (2) Shenhua is stepping up its
acquisition of power plants to achieve strongeesyybetween its power generating and coal
mining business segments and thus enhance itsiguafitability; and (3) China Coal has
significant technological edges in coal mining niiaety and a large share of the market for
such machinery in China. As the national coal nesintegration is drawing to a close,
China’s coal machinery market will enter a golderiqal of growth.

Robert Wei
(86) 21 6886 5358ext138
Robert.wei@sinopac.com

Peer comparison

Closing price Targetprice  Upside PER (x) Yield (%)  ROE (%)
Company Code Rating (09/12/11, local currency)  (HK$) (%) FY10 FY11 Fy11 Fy11
Shougang Res 0639 BUY 2.85 4.50 57.8 8.5 5.7 53 14.2
YCM 1171 BUY 17.58 23.00 29.2 8.0 8.0 3.9 229
China Coal 1898 NEUTRAL 9.10 12.70 39.5 139 93 3 13.7
China Shenhua 1088 BUY 34.45 43.00 24.8 155 11.7 3.4 22.3

Source: Company data, Sinopac Securities
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Effective coal supply continues to be constrained i2012.

First, Coal transportation will come under more acue stress as the ongoing coal
resource integration accelerates the migration ofreergy production to western China.
The coal resource integration, which began in ShBnavince in 2005, has been gradually
carried out nationwide. Up to now, several majoalqmoducing regions including Henan,
Inner Mongolia, Shanxi, Shaanxi and Guizhou, haasidally completed their coal resource
integration and have passed related acceptancé&sch&ecording to the 12Five-Year plan
for the coal industry, the integration will conte@and during the five-year period, greater
efforts will be made to build 14 major coal-prochgibases that will represent more than 90%
of national total coal output, and to form 10 10@m-level and 10 50m-ton-level super large
coal enterprises that will represent 60% of natiooial coal output.

According to the plan, China’s coal and other eieargroduction will be migrated westward
further, demanding stronger railway coal transpapacity. However, China will see very
limited growth in the capacity in the coming twoayg With the energy production centers
being shifted to western areas, Shaanxi, Shanxivaslern Inner Mongolia will contribute
60% of national incremental coal output, of whidb%g or about 70m tons, needs to be
transported to other provinces via railways. Howetlee railways under construction will not
contribute to the coal transport capacity until 20Therefore, China’s coal miners will still
depend on railway capacity to plan their productiand it remains hard to remove the
bottlenecks that constrain the effective coal suppecond as the concentration of the coal
industry is rising, coal miners will have greataflience on coal prices by, for example,
controlling their coal supplyrhird , state-run coal miners, which have become domiceait
producers in China, have stronger awareness oftpeal safety, which in some sense will
also constrain effective coal supply.

Table 1: capacity for China’s three main coal trangort railway channels (10,000 tons)

Year 2009 2010 2011 2012
North channel 53,617 64,004 71,700 74,000
Datong-Qinghuangdao line 33,017 40,504 45,000 45,000
Fengtai-Shacheng line 4,000 5,000 6,000 6,000
Beijing-Yuanping line 1,400 1,500 1,700 2,000
Jining-Tongliao line 900 1,000 1,000 1,000
Shuohuang line 14,300 16,000 18,000 20,000

Central channel 19,000 20,000 20,500 20,500
Shijiazhuang-Taiyuan line 11,000 12,000 12,500 12,500
Handan-Changzhi line 8,000 8,000 8,000 8,000
South channel 18,157 22,576 24,400 25,400
Taiyuan-Jiaozuo line 7,000 9,000 10,000 10,000
Houma-Yueshan line 7,857 8,876 9,000 10,000
Longhai line 1,500 2,000 2,000 2,000
Xian-Ankang line 800 1,200 1,400 1,400
Nanjing-Xining line 1,000 1,500 2,000 2,000

Total 90,774 106,580 116,600 119,900
Annual increase 5,140 15,806 10,020 3,300

Source: Sinopac Securities

Table 2: China’s coal railways under construction ad planning

Railways under
construction

Central-south line

With a total length of 1,260 km, the line will rfiom Watang Town, Xing County, Lvliang City of
Shanxi Province , through Henan Province, to Righag of Shandong Province. Its capacity is

designed to be 90m tons annually when first rettas2013 and to increase to 200m tons in the long
term.

Jinzhou-Chifeng line

The 287.7km line, which will run to Jinzhou Portielihhas a Phase-1 throughput capacity of 50m
tons, is planned to open in 2013 and will be cotetkto Chidabai line.

Zhungeer—Caofeidian

The line, with a total length of more than 1,000&nd a designed long-term capacity of 200m tons
annually, will run from Tangshan to ZhangjiakouPhase 1 and from Zhangjiakou to Zhungeer in
Phase 2. Preliminary work for the line was caroatlin 2009 and construction work will begin as
soon as in 2011.

Lanzhou-Xinjiang
double-track line

Construction work for the 1,776 km line began atehd of 2009 and | The lines are expected to
will be completed in 2013. add 300m coal transport

Hami-Ceke line

With a total length of 650km, the line has its 0. section opened to | capacity.
operation and its Ha Lin section to be construfitech year-end 2011,
with the whole line projected to be completed wittiiree years.

Railways under
planning

Hami-Xining-Chengdu
line

The 1,050 km line is under planning

Source: Sinopac Securities
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¢ Domestic coal demand will rise modestly in 2012.

First, China will continue to face lower externalntind, given the uncertainties over the
global economic outlook for 2012 as a result ofgtik-sluggish U.S. economic recovery and
the worsening European debt crisis. Second, Chimeésall FAI will decelerate due to the
ongoing property market regulation, railway constian adjustment and decrease in other
investment, in addition to the fact that local gowaent financing vehicles are due to pay
interest on their huge debts into 2012. Third, @srconsumption will remain weak, in part
due to the significant income divergence. Thereforances are high that China's economy
will slow down in 2012. However, given the advamrimrbanization and the planned
construction of 36m units of affordable housing floe 12" Five-Year period as well as the
investment of RMB4trn in water conservancy constarctfor the coming 10 years, we
believe China’s FAI will continue to grow at a réaly high rate, which will drive the
growth of coal-consuming industries. For 2012, wpeet the growth to be 8.6% for GDP,
22% for FAI, 10% for the power industry, 6% for theilding material industry and 7% for
the steel industry and 4% for the chemicals ingustspectively, and we forecast a 7.5%
growth in coal demand.

Chartl: cumulative monthly growth in thermal power generation, cement output, crude steel productionral FAI for the first ten months of 2011
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Source: Wind, Sinopac Securities
® Coal prices will be pushed up by higher productiorcosts.

Coal miners’ profit margins are declining as labosts and policy-related tax expenses are rising.
For the first three quarters of 2011, the HK-listedl companies as a whole posted a 47% y-0-y
growth in production costs and a lower growth %38 revenues. As the concentration of the coal

industry is rising, coal miners will have strongargaining power. To address higher cost pressures,
coal miners may pass on some of their producti@sdn downstream customers through price

increases, which in turn will help support domestial prices.

According to recent media reports, contract coadgsr for key power plants are expected to
rise by 5%, while spot coal prices will be contairfer example, 5,500 Kcal thermal coal spot
prices will be capped at RMB800/ton). Taking inte@mt as whole (a) slowing coal capacity
growth, (b) weakening coal demand, (c) still highbgl coal prices and (d) higher production
costs, we expect domestic coal prices to rise tiyiddy 5-8% in 2012, compared with 10% for
2011; in particular, we expect key contract coades to rise by least 8%, and non-key contract
coal prices to rise by 5%.
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Chart 2: revenues and production costs for the coahdustry
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*« Global coal prices are expected to fluctuate at hig levels due to still-tight coal
supply/demand picture.

First, Asia-Pacific coal exports will continue tedline in 2012. Major coal export countries in the
Asia-Pacific region experienced a sharp declinghigir exports in 1H11, with the combined
exports of the six main export countries in theiogrdalling 11.58% y-o0-y. Expect for the U.S.
which recorded a strong growth of 32.6% in coalatq all the other countries saw their coal
exports decline, led by Indonesia which recordelgaine of 38.3% and Australia which posted a
decline of 11.38%. In 2012, Indonesia, South Afécel Vietnam will see lower coal exports, in
part due to their poor coal infrastructure andrtbgin stronger coal demand. Second, coal demand
in the Asia-Pacific region will be steady. Southr&a has rapidly increased its coal imports in
recent years. Japan has seen its coal demand eleglia result of the March 11 earthquake and
tsunami. Going forward, its coal demand is expettetebound in 2012 due to the post-disaster
reconstruction and the limits imposed on nucleargrodevelopment there. India, another major
coal importer, has continued strong economic grawttecent years, with a number of coal-firing
power plants under construction. And its GDP groistforecast to stay high, at 8-10%, in 2012. In
2011-12, the country’s coal demand is projecteoet96m tons, comprising 554m tons from local
production and 142m tons from imports, showing r@da supply/demand gap, according to a
Reuters report quoting India’s coal secretary AlaitiPas saying. Third, major coal export
countries in the Asia-Pacific region have increase@tion on their coal industries. Despite so, the
still tight global coal supply/demand picture wéllow coal miners to pass on higher costs to
customers and will thus help support global coatgx. Third, although major coal exporting
countries in the Asia-Pacific region have been éamsing their coal-related taxation, coal
companies are expected to pass on the higher wostsstomers due to the still tight global coal
supply, thus giving support to global coal prices2010, the Australian government introduced a
bill to levy a 30% resource tax on iron ore andldoens with an annual profit above A$75m.
Since Australia has a significant share of 1/3lobgl coal trade volume, the rise in its coal expor
prices will help keep global coal prices at highels.

Table 3: coal exports from the Asia-Pacific regior§10,000 tons)

2008A 2009A 2010A 1H2010 1H2011
Australia 25,964 27,290 30,048 14,312 12,682
Indonesia 13,511 15,651 10,901 6,652 4,104
u.s. 6,044 5,217 6,706 3,431 4,549
South Africa 5,922 5,820 6,932 3,069 3,017
Vietnam 1,970 2,699 1,976 1,062 891
China 4,544 2,238 1,903 1,014 875
Total 57,955 58,915 58,466 29,540 26,118
% y-0-y 1.7% -0.8% -11.6%

Source: Wind, Sinopac Securities
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Gold OUTPERFORM
Sector update Gold price supported by central banks’ purchase

« Investment themes.As the European crisis is spreading and the W Sohsidering
QE3, global major currencies are expected to déegieedurther in 2012, which will
benefit gold price and the gold sector. AccordiagMorld Gold Council (WGC), in the
12 months ended 3Q11, India and China combinedpi@sent 54% of the world’s gold
demand (India 31% and China 23%). In our comparisetween India and China’'s M2
and gold price, we find a high correlation betwéeem. Assuming a growth of 13-17%
in India and China’s M2, we expect gold price torage US$1,560/ounce in 2011 and
US$1,794/ounce in 2012, meaning gold price wik iy 15% y-0-y in 2012.

¢ Investment demand from central banks.We believe central banks will increase their
respective gold reserves for risk aversion. Acemydio WGC, Russia added its gold
reserves by 19.5 tons in October, Thailand purchasere than 15 tons in September,
and China’s September gold import hit a record lifjp6.9 tons, 6 times the import a
year ago. In 3Q11, central banks’ net gold purchatded 148.4 tons, a significant rise
from 66.5 tons in 2Q11. For full-year 2011, we extpavestment demand from central
banks will account for 10% of overall gold demahdaddition, their purchase of gold at
a price range of US$1,500-1,800/ounce from JulyOwiober will add to investors’
confidence.

¢ Steady supply/demand picture for gold.On one side, we anticipate gold demand will
be relatively steady, primarily due to stable galdmand from jewelry and the
technology sector. However, given the fast-growimgnetary supply globally, we
believe gold price may rise slightly on higher goldestment demand. On the other side,
global mined gold output stayed above 600 tonstqugr and scrap gold volume is
steady as some investors are still bullish on madiand long-term gold price. Since gold
demand is driven much more by jewel and investrdentand than the demand from the
industrial sector, we believe gold price will beinta driven by global monetary supply
growth rather than the current gold supply/demantiife.

« Stock pick. We believe China’s gold sector as a whole will istng earnings results.
The expected further rise in the gold price assalt®f stronger investment demand and
faster currency depreciation will push up the golite. Therefore, gold miners, if are
able to keep their mining costs steady, will haighér gross margins, with their profits
likely to be further driven by their planned capge&xpansion. Given the expected strong
growth in the gold sector’'s earnings and the glazanomic uncertainties, we believe
the sector will outperform. We recomme@tina Gold Int'l (2099.HK) as the company
has significantly increased its mineral reservasitmoverall output will be considerably
driven up by its planned Phase 2 capacity expandiith the potential mining asset

Jack Xu acquisitions, the company is .t.radin_g _at attractigriation Imultiple_ re.lz.itive to thg sector

(86) 21 6886 5358 ext158 average. We also thinkhaojin Mining (1818.HK) with a significant portion of

jack.xu@sinopac.com revenues from gold, will benefit substantially frayold price rise. Compared with the

sector average, the company has higher gold odegrand lower mining costs.

Peer comparison

Closing price Target price Upside PER (X) Yield (%) ROE (%)
Company Code Rating  (09/12/11, local currency) (HK$) (%) FY1l FY12 FY11l FY1l
China Gold Int'l 2099 BUY 20.65 28.80 39.5 13.1 9.6 N/A 6.4
Zhaojin Mining 1818 Not rated 13.92 N/A N/A 174 13.1 24 33.0

Source: Company data, Bloomberg, Sinopac Securities
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High correlation between gold price and global mortary supply

Gold doesn’t generate cash flow and has few dd#yer technological applications. However, its
scarce reserves and other characteristic makgyjiteaof inflation-proof investment, especially in a
period characterized by high inflation and rapid netary supply growth when increased
investment demand and accelerated currency depioecigsually send gold prices higher.

But it is hard to make a reasonably accurate priedictf global monetary supply growth since the
prediction involves a large number of countries Hrete may be substantial deviation between the
official data and the real data regarding monetagply. According to WGC, in the 12 months
ended 3Q11, India and China combined to represé¥it & the world’s gold demand (India 31%
and China 23%). In our comparison between IndiaGlnicia’s M2 and gold price, we find a high
correlation between them. Assuming a growth of 1BB% in India and China’s M2, we expect
gold price to average US$1,560/ounce in 2011 anfil{¥®4/ounce in 2012, meaning gold price
will rise by 15% y-0-y in 2012.

Chart 1: high correlation between M2 growth and godl price in China and India
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Steady supply/demand picture for gold

On one side, we anticipate gold demand will betirgdly steady, primarily due to stable gold
demand from jewelry and the technology sector. Haregiven the fast-growing monetary supply
globally, we believe the gold price may rise slighdn higher gold investment demand. On the
other side, global gold output stayed above 608 tprarterly, and scrap gold volume is steady as
some investors are still bullish on medium and g gold price.

Since gold demand is driven much more by jewel iandstment demand than demand from the
industrial sector, we believe the gold price wil imainly driven by global monetary supply growth
rather than the current gold supply/demand picture.

Chart 2: gold demand breakdown (ton)
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Chart 3: gold supply breakdown (ton)
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Investment demand from central banks for foreign reserves diversification

We believe central banks will increase their redpeagold reserves for risk aversion. According to
WGC, Russia added its gold reserves by 19.5 tonsctob@r, Thailand purchased more than 15
tons in September, and China’s September gold impbe record high of 56.9 tons, 6 times the
import a year ago. In addition, Bank of Korea méddirst gold purchase in 10 years, of 25 tons,
in June. Bank of Mexico kept abreast of its couragsy with a total purchase of 98.5 tons for the
January-July period. Bolivia has increased its gelserves by 225,000 tons to 1.361m tons. In
3Q11, central banks’ net gold purchase totaled4léshs, a significant rise from 66.5 tons in 2Q11.
For full-year 2011, we expect investment demandnfreentral banks will account for 10% of
overall gold demand. In addition, their purchasgalfl at a price range of US$1,500-1,800/ounce
from July to October will add to investors’ confidee.

Table 1: gold reserves ranking by country

Ranking Country /region /organization Gold reserves (ton)  As % of forex reserves
1 Us 8133.5 74.2
2 Germany 3401 71.4
3 IMF 2814
4 ltaly 2451.8 71.2
5 France 24354 66.2
6 China 1054.1 16
7 Swiss 1040.1 17.8
8 Russia 836.7 7.7
9 Japan 765.2 3.3

10 Netherlands 612.5 58.9
11 India 557.7 8.7
12 ECB 502.1 31.3

Source: WGC, Sinopac Securities
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Chart 4: gold price vs. US dollar index
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Chart 5: ratio of gold price to oil price
25

20

15

0 T T T T T
2006/2/10 2007/2/10 2008/2/10 2009/2/10 2010/2/10 2011/2/10

Source: Bloomberg, Sinopac Securities
Copper price weighed down by global slowdown

Copper price, which is affected by economic outlaslcopper is an important industrial metal, has
fallen to intra-year low. However, we expect coppece will stabilize in 4Q11 and rise slightly in
1H12, given the strong downstream inventory reglemient demand in China, partially fuelled by
the low copper price. For full-year 2011, we expéhtna’s copper consumption will account for a
major share of 7-8% of global total.

Chart 6: copper price has tumbled due to slowing glbal economy (RMB/ton)
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Menswear OUTPERFORM

Sector update Steady growth expected to continue

e Steadily-growing menswear industry.In 2009, China’'s menswear market amounted to
RMB377.6bn (or 47.6% of the overall apparel markeg)siimplying a CAGR of 17.75%
in 2004-2009. In the coming three years, the measwalustry is expected to grow at a
CAGR of 16.38% to reach a size of RMB691.7bn (or 510f%e overall apparel market
size) in 2013, thanks to policy supports and higlesidents’ income levels. Especially,
leading menswear companies will grow at an abodestry-average rate as customers
are more sensitive to quality and brand.

« Raw material cost pressures to easén 2010, the sharp decline in cotton output as a
result of adverse weather conditions gave rise sugply-demand gap and therefore
sparked an uptrend in cotton prices since Octob&0 2placing substantial cost pressures
on China’s apparel manufacturers. Into 2012, howehersupply shortage is expected to
ease as global cotton output is estimated to raaeleord high of 27.155m tons. In 2H11,
after digesting their high-priced inventory in 1H12hina’'s menswear companies will
face lower cost pressures and therefore have dyst@aeven higher gross margins for
full-year 2012.

« Earnings growth ensured by abundant order book.Branded menswear companies
have each recorded an around 30% growth in ordek Hor spring/summer 2012
collections at their recent trade fairs, highemtitze corresponding growth in 2011. The
continued order book growth has effectively ensuheir earnings growth for 1H12. Into
2H12, these companies are expected to face lovetmeessures and therefore raise their
product prices by smaller margins, although thales volume growth driven by business
expansion should ensure strong earnings growtfufeyear 2012. As for gross margin,
leading menswear companies have seen their graggn®aemain steady or rise slightly
this year despite higher costs. Therefore, we btdljsh on menswear companies with
strong bargaining power and high brand recognition.

e« Stock pick: Looking to 2012, given a number of global economitertainties, we
believe the defensive menswear sector will be &Blé investment choice due to its
steady growth and strong earnings. We recomm@hiha Lilang (1234.HK) as the
company has a leading market share in tier-2 aritie® and its newly-introduced brand
“L2” will contribute to its overall customer bas@dibecome a new earnings growth
driver. We also recommentrinity (0891.HK) as the company, which is focused on
high-end menswear market segment and is armedhigthentry barriers by its six well
recognized European menswear brands, will seegaratemand for high-end menswear
from the rising middle class in China. Currently,any and Trinity are trading at 9.3x
and 14.3x 2012 EPS respectively, which are atdlednd of their respective PE bands

Katharine Song and are both well below the average of 17-23x terA-share peers. The relatively low

(86) 21 6886 5358ext118 PE multiples, coupled with an expected growth @uad 27% in their net profits, have

Katharine.song@sinopac.com revealed the investment value of both the companies

Peer comparison

Closing price Target price Upside PER (x) Yield (%)  ROE (%)
Company Code Rating (09/12/11, local currency) (HK$) (%) FY10 FY1l FY11l FY1l1l
China Lilang 1234 BUY 6.95 9.07 30.5 11.3 9.3 5.8 30.6
Trinity 0891 BUY 5.24 7.35 40.3 25.0 16.8 3.3 20.4

Source: Company data, Sinopac Securities
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Menswear -cont’(

e Steadily-growing menswear industry.According to Euromonitor, China’s menswear makiaet
been steadily growing since 2004. In 2009, retzilss for the market amounted to RMB377.6bn
(or 47.6% of the overall apparel market size), yimg a CAGR of 17.75% in 2004-2009. In the
coming three years, the menswear market is expexigow at a CAGR of 16.38% and reach a
size of RMB691.7bn in 2013 (or 51.7% of the oveaplbarel market size).

Chart 1: China’s apparel market size and menswearegment size
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Source: Euromonitor, Sinopac Securities

« Consumer industries growth to be sustained by the glicy of “guaranteeing economic
growth”. For the recent decade, China has seen a steadgneicogrowth, with its nominal
GDP reaching RMB39.8trn in 2010, implying a 10-yeskGR of 15.4%. In the favorable
economic climate, China’s total retail sales of abcionsumer goods grew at a CAGR of
15.64% for the same period, and its urban residgetscapita disposable income rose at a
CAGR of 12.1% to RMB19,109 in 2010 from RMB6,860 in 208&cording to international
experience, consumers will shift their focus tolgyand brand when per capital disposable
income breaks above US$3,000.

Chart 2: China’s total retail sales of consumer gods, GDP and per capita disposable income trend
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Menswear -cont’

In 2011, the Chinese government has stressedvisdogenent policy of “guaranteeing economic growth
and promoting social stability” and has vowed taifile residents’ income during the™Eive-Plan
period, which in our view will help sustain theostg growth of the menswear industry. Meanwhile, the
rapid urbanization will lead to more consumptiorbadnded products. In January-November of 2011,
the total retail sales of garments and textileefterprises above designated size continued gapiah,
rising 23.9% from the year-ago period to RMB700.5bn

Chart 3: Year-to-date retail sales of garments andextile for enterprises above designated size
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« Raw material cost pressures expected to ease in 20In 2010, the sharp decline in cotton
output as a result of adverse weather condition® gise to a wide supply-demand gap,
causing cotton price to rise from RMB17,000-18,000itoOctober 2010 and touch the intra-
year high of RMB33,500/ton in November. However, phiee has been in downtrend since
hitting a high of RMB34,870/ton in February 2011,@opanied by light trading volume.

According to China Cotton Association, China’s aaél cotton area is 80.18m mu (1mu =
66.67 sg.m.) in 2011, up 4.1% from 2010. And thaiokenore favorable weather conditions,
national cotton output is expected to total 7.48&mstthis year, up 12.3% vs. 2010. Global
cotton output is estimated to gain 1.7m tons coegbarith 2010, due to increased cotton
planting area as a result of the high cotton prieesn in 2010. The expected substantial
increase in cotton output for 2011/12 means a lovb@bility of another significant rise in
cotton prices. Cotton, one of the principal raw mate for apparel, represents 40% of the
total raw material costs for China’'s menswear conggrAlthough the companies will still
struggle with high-priced inventory when executitigeir 1H12 orders, the ongoing
stabilization of cotton prices will help alleviateeir cost pressures in 2H12 and therefore keep
steady their gross margins.

Chart 4: cotton price trend
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Table 1: peer comparison

Menswear -cont’(

Earnings growth to be sustained by abundant order bak. For the first three quarters of
2011, most of China’s branded menswear companiesasast profit growth above 40%. To
be specific, Septwolves posted a 60% growth, BaagiBic%, JoeOne 42%, Sinoer 33% and
Lilang 63% (1H11). The continued strong net prgfiowth reflected their strong bargaining
power in the face of higher raw material and labosts. At their recent trade fairs for
spring/summer 2012 collections, the companies mastorded a growth of about 30% in
order book, with order price and volume both risitggo 2H12, after digesting the high-
priced inventory, the branded menswear compane&xected to face lower cost pressures
and therefore raise their product prices by smatiargins. Currently, menswear companies
have much less stores than sportswear companiesh vim average have a store count of
7,000-8,000, meaning the menswear industry stildaubstantial sales growth potential. For
the branded menswear companies, their strong salés this year points to stellar full-year
2011 earing results, and their abundant order fmoR012 indicates a further rise in earnings.

1H11revenue y-0-y Store count Order book growth for 1H12 11EPS PE PEG
Septwolves * 11.94 22.64% 3576 Around 30%, with ASP up 15%-20% 1.394 28.8 0.876
Baoxiniao* 7.33 56.5% 931 30%-+, with ASP up 15%-20% 0.577 24.0 0.784
JoeOne* 9.64 31.02% 2867 30%, with ASP up 15% 0.896 28.9 1.315
Sinoer * 4.84 22.04% 609 Around 30% 1.033 22.3 0.638
Qipai - - >3000 43%, with ASP up 24% - - -
K-boxing >10 - >3000 40%+ - - -
Lilang 10.32 31.2% 3025 28.50%, with ASP up by doubletd|gi 0.505 11.9 0.452
Trinity 12.06 30.4% 451 - 0.328 18.3 0.586
Evergreen Int'l * 3.32 33% 357 34% 0.22 7.12 0.439

Source: Company data, Sinopac Securities, (Trityvenue denominated in HK$), * Bloomberg

Chart5: gross margin comparison

Stockpick. Looking to 2012, given a number of global economitwcertainties, we
believe the defensive menswear sector will be talsiei investment choice due to its
steady growth and strong earnings. Currently, thelistiéd menswear companies are
valued at a significant discount to their A-shaeeng and are trading at the low end of
their respective PE bands, revealing their investmalue. We recommen€hina
Lilang (1234.HK) as the company, which has a solid track recompefation and is the
first to enter the business casual menswear segimer@hina, has strong brand
recognition in tier-2 and -3 cities and its newhyroduced brand “L2” will become a new
earnings growth driver. We also recommdrmihity (0891.HK) as the company, which
is focused on high-end menswear segment and isdanitie high entry barriers by its six
established European menswear brands, will seegeralemand for high-end menswear
from the rising middle class in China.

Chdt net margin comparison
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Railway equipment OUTPERFORM

Sector update Railway equipment tenders expected to resume ir2201

« Investment themes.The still huge demand for passenger and freiglisportation
services in China means a long period of railwaystmiction ahead. And the ongoing
urban expansion is driving the demand for buildamgl upgrading of urban tranportation
facilities. Among the railway-related sectors, wefpr the railway equipment sector
which has high entry batteries and considerablditpgoowth potential. After a rapid
development of high-speed railways in the previgaesrs and a string of railway
accidetns in 2011, China is now adjusting its rajmconstruction mix. The expected
resumption of railway equipment tenders will beatatyst to the sector.

« Vehicle procurement expected to take a larger sharef fixed assets investment
(,FAI") for railway. Investment related to railway equipment procurenigmexpect to
total RMB700bn for the 12th Five-Year period, avémnggRMB140bn a year. And the
investment as a percentange of overall railway BA¢xpected to rise to 25% in 2015
from 12.7% in 2011, mainly because railway equipthmaemand generally lags behide
infrastructure contruction and higher vecicle dgnsiill be required when transporation
demand increases as a reuslt of more railway lieésg put into operation. The railway
construction mix adjustment will make locomotivardend grow faster than EMU train
demand.

« Urban rail construction entering a golden period ofgrowth. Urban rail construction is
being pushed by higer demand for fast and convemighlic transport as a result of
advancing urbanization, expaning urban areas acrgasing residents’ travel distance.
According to the 12th Five-Year development pland@omprehensive transport system,
the number of urban rail vechiles in service withg at a CAGR of 25% and the planned
vehicle procurement will total RMB127.0bn, averagitidB24.5bn a year.

« Profit margin for the whole sector expected to rise With first-mover advantages,
technological edges and policy supports, China's tailway equipment giants, CSR
Corp and CNR Corp, will remain unshakably dominanCimina‘s market for railway
equipment. The two companies are striving to imprdheir profitablity through
assimilation of foreign advanced technlogies andeligment of proprietary products
and technlogies. With a more diverse group of gusts as a result of the reform by the
Ministry of Railways (,MOR"), both the companies Wilave stronger bargaining power
in the future.

e Stock pick: CSR Corp (1766.HK) and CSR Times Electri¢,CTE", 3898.HK) . CSR,
one of the two dominant raiway equipment manufaetuin China, will ride on the
growth of the whole industry. It has technologiealvanges in railway equipment and
enjoys a larger market share for locomotives, ENMAing and urban rail vehicles. Now,
the company is expanding into the fast-growing eingr industries with its highly
competitive core technolgoie<CTE, a subsidiary of CSR that has clear product
positioning and strong technological capablitieqvimles electircal systems and power

Vivian Liu
(86) 21 6886 5358 ext 186 supply control systems that are critical for raywaquipment. Although its 2H11
liu.zheng@sinopac.com earnings results are expected to be adversly iragaby decreaed order inflow, we

expect its earnings to improve in 2012 due to recpin order inflow.

Peer comparison

Closing price Target price Upside PER (x) Yield (%) ROE (%)
Company Code Rating (09/12/11, local currency) (HK$) (%) FY10 FY1l FY1l FY1l
CSR Corp 1766 BUY 5.13 6.77 32.0 20.7 13.5 15 17.6%
CSR Times Electric 3898 BUY 17.18 26.38 53.6 18.8 12.8 3.0 24.4%

Source: Company data, Sinopac Securities
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Railway equipment -cont’d

China still needs to increase its railway capacity.

Existing railways are under capacity stress:China’s regionally divergent economic
conditions and imbalanced resource distribution me#rong transport intensity for its
economic growth. However, the country has been lemart of railway capacity, in part due
to backward railway infrastructure. Now, its majosal transportation railway lines have
already seen their capacity overstretched, and Spheng Festival train ticket rush has
evolved into a serious social issue. In fact, Chirrailway turnover growth, especially for
freight railway lines, has been far behind its alkefreight turnover growth and its GDP
growth. Railway density is lower than other countries:China claims 25% of the global
railway transportation volume with only 6% of theosd’s operational railway mileage.
Railway transportation is superior to other transportation means in some aspectsuch
as energy efficiency and environmental protectiomhich necessitates the further
development of railway transportation.

By 2015, the operational railway mileage is expddie reach 120,000 km, up 31.6% from
the end of 2010.

Chart 1: China’s railway freight transportation tur nover growth has been far behind its overall
freight turnover growth and its GDP growth.

{00 fom ki Railway freight turnover e Overall freight turnover
m ton
e==Railway freight tumover y-o-y Overall freight turnover y-o-y
GDP
160,000 35%
140,000 30%
120,000
’ 25%
100,000
20%
80,000
15%
60,000 A
— 10%
40,000 4—‘,” °
20,000 5%
0 0%
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: National Bureau of Statistics, MinsitryTednsport, Ministry of Railways, Sinopac Securites

SINOPAC SECURITIES

59



Hong Kong/China Equity Research

December 2011 - Hong Kong/China Investment Strategy

& SinoPac

Railway equipment -cont’d

Chart 2: railway passenger turnover vs. overall pasenger turnover
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Vehicle procurement will taker a larger share of rdlway FAI.

China’s medium and long-term railway developmennpk being adjusted. For the 2011-2015
period, we expect railway infrastructure FAI toaoRMB2.3-2.5trn, and railway equipment
procurement to amount to RMB700bn, averaging RMB140pear. Vehicle procurement genrally
lags one year behind railway infrastructure comsion. As railway infrascture projects were
graudually completed and put into operation in 2088mand has been increasing for higher
vechile density. As a reuslt, vechicle procurement percentage of overall railway FAI rose to
12.7% in 2010 and is projected to reach 25% by 204#h an expected CAGR of about 10% in
vehicle procurement-related investment in 2011 A®L{ is ,disappointing” as railway equipment
tenders have been suspended by the MOR).

Chart 3: natioanl overall railway investment vs. ralway vehicle procurement investment
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Railway equipment -cont’d

After a great-leap-forward construction of high-egerailways, China’s four north-south
and four west-east major passenger dedicated rpilimaes have been basically completed.
While high-speed railway construction is set towslahe freight railway transportation
bottlenecks remain serious. Seeing the problemgtheernment has put greater investment
in freight dedicated railway lines on its agendéefiefore, we expect the EMU train
demand to decline and high-power locomotive demtansurge.

Railway equipment tenders are expected to resume igarly 2012

Railway equipment demand has been suppressed byMRBR's suspension of railway

equipment tenders. For the first 10 months of 20ddmpleted railway equipment-related
investment totaled RMB61.6bn, only 42% of the fudlar target set at year-beginning, due
to the funding shortage facing the MOR and the fégbked railway accidents. However,
actual demand for railway equipment, especially Fagh-power locomotives, are still

strong. Given the low-base effect from 2011, weentpa significant growth of more than

70% in railway equipment procurement in 2012. Ahd tesumption of railway equipment
tenders, which is expected to take place late 2@rlgarly 2012, will be a catalyst to the
earnings results and share prices of related comepan

Vehicle demand is expected to grow 25% annually ithe golden period of growth for
urban rail construction.

Urban rail construction is being pushed by higenaed for fast and convenient public transport as
a result of advancing urbanization, expaning urli@as and increasing residents' travel distance.
According to the 12th Five-Year development plandaomprehensive transport system, China’'s
urban rail network will amount to 3,000 km by 208H, increase of 1,605 km from 2011, and the
investment in urban rail construction will total RMBZTtrn, of which infrasture investment will
exceed RMB500bn and vehicle procurement will amountRMB127bn or so, averageing
RMB25.4bn a year. We expect the number of urbanveaihile in service will rise at a CAGR of
25% to 25,285 by 2015 from 8,285 at the end of 2010

Chart 4: total length of urban rail network & forec ast for the next five years
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Chart 5: the number of urban rail vehicles in servce & forecast for the next five years
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No change is expected in the duopoly structure of Hina's railway equipment market.
Currently, China’s two railway equipment giants, CSH @&NR, have a combined market share of
more than 90% for such equipment and rail vehicl#gh policy supports, the two state-run
companies, after years of rapid growth, have thigh entry barriers in terms of technology and
experience. And the national policy of ,independertduction of high-end equipment” has made
it difficult for foregin competitors to step in amn independnt entity. Therefore, the duopoly
structure of China’s railway equipment market iskell to change and, as a result, the sector will
see low likelihood of intensified competition or telgorated profitability. Self-developed
technologies are incresingWith the breakthrough achieved in the core teabgies for EMU
trains and high-power locomotives, the sector tesen shigher localization rate of products and
therefore better profitability. As part of the 1&ive-Year plan for high-end equipment, railway
equipment will receive all-round policy supportscluding tax exemptions for key technolgoies
and equipment as well as imported components aneriaa, and financial support from export &
import banksBargining power with downstream customers is expeetl to strengthen As the
MOR is decentralizing the railway equipment tenderkcal railway bureaus, the sector will have
a more diverse group of downstream custormersddsté the sole customer or the MOR, which
will help enhance the the sector's bargaining power

Risks and concerns:Our expectation is based on the assumption thataGhmonetary policies
will ease to some extent in 2012. Under this assiomprailway equipment tenders are very likely
to resume as the demand will rebound on improvedlifig condition. Further delay in tenders
would adversely impact the earings results andespiaces of related companeis.
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Auto Dealer

Share price

HK$13.16

Target price

HK$15.15

Reason for note
Recommendation

Company update
Unchanged

Trading data

52-week rangeHK$) 9.29/20.00
Market cap. (HK$ mn) 24,848
Market cap. (US$ mn) 3,194

Shares outstanding (mn) 1,908

Avg. daily volume (mn) 57
Avg. daily value (HK$ mn) 77.4
Major sh (%) Blue Natural (65%)
Free float (%) 27.6

Financial data

FY1Q

Equity (RMB mn) 5,93¢
PBR (x) 3.2
ROA (%) 9.5
ROE (%) 25.6
Net gearing (%) 32.6
BVPS (RMB) 3.504

1-mth 3-mth  12-mth
Stock prict -4.9 7.2 -24.7
HSCEI -7.8 -3.8 -20.9

Zhong sheng
HSCEI Index

Zhongsheng Holdings (0881.HK)

Japanese car sales rebound in 3Q11

Long-term growth intact. Zhongsheng acquired Loong Wah Motors in Septemiies.
deal involved a total of 16 4S stores, with 7 Lexoswhich 2 will open to business in
2012), 5 FAW-Toyota, 3 GAC-Honda and 1 Infiniti s#e. As a result of the acquisition,
Zhongsheng's sales network has expanded to 134o4&ssof which 42 are for luxury
brands such as Audi, Lexus, Porsche, Mercedes-Bahindiniti. We expect the number
of its 4S stores will rise to 137 at year-end 20dflwhich luxury brands will represent
31%, up from 29% in 2009, and the remaining 69% @l mid to high-end brands (most
of which are Japanese brands). Going forward, mé&terpansion will continue to be an
important earnings driver for Zhongsheng, and weeekit to add 38 and 36 4S stores in
2012 and 2013 respectively.

Japanese car sales emerging from weaknesgpanese car sales, after being hit hard in
2Q11 due to the earthquake, rebounded significantBQ11. In particular, the sales of
GAC-Toyota, GAC-Honda, FAW-Toyota and DF-Nissan hase substantially by 89%,
50%, 100%, and 16%, respectively in 3Q11 compareit11.According to auto dealers
surveyed, their current Toyota inventory are geheiass than one month, reflecting
strong demand in downstream. We are optimistic allapanese car sales in 4Q11 and
2012. For Zhongsheng, 90% of its mid to high-end partfolio are Japanese cars,
especially Toyota and Honda models. Therefore, wkewe the Japanese car sales
rebound will help boost its 2H11 earnings.

Fast-growing after-sale service revenuesn 1H11, Zhongsheng's after-sale service
segment revenues surged 70% y-0-y to RMB1.4bn, themks enlarged customer base
and increased repair and maintenance demand framy agrs. In 3Q11, the segment
revenues were as high as RMB900m, up 70% y-o-y. WWexéat its full-year after-sale
segment revenues to increase 38% to RMB2.9bn. 11-281 we expect a CAGR of
34.5% in the segment revenues.

Valuation and recommendation: Investors have recently begun to worry about a
possible slowdown in luxury car sales in China ii20We believe the slowdown, if
coming true, will have less impact on Zhongsheragntbn other auto dealers, because its
profits are well supported by the rebound in midhtgh-end Japanese car sales. We
believe the company’s more diversified car portfolill help it avoid the risks from
single-brand operating strategy. Applying 11x 2&ES, we set TP at HK$15.15.

Financial summary

FYE 31 Dec RMB mn) FY09 FY10 FY11F FY12F FY13F

Turnove 13,722 24,043 39,104 55,310 70,698

% chg 30.1 75.2 62.6 41.4 27.8

Gross profi 1,179 2,293 3,876 5,597 7,473

Gross margin¢ 8.6 9.5 9.9 10.1 10.6

EBITDA 818 1,729 2,740 4,022 5,337

% chg 74.2 111.3 585 46.8 32.7

Net profil 471 1,031 1,378 2,183 2,950

% chg 115.3 119.0 33.6 58.4 35.2

EPS(RMB) 0.300 0.560 0.722 1.143 1.545

% chg 114.0 86.7 28.8 58.4 35.2

EPS consens (RMB) 0.738 1.093 1.447

. PEF (x) 35.9 18.8 14.1 8.9 6.6

Vivien Chan DPS (RMB) 0.000 0.105 0.214 0.339 0.458

(852) 2586 8278 Yield (%) 0.0 1.0 2.1 3.3 45

vivien.chan@sinopac.com Source: Company data, Sinopac Securities
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Zhongsheng Holdings (0881.HK)

SWOT analysis

-cont’d

Strengths Weaknesses
e Multi-brand car portfolio covering luxury and mia thigh-end| e The dealership’s expansion of 4S stores dependitonaakers’ strategy.
brands e Potential conflict and cannibalization may occuraagesult of 4S store

e Expanding dealership network from Dalian City, liawg Province
to better-developed North East, East China, Sotina&Cand somse
certain inland regions

e Having the “one-stop service” business model tovid® a broad
range of services including new car sales and-aétler services a
4S stores

t

network expansion.
Selling prices are set by auto OEMs, and new clas sgenerate lower
profit margin.

Opportunities

Threats

e The market-orientated development of China’'s sedwndl car
markets will provide additional opportunities fouta dealers.
Zhongsheng's second-hand car business, althoughrentiyr
representing a limited portion of total revenues| ecome a new|
revenue driver as the synergy between its new ales @and after-
sale services business segments gets increastnghys

e Car rental service will become a new revenue sotioceauto

dealers.

Luxury and mid to high-end car sales are mostly enaccoastal cities in
China where customers’ incomes are more subjestdnomic cycle.
Acquisition costs will rise as a result of morecimée competition between
4S stores

Most of the cars sold by Zhongsheng are large aigphent models
which are subject to the government’s energy-savang emission-
reducing measures.

Source: Sinopac Securities

Core competence analysis

Supplier power

High: The models and prices of cars sold in 4S stoeesetrby auto makers

Entry barrier

High: Successful auto dealership depends on substeafiaihl strength, licensing by auto makers and doog-term relationship with auto makers.

Substitute product

Medium: In China, most car sales are made at 4S stores.

Rivalry

High: Intensified competition as a result of 4S storevoek being expanded to meet higher car demand

Source: Sinopac Securities

Chart 1: Zhongsheng — National dealership network

Further established extensive dealership network in affluent
regions, achieved leading position and formed regional
competitive advantage
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Source: Company data, Sinopac Securities
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Zhongsheng Holdings (0881.HK) -cont'd
Key ratios Rates of return on investment
FYE Dec 31 FY10 FY11F FY12F FY13F . year 1-( cocs | Depreci & Amorti , _SG&A Operating
Growth (% y-0-y) Revenue Revenue Revenue margin
Sales revenue 75.2 62.6 41.4 27.¢ FY10 90.5% 4.2% -1.2% 6.6%
EBIT 115.¢ 54.4 49.¢ 34.: FY11F 90.1% 4.5% -0.8% 6.2%
EBITDA 1118 58.t 46.€ 32.7 FY12F 89.9% 4.4% -0.9% 6.6%
Net profit 119.0 33.€ 58. 35.2 FY13F 89.4% 4.5% -0.9% 6.9%
EPS 86.7 28.¢ 58. 35.2
Profitability (%)
Gross margin 9. 9.9 10.1 10.€ . Working Cap Net PPE Other assets Capital
Operating margin 6.€ 6.2 6.6 6.9 Fiscal year 1/( Revenue Revenue Revenue °~  turnover
EBITDA margin 7.2 7.0 7.2 7.8 FY10 6.4% 7.4% 31.3% 2.2
Netmargin 4.3 35 3. 4.2 FY11F 5.0% 7.8% 25.7% 2.6
ROAA 9.t 7.0 8.2 9.C FY12F 3.7% 7.5% 22.7% 3.0
ROAE 25.€ 21.2 27.¢ 30.€ FY13F 4.0% 7.2% 21.2% 3.1
Solvency
Gross Debt/Equity (%) 83.C 113.2 117.k 114.¢
Net Debt/Equity (% 32.¢ 24 33.7 28.C . . Capital 1- Cashtax _ After-tax return on
Current Ratio (x) 1.2 1.1 1.1 1.1 Fiscalyear  Opmargin X rymover X rate - Inv. Cap
Quick Ratio (x) 0.€ 0.8 0.7 0.8 FY10 6.6% 22 78.2% 11.3%
Net Debt(RMB mn) 1,934 1,719.. 2,903 2,995. FY11F 6.2% 2.6 77.7% 12.5%
Per share data (RMB) FY12F 6.6% 3.0 77.7% 15.1%
EPS 0.56( 0.72z 1.14: 1.54¢ FY13F 6.9% 3.1 77.7% 16.6%
CFPS 0.20( 2.44¢ 1.71¢ 2.30%
BVPS 3.247 3.70¢ 450¢  5.59¢
EBITDA/share 0.94f 143t 210€ 2.79t ROAE
DPS 0.10¢ 0.21¢ 0.33¢ 0.45¢ ) Net income Revenue Assets

o Fiscal year X X - = ROAE

Activity Revenue Assets Equity
Asset Turnover (x) 2.2 2.0 21 2.2 FY10 4.3% 148% 403% 25.6%
Days accounts receivable 2.8 3.0 3.3 3.3 FY11F 3.5% 169% 355% 21.2%
Days sales inventory 37.€ 39.¢ 40.7 41.¢ FY12F 3.9% 185% 380% 27.8%
Days accounts payable 34.2 37.C 39.¢ 41.2 FY13F 4.2% 199% 368% 30.6%

Source: Company data, Sinopac Securities

Chart 2: Zhongsheng — 4S store count

Source: Company data, Sinopac Securities

Chart 3: Zhongsheng — gross margin by business segment
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Zhongsheng Holdings (0881.HK) -cont’d
P&L statement forecast P&L statement forecast
FYE 31 Dec (RMB mn) FY10 FY11F FY12F FY13F FYE 31 Dec (RMB mn) FY10 FY11F FY12F FY13F
Revenue 24,04: 39,10« 55,31( 70,69¢ Total Assets 16,20( 23,08¢ 29,88 35,49¢
Cost of goods sold (21,750) (35,227) (49,7(68,225 Non-current Assets 5,60( 7,40 8,93 10,30¢
Gross Profit 9.5% 9.9% 10.1% 10.6% Property, plant & equipment 1,78¢ 3,061 4,167 5]10¢€
Other income 29t 31¢€ 48: 604 Long-term investment 2,08 2,61 3,041 3,46¢
SG&A expenses (693) (1,173) (1,659,192 Other 1,72¢ 1,72¢ 1,72¢ 1,72¢
Other expense (318) (587) (774Y990; Current assets 10,59¢ 15,68¢ 20,88¢ 25,19¢
Operating profit 1,57¢ 2,43 3,64¢€ 4,89t Cash & cash equivalents 2,99( 6,287 7,20¢ 9,24¢
Interest incomes 27 75 12t 17% Inventories 3,45 4,25¢ 6,82( 7,67¢
Interest expenses (227) (391) 442f (566 Account receivables 28t 364 62€ 64¢€
Net interest income (expen 1,60: 2,50¢ 3,771 5,06¢ Other 3,87: 4,77¢ 6,23¢ 7,61¢
Results from associates 8 20 55 71 Total Liabilities 9,48¢ 15,23¢ 20,43° 24,03¢
Other - - - - Current liabilities 9,06: 13,71( 18,86: 22,38¢
Profit before taxations 1,38  2,13¢ 3,38 457¢ Short-term borrowings 4,92¢ 7,081  10,03¢ 12,00
Income tax (302) (476) (755)1,020 Account payables 2,98t 4,161 6,69( 7,67
Net profit after ta 1,08: 1,66( 2,63( 3,55¢ Other 1,15¢ 1,56¢ 2,13¢ 2,67¢
Minority interest 51 28z 447 604 Non-current Liabilities 423 152¢ 1,57¢ 1,65(
Net profit attri to share holders 1,031 1,37¢ 2,18:  2,95( Long-term borrowings - - - -
Other 427 1,50C 1,50( 1,50
Dividends 192 40¢ 64€ 874 Net assets 6,71f 7,85z 9,38¢ 11,46¢
Retained earnings 83¢ 97C 1,53¢ 2,07¢ Shareholder’s equity 5,93¢ 7,073 8,60¢ 10,68¢
Share capital 0 16€ 16¢ 16¢
EBITDA 1,72¢ 2,74C 4,022 5,337 Capital surplus 5,93t 6,90t 8,441 10,51¢
Depreciation & Amortisation 15: 307 37¢ 44z  Minority interest 77¢ 77¢ 77¢ 77¢
EBIT 1,57¢ 2,43t 3,646 4,89¢ Total equity 6,71¢ 7,85: 9,38¢ 11,465
Source: Company data; Sinopac Securities Source: Company data; Sinopac Securities
Cash flow forecast Key assumptions
FYE 31 Dec (RMB mn) FY10 FY11F FY12F FY13F FYE 31 Dec FY10 FY11F FY12F FY13F
Profit before tax 1,031 137¢ 2,18: 2,95 Revenue breakdown
Adjustments: Mid to high-end brands 13,72° 21,74¢ 29,84t 36,63¢
Depreciation & amortisation 152 307 37¢€ 447 Luxury brands 8,21( 14,43¢ 21,38’ 28333
Change in working capital (3,380) 88C (1,186) (800 After-sale services 2,10¢ 2,91¢ 4,07¢ 5,727
Other (925) - - - Total revenue 24,04 39,10« 55,31( 70,69¢
Net cash flow from operation (856) 2,56t 1,372 2,59 Revenue growth
Net Capex (1,221)  (2,110)  (1,910§1,810 Mid to high-end brands 58.4Y% 58.4% 37.2% 22.8%
Interest incomes - - - - Luxury brands 115.9% 75.9% 48.1% 32.5%
Other (2,079) - - - After-sale services 67.7% 38.5% 39.8% 40.4%
Net cash flow from investment (2,301) (2,110)  (1,910X1,810 Total revenue growth 75.2% 62.6% 41.4% 27.8%
Dividend paid (193) (408) (646) (874, Gross margin
Interest expenses - - - - New car sale 5.8% 6.9% 7.1% 7.2%
Proceeds from shares issued 2,91( 16¢ - - After-sale services 48.9% 47.3% 48.3% 48.8%
Net borrowing 2,48C 3,08 2107 2,13 Consolidated 9.5% 9.9% 10.1%  10.6%
Other 47) - - R
Net cash flow from financing 5,157 2,842 1,46( 1,25¢
Net effecs of FX change on cash (36) - - -
Net change in cash & cash equival 1,994 3,297 927 2,04(
Beginning cash & cash equivalents 1,031 2,99( 6,287 7,20¢
Ending cash & cash equivalents 2 99( 6,281 7,20¢  9,24¢

Source: Company data; Sinopac Securities

Source: Company data; Sinopac Securities
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Apparel

HK$5.24 HK$7.35

Reason for note Company update
Recommendation Unchanged

Trading data

52-week rangeHK$) 8.87/4.83
Market cap. (HK$ mn) 8,976
Market cap. (US$ mn) 1,151
Shares outstanding (mn) 1,589
Avg. daily volume (mn) 4.2
Avg. daily value (HK$ mn) 20.6
Major sh (%) Mr. Fung Kwok-Lun -41.2
Free float (%) 51.6

Financial data

FY10
Equity (HK$ mn) 2,251
PBR (x) 5.4
ROA (%) 10.3
ROE (%) 16
Net gearing (%) 2.9
BVPS (HK$) 1.398

Performance

1-mth 3-mth 12-mth
Stock prict -11.¢€ -28.C -35.¢
HSCEI -7.8 -3.8 -20.9

10 q

Trinity
HSCEI Index

Trinity (0891.HK)

Long-term growth not dented by short-term impact

- Steady progress in store network expansiorAs of June 30Trinity (0891.HK)
had 451 stores. Historically, the company has opeite outlets mostly in the
second-half year, together with the opening of rdepartment stores where the
outlets were located. For full-year 2011, its mamgnt stood by the target of a net
increase of 50 stores in mainland China. The comparullish on the economic
growth in tier-2 and -3 cities and, therefore, il wpen more stores in these cities.
For 2012, the management expects a net increa® 50 stores in mainland China.

- Strong SSS growth.In 1H11, Trinity recorded a strong growth of 19.7T8same
store sales (“SSS”). By geographic segment, the #688th was 14.4% for the HK
& Macao segment, 22.4% for the mainland China seganath 24.7% for the Taiwan
segment, all showing a continued robust trend 5 $®m 2010. In 2H11, the
management predicted a lower SSS growth of 15%pdinicular, ASP increases
resulted in a 10% SSS growth) due to the high-k#set from 2H10. For 2012, the
management expects the slowing China’s economyaditersely impact the high-
end menswear market segment, but they have cocfidiernthe long-term economic
growth in China. In the fallout of the 2008 gloffialancial crisis, the company’s SSS
suffered negative growth in 1H09 as a result ofkeeaales in HK and Macau, but
swung to positive growth in 2H09. We expect its &nth will decline in 1H12
due to the high-base effect from 1H11 and the ne@oeomic regulation in China,
but will recover in 2H12.

» Gross margin expected to stay highln 1H11, Trinity’s gross margin was as high
as 80.8%, up 5ppt from 1H10. In 2H11, the compaunthed its autumn/winter
collections two months earlier than usual, whicti Welp keep its full-year gross
margin around 80%. As Trinity normally purchasesv rmaterials nine months
before production, the raw material costs for thedpcts sold in 2011 were low,
pointing to a high full-year gross margin as wellthough the mounting raw
material costs during this year will be reflectad2D12, we believe the company can
pass on the higher costs to customers, given &gipo in high-end market segment
where customers are less price sensitive as wéB agll-recognized brand names.

Valuation and recommendation:

* Maintain BUY; TP at HK$7.35. Trinity is set to see a high growth in earnings th
year. In 2012, the government’s policy of “maintageconomic growth” will help
cushion the high-end menswear market segment agtiiesadverse effects of
slowing economy. Going forward, the rising middlass in China will represent
substantial growth potential for the market segmeiatwever, given the economic
uncertainties at home and abroad in 2012, we se@fTPK$7.35, implying a
conservative PE multiple of 20x 2012 EPS, whichtithe lower end of its historical
PE band. MaintaiBUY .

Financial summary

FYE 31 Dec (HK$ mn) FY09 FY10 FY11F FY12F FY13F
Turnove 1,645 2,011 2,607 3,031 3,677
% chg 7.6 22.3 29.6 16.2 21.3
Gross profit 1,211 1,552 2,086 2,424 2,941
Gross margin¢ 73.6 772 80.0 80.0 80.0
EBITDA 307 526 811 947 1,094
% chg 375 71.2 54.0 16.9 155
Net profit 180 341 532 634 764
% chg 83.3 89.7 55.9 19.3 20.4
EPS (HK$) 0.142 0.210 0.312 0.368 0.439
% chg 73.9 47.8 488 17.8 195
EPS consensus (HK$) - - 0.309 0.394 0.490
PER (x) 36.9 25.0 16.8 14.3 11.9
Katharine Song PBR (x) 4.1 3.7 3.1 2.8 25
(86) 21 6886 5358 ext 118 D‘PS (HK$) 0.070 0.150 0.172 0.202 0.242
Katharine.song@sinopac.com Yield (%) 13 2.9 33 3.9 4.6
Source: Company data, Sinopac Securities
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Trinity (0891.HK) -cont'd

SWOT analysis

Strengths Weaknesses
e Holding multiple international brands ¢ Inadequate distribution network coverage in tiem2 -3 cities
e High entry barriers to high-end menswear marketrseyg e Small customer base for high-end and luxury menswearket
e Owning property rights of Kent & Curwen and Cerrlg81 segments
e Having a fast-growing sales network in mainlandr@hi » Production depending heavily on OEMs
Opportunities Threats
o Still considerable growth potential for China’s reeear market e Intense competition in high-end and luxury menswearket segments
e Earnings to be driven by the acquisition of thebgloownership rightt e Higher raw material, renting and labor costs
of Cerruti 1881 o Forex-related losses
e Further expansion of distribution network in maneChina  High-end menswear demand likely to be dented bp@wic slowdown
o Potential acquisition of suitable established bsand

Source: Sinopac Securities

Core competence analysis
Supplier power
High: Bargaining power enhanced by growing order boaktaand recognition
Entry barrier
High: Entry barrier to high-end menswear market segiigiier than mass market segment due to the diffiéostering well-known brands
Substitute product
Medium: Possibly lose market share to other high-end meashrmnds if failing to maintain brand loyalty keyg. improving product design
Rivalry
Medium: Less competitors in high-end menswear market segtham low and medium-end, with competition cemgron brand recognition and
product design

Source: Sinopac Securities

Chart 1: Shareholding structure
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Source: Company data
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Key ratios Rates of return on investment
FYE Dec 31 FY10A FY11F FY12F FY13F Fiscal ) COGS + SG&A + Other expenses )= Operat.ing
Growth (% y-0-y) year Revenue Revenue Revenue margin
Sales revenue 22.3 29.6 16.2 21.3 FY10A 22.8% 59.7% -4.0% 21.4%
EBIT 80.5 63.1 191 2038 FY11F 20.0% 59.5% -6.3% 26.7%
EBITDA 71.2 54.0 16.9 155 FY12F 20.0% 59.0% -6.3% 27.3%
Net profit 89.7 55.9 193 204 FY13F 20.0% 59.0% -6.2% 27.1%
EPS 478 4838 178 195
Profitability (%)
Gross margin 77.2 80.0 80.0 80.0 Fiscal j(_Wokngeap  NetPPE , _ Otherassets ) Capital
Operating margin 214 26.7 273 271 year Revenue Revenue Revenue turnover
EBITDA margin 26.2 311 313 297 FY10A 17.3% 9.0% 30.4% 1.8
Net margin 169 204 209 208 FY11F 23.7% 9.0% 53.4% 1.2
ROAA 10.3 12.8 121 128 FY12F 12.4% 6.3% 66.9% 1.2
ROAE 16.0 20.4 204 221 FY13F 20.1% 4.6% 67.2% 1.1
Solvency
Gross Debt/Equity (%) 25.8 454 43.1 471
Net Debt/Equity (%) 29 8.4 N.C. N.C. Fiscal Op margin Capital X 1- Cash tax rate _  After-tax return
Current ratio (x) 1.6 2.3 1.9 1.9 year turnover on Inv. Cap
Quick ratio (x) 11 1.7 15 15 FY10A 21.4% 18 74.0% 27.9%
Net debt (mn) 65.2 2490 N.C. N.C FY11F 26.7% 12 73.0% 22.7%
Per share data FY12F 27.3% 1.2 74.0% 23.6%
EPS 0.210 0.312 0.368 0.439 FY13F 27.1% 11 74.0% 21.8%
CFPS 0.316 0.312 0.679 0.421
BVPS 1417 1.712 1.885 2.081
EBITDA/share 0.324 0476 0.549 0.629 ROAE
DP.S' 0.150 0.172 0.202 0.242 Fiscal Net income X Revenue N Assets _ ROAE
Activity year Revenue Assets Equity
Asset Turnover (x) 0.6 0.6 0.6 0.6 FY10A 16.9% 0.6 15 16.0%
Days accounts receivable 35,2 36.8 36.0 364 FY11F 20.4% 0.6 1.6 20.4%
Days sales inventory 3201 320.1 320.1 320.1 FY12F 20.9% 0.6 1.7 20.4%
Days accounts payable 0.2 52.5 56.4 544 FY13F 20.8% 0.6 1.7 22.1%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Chart 2: Trinity - revenue breakdown by geographicsegment for IHFY11 Chart 3: Trinity - SSS growth
Ovdrseas
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Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
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P&L statement forecast

Balance sheet forecast

FYE 31 Dec (HK$ mn) FY10A FY11F FY12F FY13F FYE 31 Dec (HK$ mn) FY10A FY11F FY12F FY13F
Revenues 2,011 2,607 3,031 3,67Total assets 3,469 4,858 5,596 6,313
Cost of goods sold (460) (521) (606) (735Non-current Assets 2,119 2,782 2,864 2,849
Gross Profit 1,552 2,086 2,424  2,941Property, plant & equipment 182 234 190 171
Other operating income 58 150 175 212 Long-term investment 1,840 2,248 2,361 2,361
SG&A expenses (1,202) (1,552) (1,789) (2,170)Other 97 301 314 318
Other operating costs 22 13 17 15 Current assets 1,351 2,075 2,732 3,464
Operating profit 430 696 827 998 Cash & cash equivalents 515 1,091 1,715 2,151
Interest incomes 1 0 0 0 Inventories 421 494 569 721
Interest expenses (6) 4) ) (1) Account receivables 215 312 287 447
Net interest incmes (expenses) (5) (4) ) (1) Other 200 179 161 145
Results from associates 0 0 0 (rotal liabilities 1,218 1,906 2,322 2,672
Other 0 0 0 0 Current liabilities 848 906 1,450 1,788
Profit before taxations 425 693 825 997 Short-term borrowings 360 540 810 1,215
Income tax (120) (197) (223) (268) Account payables 96 54 133 86
Net profit after ta 305 496 602 728 Other 392 312 507 487
Minority interest 0 0 0 0 Non-current liabilities 370 1,000 872 884
Net profit attri to share holders 305 496 602 728 Long-term borrowings 220 800 600 500
Other 150 200 272 384
Dividends 238 292 349 420 Net assets 2,251 2,952 3,274 3,642
Retained earnings 67 204 253 308hareholder’s equity 2,251 2,952 3,274 3,642
Share capital 159 170 173 174
EBITDA 526 811 947 1094 Capital surplus 2,092 2,782 3,101 3,468
Depreciation & amortisation 101 118 122 9'Minority interest 0 0 0 0
EBIT 425 693 825 997 Total equity 2,251 2,952 3,274 3,642
Source: Company data; Sinopac Securities Source: Company data; Sinopac Securities
Cash flow forecast Key assumptions
FYE 31 Dec (HK$ mn) FY10A FY11F FY12F FY13F FYE 31 Dec FY10A FY11F FY12F FY13F
Profit before tax 461 728 857 1,032 Revenue breakdown (HK$ mn)
Adjustments: HK & Macau 69( 806 870 992
Depreciation & amortisation 101 118 122 97 mainland China 1,14¢ 1,528 1,915 2,398
Change in working capital (36) (271) 241 (363) Taiwan 17¢€ 212 243 285
Other (23) (44) (49) (35)
Net cash flow from operation 513 531 1172 731 Store count
Net Capex (225) (90) (70) (70) HK & Macau 41 42 42 42
Interest income 1 0 0 0 Mainland China 32¢ 379 424 474
Other 24 12 16 17 Taiwan 3¢ 39 39 39
Net cash flow from investment (199) (78) (54) (53)
Dividends paid (189) (238) (292) (349) Gross margin (%)
Interest expenses 4) 4) 2) (1) Consolidated gross margin 77.2% 80.0% 80.0%  80.0%
Proceeds from shares issued 11 69 31 31
Net borrowing (135) 760 70 305 Key ratios
Other 0 (455) (285) (209) Selling expense ratio 41.0% 41.5% 41.0% 41.0%
Net cash flow from financing (317) 133 (478)  (223) Administrative expense ratio  18.8%  18.0%  18.0%  18.0%
Net effecs of FX change on cash 0 (10) (15) (19) Effective tax rate 26.0%  27.0%  26.0% 26.0%
Net change in cash & cash equivds ?3) 576 624 437 Pay-out ratio 2% 55% 55% 55%
Beginning cash & cash equivalents 518 515 1091 1715
Ending cash & cash equivalents 515 1091 1715 2151 SG&A expenses (1,202 (1,552) (1,789) (2,170)
Source: Company data; Sinopac Securities Source: Company data; Sinopac Securities
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Coal

Target price

HK$43.0(

Share price

HK$34.4¢

Reason for note
Recommendation

Company update
Unchanged

Trading data

52-week rangeHK$) 27.10/40.2
Market cap. (HK$ mn) 617,233
Market cap. (US$ mn) 79,132
Shares outstanding (mn) 19,890
Avg. daily volume (mn) 12.4
Avg. daily value (HK$ mn) 425.1
Major sh (%) Shenhua Group -73%
Free float (%) 99

Free float (%)
Financial data

FY10

Equity (RMB mn) 198,32!
PBR (x) 2.8
ROA (%) 20.7
ROE (%) 11.7
Net gearing (%) NC
BVPS (RMB) 9.971
1-mth 3-mth 12-mth
Stock prict -6.3 -1.€ 12.¢
HSCEI -7.8 -3.8 -20.9

40 Shenhua

HSCEI Index

China Shenhua (1088.HK)

Building synergy between coal mining and power geation

® Steadily-growing coal mining segment.In 2011, China Shenhua (1088.HK)
recorded high growth in coal production and saleésr the first ten months, the
company posted commercial coal sales and outp@28i6m tons and 313.1m tons
respectively, up 23% and 30.2% y-o-y. In 2012, tbempany will complete
technological innovation or capacity expansion itsrJin Jie, Ha'erwusu, Sheng Li,
Bu’ertai, Huang Yu Chuan and Li Jia Hao coal minasad thus increase its coal
capacity by 27m tons. In addition, the company tepping up the construction of
Xin Jie, Watermark, Shengli and Shenbao mines teedits revenue growth in the
long run.

® Strong synergy between coal mining and power genetian segments.Shenhua’s
self-produced coal accounts for 96% of the totedlaveeds for its power generation
segment. The synergy between the two segmentsewhipporting the growth of its
coal-mining segment, will guarantee steady coalpsudor its power-generation
segment and thus achieve higher power output dibpdthe company sells most of
its scheduled contract coal to its owner power fdao avoid possible losses from
outward sales. While other power companies havéesed increasingly great losses,
Shenhua’s power generation segment remains quitditgole. In 1H11, the
segment’s operating margin was as high as 18.2%ording to its 1H11 financial
statements. During the same period, 53.63% of tbeep companies nationwide
posted huge losses, with the five major power gspupcluding Huaneng Power,
incurring a combined loss of more than RMB10bn.

® Non-organic growth driven by asset injection.In its announcement in August,
Shenhua said the company would begin acquiringtadsgolving coal mining and
power generation and sales from its parent. Thetassxpected to be injected in the
future include four companies of (a) China Shenkgal-to-Liquid Chemical Co.,
(b) Shenhua Ningxia Coal Industry Group Corp, (t)eShua Xinjiang Energy Co.
and (d) China Shenhua Wuhai Energy Co., which combo represent coal capacity
of 88m tons/year.

® Faster expansion of power generation busines§or the first ten months of 2011,
Shenhua posted power generation and power outppiatih of 148.18bn kWh and
139bn kWh respectively, up 28.2% and 28.4% y-o-ypweing a continued high
growth trend. Capitalizing on the weakness of tbaver industry in China, Shenhua
has stepped up its acquisition of power plantsthie course of this year, it bought
Hulunbeier Power Co. and Luyang Power Co, and peShenwan Energy Co. While
planning to acquire some of the power generatiosetsof its parent, Shenhua is
vigorously advancing its power generation projeictsmultiple regions including
Jiangxi, Fujian and Sichuan provinces. The complaay a total controlled installed
capacity of 30,000 MW in high-efficient operation.

® Valuation and recommendation: maintain TP of HK$4300 and BUY rating. With an
increasing proportion of spot coal sales in totdés, Shenhua grows its coal mining and
power generation segments steadily and enjoysgaraynergy between the two segments.
Therefore, we keep unchanged our forecast of FYid RY12 EPS of RMB2.378 (or
HK$2.936) and RMB2.931 (or HK$3.664) respectiveind maintain TP of HK$43,
implying 14.6x 2011 EPS, at the lower end of istdrical PE band. MaintaiBUY .
Financial Summar

FYE 31st Dec(RMB mn) FY09 FY10F FY11F FY12F FY13F
Turnover 121,312 152,063 201,746 244,406 295,029
% chg 13.2 253 32.7 211 20.7
Gross profit 55,819 65,225 78,723 93,632 110,052
Gross margin% 46.0 429 39.0 38.3 373
EBITDA 58,529 69,929 85,655 101,836 119,675
% chg 18.1 19.5 225 18.9 175
Net profit 31,705 38,132 47,295 58,296 70,580
% chg 19.0 20.3 24.0 233 21.1
EPS (RMB) 1.594 1.917 2.378 2,931 3.54¢8
% chg 19.0 20.3 24.0 233 21.1
. EPS consensus (RMB) - 2.295 2.595 2.902
Robert Wei PER (x) 19.0 15.5 11.7 9.4 7.8
ggg;%xs%siﬁggalcsgom DPS (RMB) 0.530 0.767 0.951 1.172 1.41¢
Yield (%) 1.7 2.6 3.4 4.3 5.2
Source: Company data, Sinopac Securities
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China Shenhua (1088.HK) -cont'd

SWOT analysis

Strengths

Weaknesses

e Having huge coal reserves and fast-growing capacity
¢ Owning convenient coal transport network
e Strong synergy between coal mining and power g¢ineraegments

e Current throughput bottleneck at Huanghua Port eepe to ease
beyond 2013

Opportunities

Threats

o Non-organic growth driven by asset injection

e Stepping up acquisition of power plants during Wesakness of the
power industry in China

e Stronger power generation profitability on highlecéicity prices

e Coal price capped by government
e Lower coal demand due to slowdown in macro-economy
e Higher coal production costs

Source: Sinopac Securities

Core competence analysis

Supplier power

Low: having the largest coal reserves in China, withgelduced coal accounting for 97% of its totallau@eds for its power generation segment.

Entry barrier

High: high capex and technology requirements; nhumbeoalf @companies contained by the government'’s intiegraf national coal resources

Substitute product

Low: coal remains as the dominant energy in China

Rivalry

Low: significant comprehensive advantages with the isdégration of coal mining, power generation, dvahsport, port operation and coal shipping in

China

Source: Sinopac Securities

Chart 1: Shareholding structure
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China Shenhua (1088.HK) -cont'd

Key ratios Rates of return on investment
FYE Dec 31 er expenses i
FY10 FY11lF FY12F FY13F Fiscal year 1-( COGS SG&A Other exp )= o;r)ﬁ;?ui?]g
Growth (% y-0-y) Revenue Revenue Revenue 9
Sales revenue 25.3 32.7 21.1 20.7 FY10 57.1% 5.4% 0.4% 37.1%
EBIT 19.8 23.2 21.0 191 FY11F 61.0% 4.2% 0.3% 34.5%
EBITDA 195 225 189 175 FY12F 61.7% 3.6% 0.3% 34.4%
Net profit 203 240 233 21.1  FY13F 62.7% 3.1% 0.2% 33.9%
EPS 20.3 24.0 23.3 21.1
Profitability (%)
i 42.9 39.0 38.3 37.3 i i
Gross margin Fiscal year 1/( Workingcap Net PPE + Other assets )= tgrar\];();\tlzzlr
Operating margin 371 345 344 339 Revenue Revenue Revenue
EBITDA margin 46.0 42.5 41.7 40.6 FY10 40.1% 138.5% 17.3% 0.5
Net margin 251 23.4 23.9 23.9 FY11F 35.8% 119.2% 8.6% 0.6
ROAA 117 12.9 13.9 147 FY12F 35.0% 110.0% 7.5% 0.7
ROAE 207 223 239 250 FY13F 36.7% 100.1% 6.6% 0.7
Solvency
Gross Debt/Equity (%) 32.6 27.2 23.6 203
i NC NC NC NC i
Net Debt/Equity (%) Fiscal year ~ Op margin X t(l:J?r?(l)t\&/ller x I ?:tseh o Al
Current ratio (x) 1.8 1.8 1.8 1.9
Quick ratio (x) 1.3 1.4 1.4 1.5 FY10 37.1% 0.5 79.6% 15.1%
Net debt (mn) NC NC NC NC FY11F 34.5% 0.6 79.6% 16.8%
Per share data FY12F 34.4% 0.7 79.6% 18.0%
EPS 1917 2378 2931 3549 FY13F 33.9% 0.7 79.6% 18.8%
CFPS 2595 3.189 3.823 4.5
BVPS 9.971 11.39€¢ 13.157 15.28¢
EBITDA/share 3.516 4.307 5.12C 6.017 ROAE
0.767 0.951 1.172 1.419 i
DP.S. Fiscal year Net income Revenue X Assets _ ROAE
Activity Revenue Assets Equity
Asset Turnover (x) 0.5 0.6 0.6 0.6 FY10 25.1% 0.5 1.8 20.7%
Days accounts receivable 23.3 22.4 23.3 23.4 FY11F 23.4% 0.6 1.7 22.3%
Days sales inventory 22.7 15.5 9.0 7.4 FY12F 23.9% 0.6 1.7 23.9%
Days accounts payable 38.6 39.9 43.0 43.7 FY13F 23.9% 0.6 1.7 25.0%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Chart 2: Shenhua — revenue breakdown for 1H11 Chart 3: Shenhua — morghpower output
Other 20.00 60.0%
5%
) - 50.0%
15.00
- 40.0%
10.00 ' - 30.0%
- 20.0%
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2011 ===2010 y-0-y (%)
Source: Company data, Sinopac Securities
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China Shenhua (1088.HK) -cont'd

P&L statement forecast

Balance sheet forecast

FYE 31 Dec (HK$ mn) FY10 FY11F FY12F FY13F FYE 31 Dec (HK$ mn) FY10 FY1lF FY12F FY13F

Coal revenue 102,791 145,128 179,772 221,200 Fixed assets 236,865 257,864 287,107 314,78C

Power revenue 44,733 51,852 59,630 68,575 PPE 179,434 186,437 214,691 241,171

Other revenue 4539 4,766 5,004 5,254 Projects under construction 31,189 54,054 54,054 54,054

Revenues 152,063 201,746 244,406 295,029 Interest in associates 3,285 4,101 5,089 6,283

Cost of goods sold 86815 123023 150774 184977 Other non-current assets 22,957 13,273 13,273 13,273

SG&A expenses (8,143) (10,852) (13,503) (16,797) Current assets 103,995 133,95€ 161,017 200,61¢

Other expenses (631) (650) (669) (690) Inventory 11,167 6,000 6,000 6,000
Notes receivable 10,645 14,123 17,109 20,653

Total operating expense (95,612)(132,223) (160,316) (194,875) Other 8,838 9,044 10,957 13,226

Operating profit 56,451 69,523 84,090 100,155  Cash and cash equivalents 73,345 104,78¢ 126,951 160,73€

Op margin (%) 37.1 34.5 34.4 33.9 Current liabilities 58,900 74,632 88,463 105,31¢

Interest incomes 0 2,342 3,013 0 Accounts payable 18,264 25,875 31,711 38,905

Interest expenses 0 (3357) (3280) 0 Other current liabilities 24,738 35,757 43,751 53,413

Other incomes 0 0 0 0 15,898 13,0® 13,000 13,000

Results from associates 615 816 988 1,193 Non-current liabilities 53,172 53,281 53,400 53,532

Profit before taxations 54,753 67,910 82,529 98,671 Long-term borrowings 48,730 48,730 48,730 48,730

Income tax (11,184) (13,871) (16,857) (20,155) Deferred tax liabilities 2,665 2,774 2,893 3,025

Effective tax rate (%) 20.4 20.4 20.4 20.4 Net assets 228,788 263,90¢ 306,261 356,54t

Profit after taxations 54,774 67,931 82,549 98,691

Minority interest (5,437) (6,743) (7,376) (7,936) Share capital 19,800 19,890 19,890 19,890

Total equity 38,132 47,295 58,296 70,580  Capital surplus 178,435 206,81z 241,78 284,137

Net margin (%) 25.1 23.4 23.9 23.9 Shareholder’s equity 198,325 226,70z 261,67¢ 304027
Minority interest 30,463 37,206 44,582 52,518
Total equity 228,788 263,90¢ 306,261 356,54E

Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities

Cash flow forecast Key assumptions

FYE 31 Dec (HK$ mn) FY10 FY11F FY12F FY13F FYE 31 Dec FY10 FY11lF FY12F FY13F

Profit before tax 56,451 69,522 84,09C 100,15t Coal mining segment

Adjustments: Raw coal output (mn tons) 225 282 330 390

Depreciation & amortisation 13,478 16,132 17,74€ 19,52C % y-0-y 6.9 25.4 17.0 18.2

Change in working capital 864 18,091 8,932 11,042 Coal sales (mn tons) 293 373 442 523

Other 676 676 676 676 % y-0-y (%) 15.1 275 18.6 18.2

Net cash flow from 71,469 104,427 111,444 131,392 ASP (RMB/ton) 427 453 481 504

Net interest expense (2,313) (2,429) (2,550) (2,678) % y-0-y (%) 10.0 6.2 6.1 4.8

Tax paid (11,184) (13,871) (16,857, (20,155) Power generation segment

Dividends received 398 438 482 530 Total power generation (bn kw  141.15 17503 153.57 158.99

Free cash flow 58371 88560 92518 109091 % y-0-y 29.6 24.0 15.0 15.0

Dividends paid (15,253) (18,918) (23,318) (28,232)

Net Capex (271) (46,000) (46,000 (46,000)

Other (50,699) (11,116) (24,356, (29,306)

Net cash flow 7401 31444 22162 33785

Share issuance 0 0 0 0

L”chﬁlzfeen't”s cash and cash 7401 31444 22162 33785

Egg;\’;;‘ggts cash & 65,944 73,345 104,78¢ 126,951

E(;‘Si'\’/‘g ol & 73,345 104,78¢ 126,951 160,73€

Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
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Apparel

Target price

HK$9.07

Share price
HK$6.95

Reason for note
Recommendation

Company update
Unchanged

Trading data

China Lilang (1234.HK)

Abundant order book to ensure sustainable growth

Earnings set to continue rapid growth in 2011.In 1H11, China Lilang (“Lilang”,

1234.HK) posted net profit of RMB228m (+63.1% y-0-y), olutitd EPS of RMBO0.189,
on revenue of RMB1.032bn (+31.2%). The board ofdators proposed an interim
dividend of HK$0.11 a share and a special dividehHK$0.05 a share, implying a pay-
out ratio of 70%. Its master brand “LILANZ” saw aoyy growth of 28% and 34% in

52-week rangeHK$) 5.94/12.1 order value for autumn and winter 2011 collecticespectively, while its sub-brand “L2"
Market cap. (HK$ mn) 8,417 witnessed a growth of 135% in order value for 2Hbllections. The abundant orders in
Market cap. (US$ mn) 1,079 hand will ensure a strong growth in its full-yearmings. For 2012, the company has
Shares outstanding (mn) 1,200 recorded a growth of 28.5% in order value for gpamd summer collections, higher than
Avg. daily volume (mn) 1.8 26.5% for the comparable period in 2011.

Avg. daily value (HK$ mn) 14.2 . . . . . , . o
Major sh (%) Xiao Sheng Int'— 55.1 + Continued rise in gross margin.In 1H11, Lilang's gross margin was 36.4%, up
Free float (%) 320 1.7ppt from 34.7% in 1H10, thanks to its ASP risiiygl3.2% to RMB163 that helped the

Financial data

company pass on higher raw material costs to custnt each of its autumn and winter
trade fairs, the company saw a double-digit groimtproduct ASP, reflecting its strong
brand recognition and bargaining power. Therefitsefull-year gross margin is set to be

. FY10 steady or even rise this year. For 2012, the compell face less raw material cost
Equity (RMB mn) 1.86( pressures as cotton prices are contained by abusdgply. To promote retail-end sales,
PBR (x) 6.1 the company expects to cut its product price irseeao less than 10% from 15% in
ROA (%) 18.9 previous years, but the management remain confidengross margin of more than 40%
ROE (%) 23.9 for 2012.

Net gearing (%) NC ) i )
BVPS (RMB) 1.542 * Robust retail-end sales.For the first three quarters of 2011, Lilang padste

Performance

growth of 17-18% in same store sales (“SSS”). Ahd thanagement expects the
full-year SSS growth will exceed the level of 17.8% 2010. The strong SSS
growth shows robust retail-end sales. As of Sep&mnd®, the company had more

Stock ori 1—:1;2 322”; 123rgtl21 than 3,000 “LILANZ” stores and 200 “L2" stores, Wi& full-year net increase of
HSCEIIO 7 8 -3'8 _20'9 250 and 150 stores expected for the two brandsedsgely. In 2012, the company

lilang
HSCEI Index

expects faster store opening as the sportsweasstndeonsolidation has produced
more suitable store areas, with a net increasé&6f300 “LILANZ” stores and 150

“L2" stores expected for full-year 2012. While tlmempany plans to cut price
increases in 2H12, its nonorganic expansion canurenghe growth in sales
volume.

Valuation and recommendation:

» Maintain BUY and TP of HK$9.07. Lilang’s solid business model and abundant order
book will ensure the rapid growth in its earnings 2011. In 2012, the faster store-
opening will lead to more order inflow and the reed cost pressures will help it maintain
high gross margin, giving a high visibility to isarnings. The company is currently
trading at 9.3x 2012 EPS, which is at the lower ehis historical PE band and is also
significantly lower than its A-share peers. The IB#& multiple, coupled with an expected
CAGR of 26% in its net profit for the coming thrgears, has revealed its investment
value. Given its defensiveness amid the economierainties for 2012, we apply a 12x
2012 EPS and thus set TP at HK$9.07, implying 34%ide potential. MaintaiBUY .

Financial summary

FYE 31 Dec (RMB mn) FY09 FY10 FY11F FY12F FY13F
Turnove 1,560 2,053 2,696 3,420 4,094
% chg 374 31.6 313 26.9 19.7
Gross profi 551 778 1,057 1,385 1,679
Gross margin% 353 379 39.2 40.5 41.0
EBITDA 352 515 732 983 1,20
% chg 110.8 46.5 42.2 343 22.6
Net profit 303 419 601 723 838
% chg 96.6 38.2 435 20.3 159
EPS (RMB) 0.309 0.347 0.498 0.599 0.694
EPS consensus (RMB) - - 0.494 0.589 0.678
EPS (HK$) 0.351 0.404 0.615 0.749 0.868
PER (x) 19.8 17.2 11.3 9.3 8.0
PBR 4.5 3.9 3.3 2.9 2.6
Katharine Song BVPS (RMB) 1.368 1.542 1.711 1.926 2.170
(86) 21 6886 5358 ext 118 D.PS (RMB) 0.110 0.170 0.324 0.360 0.417
Katharine.song@sinopac.com Yield (%) 18 2.8 5.8 6.5 7.5

Source: Company data, Sinopac Securities
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China Lilang (1234.HK) -con

SWOT analysis

Strengths Weaknesses

e Early entry into the business casual menswear rhadgment e Sales subject to seasonal factors

¢ Outstanding product design and brand marketinghitiies e Single-brand marketing strategy

e Well recognized in tier-2 and -3cities e Low transparency of inventory for its distributinetwork
o Nationwide distribution network e Weak retail-end control

Opportunities Threats

o Still considerable growth potential for China’s reeear market e Intense competition

e “L2" expected to be new earnings driver e Higher raw material, renting and labor costs

o Net sales expected to create new revenue stream e Competitiveness of “L2" as a new brand

e Highly-fragmented market conducive to grabbingketishare

Source: Sinopac Securities

Core competence analysis
Supplier power
Medium: stronger bargaining power on growing order boak larand recognition
Entry barrier
Medium: while small-scale operation demands only modegstaanvestment, it's not easy difficult to creatavell-known brand
Substitute product
Medium: possibly lose market share to other varied bramtisis market segment if failing to keep up wigsion and create distinctive brand image.
Rivalry
High: severe competition between varied brands in ayhgggmented market segment
Source: Sinopac Securities

Chart 1: Shareholding structure

Wang brother Management and | | Wang brother Management and otH
other shareholde shareholdel
76.5% 23.5% 76.5% 23.5%
Xiao Sheng Int'l Fidelity Inv Ming Lang Inv BNP Wang brothers other shareholderg
55.1% 6.1% 5.7% 2.2% 5.7% 25.3%
A 4

China Lilang Ltd.
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Lilang Holdings
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v
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Lilang Fujian (China) Lilang China (China) Lilang Xiamen (China)

Source: Company data
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Key ratios Rates of return on investment
FYE Dec 31 FY10A FY11F FY12F FY13F Fiscal i COGS + SG&A 4 _Other expenses )= Operat.ing
Growth (% y-0-y) year Revenue Revenue Revenue margin
Sales revenue 31.6 31.3 28.7 215 FY10A 62.1% 14.8% -0.2% 23.3%
EBIT 46.9 43.4 357 242 FY11F 60.8% 13.8% -0.3% 25.7%
EBITDA 46.5 42.2 36.1 243 FY12F 59.5% 13.6% -0.3% 27.2%
Net profit 38.2 43.5 220 176 FY13F 59.0% 13.4% -0.3% 27.9%
EPS 125 435 219 176
Profitability (%)
Gross margin 379 392 405 410 Fiscal 1/(Worngcap ,__NetPPE _ Otherassets \_ Capital
Operating margin 23.8 25.7 27.2 27.9 year Revenue Revenue Revenue turnover
EBITDA margin 251 27.2 28.7 294 FY10A 37.1% 7.6% 45.1% 11
Net margin 204 223 211 205 FY11F 25.3% 7.8% 42.8% 1.3
ROAA 18.9 24.2 25.6 26.0 FY12F 18.7% 7.5% 41.3% 15
ROAE 23.9 30.6 33.0 339 FY13F 20.4% 7.2% 36.0% 1.6
Solvency
Gross Debt/Equity (%) 0.0 0.0 0.0 0.0
Net Debt/Equity (%) N.C NC  NC NC Fiscal Op margin Capital =~ 1-Cashtax _ féfttfrrn'tgrf
Current ratio (x) 4.0 4.7 3.6 4.2 year turnover rate Inv. Cap
Quick ratio (X) 3.7 4.2 3.2 3.7 FY10A 23.3% 1.1 85.8% 22.2%
Net debt (mn) NC NC NC NC FY11F 25.7% 13 84.0% 28.5%
Per share data FY12F 27.2% 15 75.5% 30.5%
EPS 035 0498 0599 0.694 FY13F 27.9% 1.6 71.5% 31.4%
CFPS 0.43 0.813 1.035 0.998
BVPS 154 1711 1.926 217
EBITDA/share 043 0.607 0.815 0.998 ROAE
DPS 017 0324 036 0417 Fiscal Net income Revenue Assets
X X = ROAE
Activity year Revenue Assets Equity
Asset Turnover (x) 0.9 11 1.2 1.3 FY10A 20.4% 0.9 1.3 23.9%
Days accounts receivable  76.3 62.0 60.0 60.0 FY11F 22.3% 11 1.3 30.6%
Days sales inventory 46.9 46.9 46.9 46.9 FY12F 21.1% 1.2 1.3 33.0%
Days accounts payable 89.3 72.0 70.0 70.0 FY13F 20.5% 1.3 1.3 33.9%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Chart 2: Lilang — revenue breakdown by brand for 1HFY11 Chart 3: Lilang — store count byrand
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Source: Company data, Sinopac Securities Source: Company data, Sinopac Sgesiri
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China Lilang (1234.HK)

P&L statement forecast

Balance sheet forecast

-cont'd ‘

FYE 31 Dec (RMB mn) FY10A FY11lF FY12F FY13F FYE 31 Dec (RMB mn) FY10A FY11F FY12F FY13F

Revenues 2,053 2,696 3,420 4,094 Total assets 2,408 2,553 3,096 3,340

Cost of goods sold (1,275) (1,639) (2,035) (2,416) Non-current Assets 264 322 371 412

Gross Profit 778 1,057 1,385 1,679 Property, plant & equipment 156 211 257 295

Other operating income 9 11 14 17  Long-term investment 30 30 30 30

SG&A expenses (305) (371) (465) (549) Other 78 81 84 87

Other operating costs 4) ) 4) (3) Current assets 2,144 2,231 2,725 2,928

Operating profit 478 694 931 1,143 Cash & cash equivalents 847 1,073 1,328 1,386

Interest incomes 11 22 27 29 Inventories 182 240 283 338

Interest expenses 0 0 0 0 Account receivables 451 465 660 686

Net interest incomes (expens 11 22 27 29 Other 663 453 454 518

Results from associates 0 0 0 0 Total liabilities 548 488 772 720

Other 0 0 0 0 Current liabilities 536 474 757 705

Profit before taxations 488 715 958 1,172 Short-term borrowings 0 0 0 0

Income tax (69) (114) (235) (334) Account payables 376 270 510 416

Net profit after ta 419 601 723 838 Other 159 204 247 288

Minority interest 0 0 0 0 Non-current liabilities 12 13 14 16

Net profit attri to share holders 419 601 723 838 Long-term borrowings 0 0 0 0
Other 12 13 14 16

Dividends 204 391 434 503 Net assets 1,860 2,065 2,324 2,620

Retained earnings 215 210 289 335 Shareholder's equity 1,860 2,065 2,324 2,620
Share capital 106 106 106 106

EBITDA 515 732 983 1,205 Capital surplus 1,754 1,960 2,218 2,514

Depreciation & amortisation 16 16 25 32 Minority interest 0 0 0 0

EBIT 499 716 958 1,173 Total equity 1,860 2,065 2,324 2,620

Source: Company data; Sinopac Securities Source: Company data; Sinopac Securities

Cash flow forecast Key assumptions

FYE 31 Dec (RMB mn) FY10A FY11lF FY12F FY13F FYE 31Dec FY10A FY11F FY12F FY13F

Profit before tax 488 715 958 1,172 Revenue (RMB mn) 2,053 2,696 3,420 4,094

Adjustments: LILANZ 2,012 2,563 3,181 3,726

Depreciation & amortisation 16 16 25 32 L2 41 133 239 368

Change in working capital (183) 77 44 (297)

Other 197 171 223 197 Store count

Net cash flow from operation 518 981 1,250 1,205 LILANZ 2,805 3,055 3,355 3,605

Net Capex (45) (70) (70) (70) L2 80 230 380 530

Interest income 11 22 27 29

Other 277) (206) (264) (249) Gross margin (%)

Net cash flow from investment (311) (255) (307) (290) Consolidated gross margin 37.9% 39.2% 40.5% 41.0%

Dividends paid (192) (204) (391) (434)

Interest expenses 0 0 0 0 Key ratios

Proceeds from shares issued 0 0 0 0 Selling expense ratio -109%  -9.9%  -9.8% -9.7%

Net borrowing (1) 0 0 0 Administrative expense ratio  -3.9%  -3.8%  -3.8% -3.7%

Other 1 (286) (285) (411) Effective tax rate 14.2% 16.0% 24.5%  28.5%

Net cash flow from financing (192) (491) (675) (845)

Net effecs of FX change on cash  (11) (10) (12) (12)

Net change in cash & cash equival 3 226 255 58

Beginning cash & cash equivalents 844 847 1,073 1,328

Ending cash & cash equivalents 847 1,073 1,328 1,386

Source: Company data; Sinopac Securities Source: Company data; Sinopac Securities
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Building Material

HK$5.71 HK$7.20

Reason for note Company update
Recommendation Unchanged

Trading data

52-week rangeHK$) 8.18/4.11
Market cap. (HK$ mn) 36,703
Market cap. (US$ mn) 4,722
Shares outstanding (mn) 6,519
Avg. daily volume (mn) 114
Avg. daily value (HK$ mn) 58.5
Major sh (%) Smooth Concept Inv -73.34
Free float (%) 100

Financial data

FY10
Equity (HK$ mn) 15,24*
PBR (x) 2.6
ROA (%) 15
ROE (%) 7
Net gearing (%) 62
BVPS (RMB) 2.27

Performance

1-mth 3-mth 12-mth
Stock prict -8.2 -9.6 -5.2
HSCEI -7.8 -3.8 -20.9

40 1

China Res Cement
HSCEI Index

30 4

Zhou Yu

(86) 21 6886 5358 ext163
Yu.zhou@sinopac.com

China Res Cement (1313.HK)

Having best sales outlook for 2012

e Sales least impacted by economic downturn in 201Zhina Res Cement (“CRC”,

1313.HK) operates mainly in South China (Guangdong, GuangxHainan) as the
company has more than 85% of cement capacity ia thgion. With exception of the
highly-urbanized Pearl River Delta (“PRD”), Soutti€a has a number of infrastructure
projects and large constructions under way or tocheried out, such as Hong Kong-
Zhuhai-Macau Bridge, the inter-city highway in PRibe Beibu Gulf Economic Zone and
the Hainan International Tourism Island, and isr#fiere expected to be best cement
market in China in 2012. With its cement demandnhafrom infrastructure projects and
rural constructions, CRC is well positioned to avitre risk of a sharp decline in cement
demand from real estate development. As it haotitsilly seen peak sales in the second-
half year, especially in the fourth quarter, thenpany should continue to see strong sales
in 2H12, based on the assumption that China’s eegnwill follow a V-shaped pattern in
the year.

» Steady progress in acquisitionWith a “3+2” strategic system (“3": 1. resourcentml,
2.resource conversion and 3.resource distributi@i; 1.cost advantage and 2.regional
leadership) and a steady growth orientation, CRG bhaen vigorously expanding in
Guangdong and Guangxi as well as the neighbourgipns of the two provinces. Aiming
at the No.3 spot in China’s cement industry, thenpany plans to expand its cement and
clinker capacity to 59.40m tons and 78.70m tonpeesvely in 2012. Having become the
largest cement producer in South China, CRC is pewetrating inland markets such as
Shanxi and Inner Mongolia where the company hasemhisome advantages in cement
supply through the combination of organic and negamic growth, as well as rapid
capacity release. While expanding vigorously, CR&y/9 considerable attention to risk
prevention; its expected net gearing ratio of 1088year-end 2011 will remain much
lower than the upper limit of 180% agreed upon witinks. With a strong operating cash
flow and a remaining credit line of RMB5bn as wal the support from its parent China
Resources Corp, CRC actually has low financialgisk

* Risks and concerns:(a) significantly higher coal and electricity prige(b) sharp decline
in cement demand as a result of property marketleggpn and monetary tightening.

Valuation and recommendation:

* Valuation and recommendation:Based on the assumption that CRC will maintainrsgro
cement sales in 2012, we expect its earnings tarben by capacity release and firm
cement price trend. For the coming two years, wigebe CRC will have steady sales in
South China and better sales in Shanxi and Innenddba as a result of capacity release
and supply/demand relationship improvement, bugisss margin will decline as coal and
electricity prices, which represent a significardgripon of cement costs, will gradually
rise. We expect its total revenue to grow at a CAGR8% in 2011-13 and its EPS to be
HK$0.724/0.905/0.937 in the three years respecyivBlased on our earnings model, we
set our TP at HK$7.20 to reasonably reflect itgingic value. The company is currently
trading at 8.2x 2011 EPS, 6.5x 2012 EPS and 6.3k32BPS, still at a relatively low
valuation level. MaintaiBUY.

Financial Summar

FYE 31 Dec HK$ mn) FY09 FY10 FY11F FY12F FY13F
Turnove 6,907 14,142 25,388 33,684 37,082

% chg 19.5 104.7 79.5 32.7 10.1
Gross profit 2,042 4,463 8,511 11,083 11,993
Gross margin 29.6 31.6 335 329 32.3
EBITDA 1,493 3,079 6,520 8,316 8,957

% chg 294 106.2 111.8 27.5 7.7
Net profit 1,010 2,041 4,719 5,895 6,106

% chg 32.8 102.0 131.2 24.9 3.6
EPS (HK$) 0.400 0.313 0.724 0.905 0.937
PER (x) 14.8 18.2 7.9 6.3 6.1
PBR (x) 2.9 2.6 2.0 1.6 14
BVPS (HK$) 2.011 2.267 2.918 3.622 4.150
DPS (HK$) 0 0.050 0.120 0.140 0.150
Yield (%) 0.0 0.9 2.1 2.5 2.6

Source: Company data, Sinopac Securities
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China Res Cement (1313.HK)

SWOT analysis

Strengths Weaknesses

e Making cement sales in regions with the most fabviera ¢ Cement demand subject to real estate developmehtndastructure
supply/demand relationship construction

e Having strong pricing power in its main marketstsas Guangdong,
Guangxi and Hainan
Opportunities Threats

e Cement demand continually driven by heavy investriteaffordable| ¢  Cement demand adversely affected by FAI decrease

housing, water conservancy, high-speed railway aoither | ,  Sjower-than-expected cement industry consolidatiorShanxi and
infrastructure projects Inner Mongolia
e Earnings to be further driven by acquisitions ina®ki and Inner
Mongolia
Source: Sinopac Securities

Core competence analysis

Supplier power

High: coal and electricity prices combine to represeotenthan 63% of CRC's total costs, and coal anctrsbity companies have full pricing power.

Entry barrier

High: new entrants nearly barred from the industry byginernment’s curbing of coal capacity

Substitute product

Low: currently no economically-feasible alternativesément as a type of building material

Rivalry

Medium: low market concentration due to the strong redi@stures of cement production

Source: Sinopac Securities

Chart 1: Shareholding structure

China Resources
Holdings:
(HK)

"| il L .
73.34% L. 1 26.66%

100% 100%

Rich Teamn

China Resources Cement
Holdings (Hong Kong)
Lirnited (HIK)

China Resources Cement

Limited (Bv]) Resources Limited

(BVI)

Source: Company data, Sinopac Securities
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China Res Cement (1313.HK)

Key ratios Rates of return on investment
FYE Dec 31 FY10A FY11F FY12F FY13F Fiscal 1 COGS + SG&A 4+ __Other expenses )= Operat_ing
Growth (% y-0-y) year Revenue Revenue Revenue margin
Sales revenue 105 79.5 32.7 101 FY10A 68.4% 15.6% 1.7% 14.3%
EBIT 113 1428 28.9 7.1 FY11F 66.5% 12.0% 1.1% 20.4%
EBITDA 106 111.8 275 7.7 FY12F 67.1% 12.0% 1.0% 19.9%
Net profit 102 131.2 24.9 3.6 FY13F 67.7% 12.0% 1.1% 19.3%
EPS 249 1312 24.9 3.6
Profitability (%)
Gross margin 316 335 329 323 Fiscal | j(Woringeap ,_NetPPE ,_Other assets Capital
Operating margin 17.7 226 21.9 21.4 year Revenue Revenue Revenue turnover
EBITDA margin 218 257 24.7 24.2 FY10A -17.7% 154.6% 13.3% 0.7
Net margin 144  18.6 175 16.5 FY11F 0.9% 111.9% 18.7% 0.8
ROAA 6.9 11.2 11.6 107 FY12F -2.9% 102.1% 14.6% 0.9
ROAE 15.1 27.9 277 241 FY13F 0.1% 102.9% 15.3% 0.8
Solvency
Gross Debt/Equity (%) 89.5 109.0 79.3 815
Net Debt/Equity (%) 61.6 808 658 647 Fiscal Op margin x Capital 1-Cashtax _ Q‘tﬁf{ntgﬁ
Current ratio (x) 07 07 0.7 0.8 year turnover rate Inv. Cap
Quick ratio (x) 0.6 0.6 0.5 0.6 FY10A 14.3% 0.7 95.6% 9.1%
Net debt (bn) 9.1 154 155 175 FY11F 20.4% 0.8 91.7% 14.2%
Per share data FY12F 19.9% 0.9 88.0% 15.4%
EPS 031 0.72 090 0.94 FY13F 19.3% 0.8 85.0% 13.8%
CFPS 0.48 0.59 150 124
BVPS 2.27 2.92 3.62 4.15
EBITDA/share 0.47 1.00 1.28 137 ROAE
DPS 0.00 0.00 0.00 0.00 Fiscal Net income N Revenue X Assets _ ROAE
Activity year Revenue Assets Equity
Asset Turnover (x) 0.5 0.6 0.7 0.7 FY10A 14.4% 0.5 2.2 15.1%
Days accounts receivable 33,9 29.0 29.0 29.0 FY11F 18.6% 0.6 25 27.9%
Days sales inventory 33.6 40.0 40.0 40.0 FY12F 17.5% 0.7 24 27.7%
Days accounts payable 52.6 52.6 52.6 52.6 FY13F 16.5% 0.7 2.3 24.1%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Chart 2: CRC - revenue break down for FY10 Chart 3: GR- cost breakdown for FY10

m Cement m Clinker = Concrete mCoal ®mPower ™Raw materials ®Other

Source: Company data, Sinopac Securities
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China Res Cement (1313.HK)

P&L statement forecast

Balance sheet forecast

FYE 31 Dec (HK$ mn) FY10A FY1lF FY12F FY13F FYE 31 Dec (HK$ mn) FY10A FY11F FY12F FY13F
Revenues 14,14; 2538t 33,68 37,08. Total assets 35,328 48,745 51,816 59,340
Cost of goods sold (9,678)16,878) (22,602) (25,089) Non-current Assets 26,971 31,254 37913 44,218
Gross Profit 446 8511 11,08: 11,99: Property, plant & equipment 21,863 26,235 32,007 37,768
Other operating income 252 30z 363 435 Long-term investment 3231 1,728 1,867 2,019
SG&A expenses (2,201) (3,047) (4,042) (4,450) Other 1,878 3,291 4,038 4,431
Other operating expenses (14) (26) (34) (37) Current assets 8,357 17,491 13,903 15,122
Operating profit 2,50C 5,741  7,36¢ 7,941 Cash & cash equivalents 4125 8843 5416 4,700
Interest income 54 64 77 93 Inventories 1182 2517 2,437 3,062
Interest expenses (322) (386)  (463)  (556) Account receivables 1828 2,206 3146 2,746
Net interest income (expens (268) (322) (386) (463) Other 1,222 3,925 2,904 4,614
Results from associates (0) 0 0 0 Total liabilities 20,083 28,962 29,897 34,092
Other 0 0 0 0 Current liabilities 11,887 19,909 19,280 20,942
Profit before taxations 2231 541¢  698:  7,47¢ Short-term borrowings 5156 10312 82249 9,074
Income tax (98)  (450) (838) (1,122) Account payables 1836 3,024 3484 3,740
Profit after taxations 2,13¢  4,96¢ 6,145  6,35¢ Other 4,895 6,573 7,546 8,127
Minority interest 93 25¢ 25¢ 25C  Nor-current liabilities 8196 9,053 10,617 13,150
Net profit attri to share holders 2,041  4,71¢ 589t 6,106 Long-term borrowings 8,064 8909 10458 12,975

0 0 0 0 Other 131 145 159 175
Dividends 0 0 0 0 Net assets 15,245 19,783 21,919 25,248
Retained earnings 2,041  471¢ 589  6,10¢ Shareholders equity 14,776 19,014 20,850 23,879

0 0 0 0 Share capital 652 652 652 652
EBITDA 3,07¢ 6,43¢ 822/ 8941 Capital surplus 14,124 18,362 20,198 23,227
Depreciation & amortisation 847 1,017  1,24C 1,46/ Minority interest 469 769 1,069 1,369
EBIT 2,23:  541¢  6,98:  7,47¢ Total equity 15,245 19,783 21,919 25,248
Source: Company data; Sinopac Securities Source: Company data; Sinopac Securities
Cash flow forecast Key assumptions
FYE 31 Dec (HK$ mn) FY10A FY11F FY12F FY13F FYE 31 Dec FY10A FY11F  FY12F FY13F
Profit before tax 2,231 5,419 6,983 7,478 FYE 31 Dec (HK$ mn)
Adjustments: Clinker 853 1,488 2,080 2,190
Depreciation & amortisation 847 1,017 1,240 1,464 Cement 9,946 18,825 24,759 26,532
Change in working capital 2,448 (1,550) 1,595 (1,099) Concrete 3,348 5,075 6,845 8,360
Other 401 57 229 143
Net cash flow from operation 5,927 4,942 10,047 7,985 Cost (HK$)
Net Capex (8,073) (8,154) (6,523) (6,850) Cement & clinker 7,194 13,035 17,514 18,819
Interest income 57 63 69 76 Concrete 2,592 3,843 5,088 6,270
Other 361 (156) 103 27)
Net cash flow from investment  (7,655) (8,247) (6,352) (6,800) Gross margin (%)
Dividends paid 0 0 0 0 Consolidated gross margin 36.9 33.5 329 32.3
Interest expenses (137) (150) (165) (182)
Proceeds from shares issued 0 0 0 0
Net borrowing 2,765 8,253 (6,908) (1,678) Key ratios
Other 126 0 0 0 Selling expense ratio 5.9% 5.9% 5.9% 5.9%
Net cash flow from financing 2,754 8,103 (7,073) (1,860) Administrative expense ratio 4.6% 4.6% 4.6% 4.6%
Net effecs of FX change on cash 157 (80) (49) (42) Effective tax rate 4.4% 8.3% 12% 15%
Net change in cash & cash equival (1,764) 4,718 (3,426) (717)
Beginning cash & cash equivalents 6,152 4,125 8,843 5,416
Ending cash & cash equivalents 4,125 8,843 5,416 4,700
Source: Company data; Sinopac Securities Source: Company data; Sinopac ®ezsl
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Zhengtong Auto (1728.HK)

Auto Dealer

Share price Target price

Focused on luxury cars

HK$6.72 HK$8.87
e — - ——— Company update « Company profile. Zhengtong Auto (1728.HK)is the second largest BMW dealer in
Recommendation Unchanged China and also focuses on other luxury brands imgududi, Land Rover, Porsche and

Volvo. Its mid to high-end brand portfolio includ®~M Honda, DFM Nissan, Beijing
Hyundai, Toyota, Honda, Chevrolet and Buick. As & ¢émd of 1H11, the company owns

Trading data

52-week rangeHK$) 11.48/5.46 ] ) o ) )
Market cap. (HK$ mn) 15,070 28 4S stores, with 18 stores for high-end brandstlae remaining 10 for mid to high-end
Market cap. (US$ mn) 1,937 brands. We believe the portfolio concentrated owity brands should help the company
Shares outstanding (mn) 2,200 to ride on the significantly increase in luxury cates.
Avg. daily volume (mn) 14.9
Avg. daily value (HK$ mn) 119.4 « Earnings drivers: Zhengtong's earnings will be driven by: (1) Potainéarnings growth
Major sh (%) Joy Capital (62%) of the company’s diversified auto services-reldbediness, which comprises after-sales
0, 0,
Free float (%) 38% service, automobile logistics and automotive ludmis trading as well as car loans and
second-hand car tradin@®) Strong sales growth of luxury vehicles, assulteof wealth
FY10 effect increase and consumption upgrade that haee kiriven by the rapid economic
Equity (RMB mn) 4,015 growth in the past and will be further driven bgalily-rising per capita income in the
;I(B)i ((’;/)) 5 (2); future; (3) Zhengtong is focused on expanding teevark of 4S stores for luxury and
0 B 0
ROE (%) 12.4% ultra-luxury brands. It is expected the companyl wikn 55 luxury 4S shop in 2012,
Net gearing (%) NC account for 74% of its total 4S shop; and (4) étes outlets are primarily located in well-
BVPS (RMB) 2.624 developed western and central regions.
o Earnings forecast: In 2011-13, we expect Zhengtong's earnings to gabw CAGR of
: 1-mth  3-mth 12-mth 64%, and its revenues at a CAGR of 62%, due to: d@ssgrowth of its existing 4S
Stock prict 23z -20:f -6.4 dealers; (b) revenue growth in its non-auto busirsegments; and (c) extra profits from
HSCEI -7.8 -3.8 -20.9

potential acquisitions.

Relative . L
_ Risks and concerns:(1) Auto dealers have weaker bargaining power #nztn makers;

Zhengtong

. HSCEI Index (2) Acquisition costs will increase as a resultnténse competition between auto dealers;
(3) luxury car sales may slow down in 2012; and €4gcution risks for merger and
acquisition.

« Valuation and recommendation: The dealership business in China is still in rapid
growth. We expect Zhengtong's earnings to rise B6969in 2012. The company is
attractively trading at 15.6x 2011 EPS or 8.3x 2BPS. We maintaiBUY and set TP at
HK$8.87, implying 11x 2012 EPS and 32% upside pixéen

=
<
“
=
=3
&

Financial summary

FYE 31 Dec RMB mn) FY09 FY10 FY11F FY12F FY13F

Turnove 4,981 8,034 18,650 39,701 48,767

% chg 63.6 61.3 132.1 112.9 22.8

Gross profi 415 726 1,892 3,890 5,125

Gross margin¢ 8.3 9.0 10.1 9.8 10.5

EBITDA 262 454 1,267 2,455 3,337

% chg 120.1 73.2 1794 93.7 35.9

Net profil 146 276 751 1,472 2,021

% chg 3315 89.2 172.2 96.0 37.3

EPS(RMB) 0.097 0.180 0.358 0.669 0.919

% chg 3217 85.6 98.7 87.1 37.3

EPS consens (RMB) 0.336 0.639 0.863

. PEF (x) 61.0 32.1 15.6 8.3 6.1

Vivien Chan DPS (RMB) 0.000 0.000 0.107 0.201 0.276

(852) 2586 8278 Yield (%) 0.0 0.0 1.9 3.6 4.9
vivien.chan@sinopac.com Source: Company data, Sinopac Securities
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Zhengtong Auto (1728.HK)

SWOT analysis

Strengths Weaknesses
e Multi-brand car portfolio concentrated on luxurydamid to high-| e The dealership’s growth of 4S stores depend onrmateers’ strategy.
end brands .

Including new car sales and after-sale servicealksas car logistics
and automobile lubricants sale.

Having the “one-stop service” business model tovigl® a broad
range of services including new car sales and-aétler services a
4S stores

Potential conflict and cannibalization may occuraagesult of 4S store
network expansion.

Selling prices are set by auto OEMs, and new clas sgenerate lower
profit margin.

[

Opportunities

Threats

e The market-orientated development of China’'s sedwrdl car
markets will provide additional opportunities fouta dealers.
Zhengtong's second-hand car business, although erdlyr
representing a limited portion of total revenues| ecome a new|
revenue driver as the synergy between its new aas and after-
sale services business segments gets increastrmhgs
Fast-growing auto-related business helps it inergasfits for non-
auto business segments.

Car rental service will become a new revenue sotioceauto
dealers.

e Luxury and mid to high-end car sales are mostly enaccoastal cities in
China where customers’ incomes are more subjestdnomic cycle.
Acquisition costs will rise as a result of moresimée competition between
4S stores

Most of the cars sold by Zhengtong are large dégpteent models which
are subject to the government's energy-saving amésseon-reducing
measures.

Source: Sinopac Securities

Core competence analysis

Supplier power

High: The models and prices of cars sold in 4S stoesetrby auto makers

Entry barrier

High: Successful auto dealership depends on substaagightstrength,

licensing by auto makers and dongd-term relationship with auto makers.

Substitute product

Medium: In China, most car sales are made at 4S stores.

Rivalry

High: Intensified competition as a result of 4S storsvoek being expanded to meet higher car demand

Source: Sinopac Securities

Chart 1: Zhengtong — 4S store regional distribution
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Zhengtong Auto (1728.HK) -cont’d
Key ratios Rates of return on investment
FYE Dec 31 FY10 FY11F FY12F FY13F Fiscal year 1-( COGS + Depreci & Amorti + SG&A )= Operating
Growth (% y-0-y) Revenue Revenue Revenue margin
Sales revenue 61.3 1321 1129 22.8 FY10 91.0% 4.6% -0.6% 5.0%
EBIT 80.2 1827 97.4 36.0 FY11F 89.9% 4.4% -0.4% 6.1%
EBITDA 73.2 179.4 93.7 35.9 FY12F 90.2% 4.5% -0.4% 5.7%
Net profit 89.2 172.2 96.0 37.3 FY13F 89.5% 4.6% -0.4% 6.3%
EPS 85.6 98.7 87.1 37.3
Profitability (%)
Gross margin 9.0 101 9.8 10.5 . Working Cap Net PPE Other assets Capital
Operating margin 50 6.1 5.7 6.3 Fiscal year 1/ Revenue Revenue Revenue = turnover
EBITDA margin 5.6 6.8 6.2 6.8 FY10 8.2% 5.0% 12.0% 4.0
Net margin 3.4 4.0 3.7 4.1 FY11F -3.2% 6.9% 8.0% 8.5
ROAA 6.0 8.7 11.0 12.3 FY12F -2.3% 5.0% 5.1% 12.8
ROAE 124 17.5 29.0 321 FY13F 1.4% 5.2% 5.2% 8.5
Solvency
Gross Debt/Equity (%) 18.0 26.8 30.8 317
Net Debt/Equity (% -67.5 -78.8 -75.2 -49.6 Fiscalyear ~ Op margin X Capital X 1- Cashtax _ After-tax return on
Current Ratio (x) 23 15 1.3 1.4 Turnover rate Inv. Cap
Quick Ratio (x) 2.0 1.2 1.0 1.1 FY10 5.0% 4.0 76.8% 15.4%
Net Debt(RMB mn) (2,710.8) (3,594.7§4,203.9) (3,473.5)  FY11lF 6.1% 8.5 75.5% 39.6%
Per share data (RMB) FY12F 5.7% 12.8 75.5% 54.9%
EPS 0.180 0.358 0.669 0.919 FY13F 6.3% 8.5 75.5% 40.4%
CFPS 0.061 1.500 1.323 0.698
BVPS 2.624 2172 2.541 3.185
EBITDA/share 0.296 0.604 1.116 1.517 ROAE
DPS 0.000 0107 0.201 0.276 _. Net income Revenue Assets

T Fiscal year - = ROAE
Activity Revenue Assets Equity
Asset Turnover (x) 17 21 3.0 3.0 FY10 3.4% 119% 302% 12.4%
Days accounts receivable 4.6 4.1 3.8 4.0 FY11F 4.0% 176% 248% 17.5%
Days sales inventory 26.1 25.8 27.0 28.8 FY12F 3.7% 244% 320% 29.0%
Days accounts payable 68.9 68.0 68.6 67.6 FY13F 4.1% 291% 266% 32.1%

Source: Company data, Sinopac Securities estimates

Chart 2: Zhengtong - 4S store count

ousce: Company data, Sinopac Securities estimates

&h3: Zhengtong — gross margin by business segment
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Zhengtong Auto (1728.HK) -cont’d
P&L statement forecast P&L statement forecast
FYE 31 Dec (RMB mn) FY10 FY11F FY12F FY13F FYE 31 Dec (RMB mn) FY10 FY11F FY12F FY13F
Revenue 8,034 18,650 39,701 48,767 Total Assets 6,73 10,619 16,24( 16,757
Cost of goods sold (7,308) (16,758) (35,812,642 Non-current Assets 722 1,631 2,36¢ 2,938
Gross Profit 726 1,892 3,890 5,12¢ Property, plant & equipment 404 1,288 2,00z 2,549
Other income 47 75 159 19t Long-term investment 17¢€ 201 22t 248
SG&A expenses (368) (821) (1,787)2,243 Other 141 141 141 141
Other expense - - - - Current assets 6,01( 8,988 13,87: 13,819
Operating profit 405 1,146 2,262 3,077 Cash & cash equivalents 3,43 4,816 5,92¢ 5,695
Interest incomes 9 24 45 57 Inventories 74¢ 1,616 3,67¢ 3,207
Interest expenses (56) (112) (238) (293  Account receivables 86¢ 1,595 3,31( 3,956
Net interest income (expen 47) (87) (193) (235, Other 961 961 961 961
Results from associates 10 19 40 49 Total Liabilities 2,65¢ 6,000 10,59: 9,693
Other 30 - - - Current liabilities 2,641 5,982 10,57: 9,675
Profit before taxations 390 1,053 2,064 2,83 Short-term borrowings 721 1,221 1,72 2,221
Income tax (91) (258) (506) (694, Account payables 1,84i 4,688 8,77¢ 7,380
Net profit after ta 299 795 1,558 2,13¢ Other 73 73 73 73
Minority interest 23 44 86  11& Non-current Liabilities 18 18 1€ 18
Net profit attri to share holders 276 751 1,472 2,021 Long-term borrowings - - - -
Other 18 18 1€ 18
Dividends - 225 442  60€ Net assets 4,07: 4,619 564¢ 7,064
Retained earnings 276 526 1,0311,41¢ Shareholder’s equity 4,01t 4,561 5,591 7,006
Share capital 171 191 191 191
EBITDA 454 1,267 2,455 3,337 Capital surplus 3,84: 4,369 5,40( 6,815
Depreciation & Amortisation 48 121 193 25¢  Minority interest 58 58 5€& 58
EBIT 405 1,146 2,262 3,077 Total equity 4,072 4,619 5,64¢ 7,064
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Cash flow forecast Key assumptions
FYE 31 Dec (RMB mn) FY10 FY11lF FY12F FY13F FYE 31 Dec FY10 FY11F FY12F FY13F
Profit before tax 276 751 1,472 2,021 Revenue breakdown
Adjustments: Luxury brands 4,80: 15,124 33,13¢ 40,434
Depreciation & amortisation 48 121 193 25¢ Mid to high-end brands 2,20¢ 2,015 4,16¢ 4,938
Change in working capital (568) 1,247 3161,575 After-sale services 60z 1,083 1,94¢ 2,923
Other 120 - - - Logistics 167 159 167 175
Net cash flow from operation (124) 2,119 1,981 70€ Automotive lubricants 25€ 269 282 296
Net Capex (216)  (1,030) (930) (830 Total revenue 8,03 18,650 39,70: 48,767
Interest incomes - - - - Revenue growth
Other 43 - - - Luxury brands 114.3% 215.0% 119.1% 22.0%
Net cash flow from investment (173)  (1,030) (930) (830, Mid to high-end brands 8.8% -8.7%  106.9% 18.5%
Dividend paid - (225) (442) (606, After-sale services 58.1% 80.0% 80.0% 50.0%
Interest expenses - - - - Logistics 30.3% -5.0% 5.0% 5.0%
Proceeds from shares issued 3,016 20 - - Automotive lubricants 26.8% 5.0% 5.0% 5.0%
Net borrawings 456 500 500 50C Total revenue growth 61.3% 132.1%  112.9% 22.8%
Other 79 - - - Gross margin
Net cash flow from financing 3,551 295 58 (106, New car sale 5.4% 7.8% 7.9% 8.1%
Net effecs of FX change on cash 1 0 - - After-sale services 4% 43.8%  44.5% 45.8%
Net change in cash & cash equival 3,254 1,384 1,109 (230 Logistics 21.6% 24.5% 25.0% 25.5%
Beginning cash & cash equivalents 177 3,432 4,816 5,92 Automotive lubricants 18.9% 17.5% 18.0% 18.5%
Ending cash & cash equivalents 3432 4,816 5,925 5,69 Consolidated 9.0% 10.1% 9.8% 10.5%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
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Railway equipment

Share price

HK$5.13

Target price

HK$6.77

Reason for note
Recommendation

Company update
unchanged

Trading data

52-week rangeHK$) 2.38/11.4:
Market cap. (HK$ mn) 71,969
Market cap. (US$ mn) 9,227
Shares outstanding (mn) 11,840
Avg. daily volume (mn) 26.1
Avg. daily value (HK$ mn) 84.0
Major sh (%) CSG-67.2
Free float (%) 17.1

Financial data

FY1C
Equity (RMB mn) 19,244
PBR (x) 2.0
ROA (%) 3.9
ROE (%) 13.8
Net gearing (%) NC
BVPS (RMB) 1.625
1-mth 3-mth 12-mth
Stock prict 6.C 35.C -49.4
HSCEI -7.8 -3.8 -20.9

Relative
2 ——CSR

HSCEI Index

CSR Corp (1766.HK)

One of the railway equipment duopoly in China

* Competitive advantages from technological capabiiies. One of the railway
equipment duopoly in Chin&SR Corp (1766.HK)derives a significant proportion, or
72% of total revenue from railway vehicles procufeg the Ministry of Railways
(MOR), 7% from urban rail vehicles procured by magities and 20% from the new
industries. Compared with CNR, the other one of thepdly, CSR has a better
assimilation and command of technologies and hasingr advantages. As the
procurement of railway equipment may be decengsdlito local railway bureaus, we
believe CSR can grab more market share in a more etrariented competitive
environment.

Revenue growth to be mainly driven by locomotivesral urban rail vehicles. Given
the railway construction restructuring in China, e¥g@ect CSR will have more demand
for high-power locomotives and heavy-load freigt#irts while seeing its EMU train
revenues slow down. Its locomotive revenues aree@rpd to decline 8% in 2011 as
demand from the MOR procurement has been supprdssethe revenues are expected
to rebound sharply in 2012 after the consumptionadivay tenders. As of October 31,
the company had orders in hand of RMB24bn for urla@nvehicles, and the revenues
for such vehicles are projected to approach RMB1Al2012, up 80% y-o-y.

Developing the new industries business segment witbading technologiesCSR is
expanding into new industries with its cutting-edeehnologies. In 2011, the company is
expected to record revenues of more than RMB12bhéanbtisiness segment. And the
revenues are expected to grow at a CAGR of 30% tesept 20% of its total revenue
by 2015. In particular, the company has achievedependent production of wind
turbines, with its domestic ranking climbing to Ran 2011 from No.12 in 2010 in terms
of installed wind power capacity; especially, ildethe largest share of the market for
high-altitude wind power in China. Also, CSR is depéhg auxiliary drive system for
electricity vehicles and it has established co-afpez relationship with auto makers such
as FAW, ChangAn, Dong Feng Motor and Geely. AndGBT industrial base, which is
the largest in China and is scheduled for operatic2014, will fill the technological gap
in this area and win the government’s financialgarp

Gross margin expected to rise(1) Locomotive and urban rail vehicle gross masgin
will rise. CSR will have higher gross margin for R and 9,600kw high-power
locomotives as it has achieved 100% localizatide far the technologies used in the
locomotives. With new order inflow expected to remg the gross margin will reach a
desirable level in 2012. And its urban rail vehigess margin will go up to the
company-wide average due to the significant risecapacity utilization rate. (2)
Consolidated gross margin will rise as the compaillysee more revenue contribution
from high-margin locomotives and new industriesibess segments as well as the urban
rail vehicles business segment which will see apshae in gross margin.

Maintain BUY. Given the long-term railway transport demand inn@hand CSR’s
technological advantages and industry-leading jpositve apply a 15x 2012 (diluted)
EPS and set TP at HK$6.77.

Financial summary

FYE 31 Dec (RMB mn) FY09 FY10 FY11F FY12F FY13F
Turnover 45621 63912 77,875 100,982 120,490
% chg 30.0 40.1 218 29.7 19.3
Gross profi 7,167 10,966 13,893 18,658 22,420
Gross margin% 15.7 17.2 17.8 185 18.6
EBITDA 3,233 4,558 6,393 8,699 10,509
% chg 12.3 41.0 40.2 36.1 20.8
Net profit 1,678 2,529 3,655 4,984 5,973
% chg 21.2 50.7 445 36.4 19.8
EPS(RMB) 0.142 0.214 0.309 0.361 0.433
% chg -9.9 50.7 445 17.0 19.8
EPS consens (RMB) - - 0.308 0.367 0.446
Vivian Liu bPS ?Ifx’)M B) 03 éfo 028)43 0103652, 01017.3 0 c?é57
ﬁi?hzelnggg 503:&80?0"; %86 Yield (%) | _ 0.9 0.9 15 18 21
Source: Company data, Sinopac Securities
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CSR Corporation (1766.HK) -cont’c

SWOT analysis
Strengths Weaknesses
e One of the railway equipment duopoly in China e Concentrated customer base
e Technological advantages e Weak bargaining power with the MOR
o Diversifying product portfolio with core technolegi o Still need to import some of electrical system comgnts
Opportunities Threats
e Strong long-term demand for railway equipment e Uncertainties over industrial policies
e Bright outlook for its new industries business segtn e Higher raw material prices
e To benefit from the 12th Five-Year plan for highderquipment
manufacturing and to win government support witghler technology
localization rate

Source: Sinopac Securities

Core competence analysis
Supplier power
Low: strong bargaining power with suppliers due teeslership position
Entry barrier
High: high technology contents; strict requirements diggreertification, production scale and capital
Substitute product
Low: few alternatives to its products due to its cutiidge technologies
Rivalry
Low: having technological advantages over its stromyesiCNR
Source: Sinopac Securities

Chart 1: Shareholding structure

CSR Group A-share public H-share public National Council
holders holders for Social Security
Eiinre
100%
y
Beijing Railway
Industry Trade 25.32% 17.09% 2.5%
Company
/ A4 A2

CSR Corp

Source: Company data, Sinopac Securities
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CSR Corporation (1766.HK) -cont’

Key ratios Rates of return on investment
FYE Dec 31 FY10A FY11F FY12F FY13F Fiscal . COGS . Depri&Amorti . Op expenses _ Operating
Growth (% y-0-y) year Revenue Revenue Revenue margin
Sales revenue 40.1 21.8 29.7 19.3 FY10A 80.0% 2.0% 12.9% 5.1%
EBIT 47.6 43.0 40.0 20.2 FY11F 79.3% 2.2% 12.5% 6.0%
EBITDA 41.0 40.2 36.1 20.8 FY12F 78.9% 2.1% 12.5% 6.5%
Net profit 50.7 44.5 36.4 19.8 FY13F 78.8% 2.2% 12.5% 6.5%
EPS 50.7 445 17.0 19.8
Profitability (%)
Other
. 17.2 17.8 18.5 18.6 ; ;
Gross margin Fiscal  ;,  wokingcap +  NetPPE 4 assets Capital
year turnover
Operating margin 51 6.0 6.5 6.5 Revenue Revenue Revenue
EBITDA margin 7.1 8.2 8.6 8.7 FY10A 11.7% 26.7% 10.0% 2.1
Net margin 4.0 4.7 4.9 5.0 FY11F 8.2% 27.4% 9.2% 2.2
ROAA 3.9 4.8 5.8 6.1 FY12F 6.0% 26.0% 8.1% 25
ROAE 13.8 17.6 20.5 20.7 FY13F 6.0% 25.4% 7.6% 2.6
Solvency
Gross Debt/Equity 68 65 64 62
(%)
NC NC NC NC ; ; -
Net Debt/Equity (%) Fiscal Op X Capital X 1-cash = retL)?rf:leorrtla)inv.
year margin turnover tax rate Cap
Current ratio (x) 12 11 11 11
Quick ratio (x) 0.6 0.5 0.5 0.6 FY10A 5.1% 2.1 88.7% 9.4%
Net debt (mn) (4,562) (3,917) (206) (1,008) FY11F 6.0% 2.2 88.7% 11.9%
Per share data FY12F 6.5% 25 88.7% 14.4%
EPS 0.214 0.309 0.361 0.433 FY13F 6.5% 2.6 88.7% 14.9%
CEPS 0.384 0.331 0.015 0.073
BVPS 1.625 1.881 1.909 2.263
EBITDA/share 0.385 0.540 0.630 0.761 ROAE
DP.S. 0.040 0.062 0.072  0.087 Fiscal Netincome Revenue Assets _ ROAE
Activity year Revenue Assets Equity
Asset Turnover (x) 1.0 1.0 1.2 1.2 FY10A 4.0% 1.0 35 13.8%
Days accounts g 62 65 58 FY11F 4.7% 1.0 37 17.6%
receivable
Days sales inventory 99 100 100 100 FY12F 4.9% 1.2 35 20.5%
Days accounts payable 148 150 150 150 FY13F 5.0% 1.2 3.4 20.7%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
FY10 revenue breakdown FY11 gross fitdoreakdown
RMB mn RMB mn
New New
industries, industries
12,608 , 20% 2,616 , 24%
Urban rail
e
7.175 . 11%
Source: Company data, Sinopac Securities Seerr Company data, Sinopac Securities
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CSR Corporation (1766.HK)

P&L statement forecast

Balance sheet forecast

FYE 31 Dec (RMB mn) FY10A FY11F FY12F FY13F FYE 31 Dec (RMB mn) FY10A FY11F FY12F FY13F
Revenues 63,912 77,875 100,982 120,490 Total assets 73,566 79,036 92,075 105,118
Cost of goods sold 52,94763,981 82,324 98,070 Current assets 50,124 50,481 57,706 65,321
Gross Profit 10,966 13,893 18,658 22,420 Cash & cash equivalents 14,526 13,899 10,188 10,990
Total operating expenses 8,2159,733 12,621 15,059 Inventories 17,733 17,529 22,555 26,868
Promotion expenses - - - - Accounts receivable 12,834 13,228 17,983 19,146
R&D expenses - - - - Other 5,031 5,824 6,980 8,316
EBIT 3,277 4,686 6,563 7,887 Non-current assets 23,441 28,555 34,369 39,797
Depreciation 1,282 1,707 2,136 2,622 Long-term investment - - - -
Amortisation - - - - Net PPE 17,066 21,359 26,223 30,601
EBITDA 4,558 6,393 8,699 10,509 Other 6,376 7,196 8,146 9,196
Interest incomes 92 482 299 306 Total liabilities 49,725 51,134 58,673 65,143
Net investment incomes - - - - Current liabilities 42,662 44,072 51,610 58,081
Other net operating incomes 1,138 1,246 1,376 1,476 Accounts payable 24,884 26,294 33,832 40,303
Total non-operating incomes 1,230 1,728 1,675 1,782 Short-term borrowings 5,778 5,778 5,778 5,778
Interest expenses 317 599 499 499 Other current liabilities 12,000 12,000 12,000 12,000
Total non-operating expenses 317 599 499 499 Long-term liabilities 7,063 7,063 7,063 7,063
Profit before taxations 3,663 5,289 7,213 8,644 Long-term borrowings 4,204 4,204 4,204 4,204
Income tax 415 598 815 977 Other 2,859 2,859 2,859 2,859
Net profit before —non- 5,48 4691 6398 7,667  Total equity 19,244 22,268 26,355 31,233
recurring items
Non-recurring items (719) (1,037) (1,414) (1,694) Retained earnings 4,453 7,376 11,363 16,141
Net income after preferred 2529 3,655 4,984 5973 Share capital & Capital 14791 14891 14991 15,091
dividends surplus
Common stock dividends 474 731 997 1,195
Retained earnings 2,056 2,924 3,987 4,778 Minority interest 4,597 5,633 7,047 8,742
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Cash flow forecast Key assumptions
FYE 31 Dec (RMB mn) FY10A FY11F FY12F FY13F FYE 31 Dec FY10A FY11F FY12F FY13F
Net cash flow from operation 3,353 5,622 3,986 8,691 Growth rate 40.1% 21.8% 29.7% 19.3%
Net profit 3,663 5,289 7,213 8,644 Locomotives 27.8% (8.0%) 45.0% 25.0%
Depreciation & amortisation 1,282 1,707 2,136 2,622 Passenger trains (6.7%) 25.0% (10.0%) 8.0%
Change in working capital 4,354 5,196 7,385 9,033 Freight trains 25.3% 39.0% 23.5% 14.0%
Other (5,945) (6,569) (12,747) (11,608) EMU trains 84.4% 375%  10.0% 5.0%
Net cash flow from investment  (5,537) (5,618) (6,801) (6,794) Urban rail vehicles 63.7% 5.0% 83.8% 25.0%
Net Capex (5,072) (6,000) (7,000) (7,000) New industries 41.9% 45.0%  30.0% 25.0%
Change in long-term investment (22) 382 199 206
Change in other assets (442) 0 0 0 Gross margin 17.2% 17.8%  18.5% 18.6%
Free cash flow (1,719) (378) (3,014) 1,691 Locomotives 16.0% 18.0%  20.0% 20.5%
Net cash flow from financing 4,930 (631) (897) (1,095) Passenger trains 14.0% 14.0%  14.0% 14.0%
Change in share capital 1,047 100 100 100 Freight trains 11.5% 115% 11.5% 11.5%
Change in borrowings 4,620 - - - EMU trains 21.0% 21.0% 21.0% 21.0%
I_Cht?ln_ge in other long-term (737)  (731) (997) (1,195) Urban rail vehicles 13.5% 15.0% 17.0%  17.0%
iabilities
Net cash flow 2,747 (627) (3,712) 802 New industries 20.8% 20.0%  20.0% 20.0%
Beginning —cash & cash 1) 779 14526 13899 10,188
equivalents
Ending cash & cash equivalents 14,526 13899 10,188 10,990
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
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Coal

Target price

HK$12.7(

Share price

HK$10.0¢

Reason for note
Recommendation

Company update
Unchanged

Trading data
52-week rangeHK$)

Market cap. (HK$ mn)
Market cap. (US$ mn) 17,600

6.59/13.0:

Shares outstanding (mn) 13,259
Avg. daily volume (mn) 22.3
Avg. daily value (HK$ mn) 197.7
Major sh (%) CNCG -56
Free float (%) 99

Financial data

FY10

Equity (RMB mn) 74,04
PBR (x) 1.8
ROA (%) 6.4
ROE (%) 105
Net gearing (%) NC
BVPS (RMB) 5.6
1-mth 3-mth 12-mth
Stock prict -8.E -24 -18.¢
HSCEI -7.8 -3.8 -20.9

20

China Coal
HSCEI Index

China Coal (1898.HK)

Substantial growth potential for coal mining and abmachinery segments

Faster release of coal capacityln 2011,China Coal (1898.HK) saw strong growth in
its coal segment, with coal production and salesiwady climb. On November 15, its
remaining two underground mines in Shanxi Proviscéject to safety examination,
namely An Tai Bao Mine and Jing Dong Mine, resummaduction, allowing the
company to accelerate overall coal production amlés Currently, the company has 8
mines under construction, which combine to represemified capacity of 50.80m tons
and equity capacity of 36.83m tons. It plans to stomct 9 mines equivalent to total
capacity of 111.40m tons and equity capacity of38&n tons. With the capacity to be
gradually released, we expect its overall coal cégao grow at a CAGR of 14% in the
coming three years.

Non-organic growth driven by asset injection.China Coal's parent, China National Coal
Group (“CNCG"), has pledged to solve the horizomtainpetition issue by injecting its coal

mining business to China Coal within the next fixgars. In particular, CNCG plans to inject
some business and assets of China Coal Import &fEXgorp to China Coal within one or two

years, and within three to five years, China Cadlreceive 60% stake in Shanxi Golden Ocean
Energy Co. and 76.56%% stake in China Coal Long EGlalaThese asset injections will increase
China Coal’s coal capacity by nearly 50m tons.

Higher proportion of spot coal sales in total salesand significantly better coal
quality. For the first three quarters of 2011, China Coabsnmercial coal ASP rose by
8.8% from the year-ago period, with the y-o-y AS®wth for each of the three quarters
on steady climb. In 2012, we expect the ASP to icw to rise, due to the following:
(a) steady rise in the proportion of spot coal saile total sales. For the first three
quarters, the company made 44.3% of its total csales in spot markets; (b)
significantly better coal quality for its Ping Shiine; (c) its overall coal prices will
rise due to higher proportion of coke coal outputatal output as a result of its Wang
Jia Ling Mine and Xiao Hui Gou Mine coming into opdon; and (d) contract coal
prices are expected to rise by 5% and spot coakprare projected to stay high in 2012.

High growth in coal machinery segmentFor October alone and the first ten months of
2011, China Coal's coal machinery segment, its sdctargest business segment,
recorded 33% and 15.1% growth in coal machineryoutalue respectively. In the
next five years, China’s coal machinery industryllwtay in boom. According to the
forecast by China National Coal Machinery Industigsociation (“CMIA"), coal
machinery demand will grow at CAGR of 22% in the™1Bive Year period and the
output value of the coal machinery industry wilach about RMB150bn by 2015. With
a comprehensive product line covering supportsaper conveyors, coal mining
machinery, roadheaders and electric machine foringinChina Coal has significant
competitive advantages in the market.

Valuation and recommendation: maintain TP of HK$127 and BUY rating. We expect
China Coal to post strong earnings growth in 2@len its faster release of coal capacity, the
expected continuous high coal prices and the rofmastth in its coal machinery segment. We
keep unchanged our forecast of FY11 and FY12 EPRMBO0.792 (or HK$0.978) and
RMB1.032 (or HK$1.29) and maintain TP of HK$12.mplying 13x FY11 EPS, at the lower
end of its historical PE band. MaintdBtJY .

Financial Summary

FYE 31st Dec(RMB mn) FY09 FY1I0F  FY11F FY12F FY13F
Turnover 53,187 70,303 86,408 103,746 126,838
% chg 2. 322 229 20.1 22.3
Gross profit 12,031 14,479 19,856 25562 32,464
Gross margin% 22.6 20.6 23.0 24.6 256
EBITDA 14,370 18,807 26,771 33,864 42,614
% chg (3.9 30.9 423 26.5 25.8
Net profit 7,409 7,466 10,501 13,688 17,549
% chg 39 0.8 40.6 303 28.2
EPS (RMB) 0.559 0.563 0.792 1.032 1.324
% chg 9.3 0.8 40.6 30.3 28.2
EPS consensus (RMB) 0.779 0.800 1.084 1.196
. PER (X) 14.3 13.9 9.3 71 55
Robert Wei DPS (RMB) 0.154 0.156 0.218 0.285 0.365
(86) 21 6886 5358-138 Yield (%) 1.9 1.9 3.0 3.9 5.0
Robert.wei@sinopac.com - —
Source: Company data, Sinopac Securities
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China Coal (1898.HK)

SWOT analysis

-cont'd

Strengths

Weaknesses

e Having abundant coal reserves and fast-growingaigpa
¢ Owning convenient coal transport network
e Having strong coal machinery R&D capabilities

e Negatively high proportion of contract coal salé¢dtal coal sales
e Capacity release constrained by coal rail trandpatttenecks

Opportunities

Threats

o Non-organic growth driven by asset injections

e Coal machinery segment will enter a period of ragidwth as the
nationwide coal resource integration advances.

e Coking coal revenues to be further driven by thidrap coal industry
consolidation in Shanxi Province

e Coal prices capped by the government
e Lower coal demand due to macroeconomic slowdown
e Production susceptible to coal mine accidents

Source: Sinopac Securities

Core competence analysis

Supplier power

Low: China Coal is the second largest coal miner ardobithe leading coal machinery manufacturers im&h

Entry barrier

High: number of coal companies contained by the govertimertegration of national coal resources; higpearequirements and stringent licensing

procedures;

Substitute product

Low: coal remains as the dominant energy in China

Rivalry

Low: China Coal has significant comprehensive competiidvantages with huge coal reserves of high tyuabnvenient transport network and strong

coal machinery R&D capabilities.

Source: Sinopac Securities

Chart 1: Shareholding structure

Public Shareholders

of H Shares

China National Coal
Group Corporation

Public Shareholders

of A Shares

Source: Company data, Sinopac Securities

China Coal Energy

Company Limited
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China Coal (1898.HK) -cont'd
Key ratios Rates of return on investment
FYE Dec 31 FY10 FY11F FY12F FY13F Fiscal year 1 COGS + SG&A 4 —_Other expenses )= Operati_ng
Growth (% y-0-y) Revenue Revenue Revenue margin
Sales revenue 32.2 22.9 20.1 223 FY10 79.4% 5.3% (0.5%) 15.7%
EBIT 13.2 40.3 30.2 28.1 FY11F 77.0% 5.3% (0.3%) 18.0%
EBITDA 309 423 265 258  FY12F 75.4% 5.3% (0.2%) 19.5%
Net profit 0.8 406 303 282 FY13F 74.4% 5.3% (0.1%) 20.4%
EPS 0.8 40.6 30.3 28.2
Profitability (%)
Gross margin 20.6 23.0 24.6 25.6 Fiscal year 1/( workingcap _ NetPPE ~ ~_Other assets )= Capital
Operating margin 15.7 18.0 195 204 Revenue Revenue Revenue turnover
EBITDA margin 268 310 326 336 FY10 63.6% 69.7% 35.9% 0.6
Net margin 106 122 132 13.8  FY11lF 52.0% 71.2% 29.3% 0.7
ROAA 6.4 8.2 9.7 11.2 FY12F 47.6% 68.0% 24.5% 0.7
ROAE 105 137 164 191  FY13F 48.1% 60.1% 20.1% 0.8
Solvency
Gross Debt/Equity (%) 164 153 139 125
Net Debt/Equity (%) NC NC NC NC Fiscal year Op margin  x Capital 1- Cash tax _ Af‘ter-t;’:\x rectum
Current ratio (x) 25 20 18 19 tumover o T
Quick ratio (x) 1.4 1.0 0.9 0.9 FY10 15.7% 0.6 74.1% 6.9%
Net debt (mn) NC NC NC NC FY11F 18.0% 0.7 74.1% 8.7%
Per share data FY12F 19.5% 0.7 74.1% 10.3%
EPS 0563 0.792 1.032 1.324 FY13F 20.4% 0.8 74.1% 11.8%
CFEPS 0.890 1.314 1.658 2.089
BVPS 5585 5,998 6.572 7.319
EBITDA/share 1.418 2.019 2554 3.214 RoaAE
DPS 0.15C 0.218 0.285 0.365 Fiscal year Netincome ~ _ Revenue Assets _ ROAE
Activity Revenue Assets Equity
Asset Turnover (x) 0.6 0.7 0.7 0.8 FY10 10.6% 0.6 1.6 10.5%
Days accounts receivable 23.6 25.6 25.9 25.7 FY11F 12.2% 0.7 1.7 13.7%
Days sales inventory 29.1 28.8 28.3 27.6 FY12F 13.2% 0.7 1.7 16.4%
Days accounts payable 2.0 1.7 1.4 1.1 FY13F 14% 0.8 1.7 19%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Chart 2: China Coal - revenue breakdown Ch8: China Coal — coal ASP trend
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China Coal (1898.HK) -cont'd
P&L statement forecast Balance sheet forecast
FYE 31 Dec (HK$ mn) FY10 FY11F FY12F FY13F FYE 31 Dec (HK$ mn) FY10 FY1l1F FY12F FY13F
Coal revenue 55,839 70,176 85,314 105,854 Non-current assets 74,23¢ 86,87C  95,89¢ 101,68!
Coking coal revenue 4,888 5,328 5,807 6,330 PPE 46,41¢ 58,99z 67,941 73,62
Coal machinery revenue 6,095 7,075 8,489 10,187 Land use rights 2,564 2,564 2,564 2,564
Other 3,481 3,829 4,135 4,466 Interest in associates 3,995  4,05% 4,132 4,23t
Revenues 70,303 86,408 103,746 126,838 Other non-current assets 21,26C 21,26C 21,26( 21,26(
Coal cost (40,449) (51,425) (61,032) (74,868) Current assets 48,69¢ 46,967 51,41¢ 63,03:
Coking coal cost (4,958) (5,088) (5,546) (6,045) Inventory 6,215 7,40¢ 8,70t 10,507
Coal machinery cost (5,695) (6,530) (7,816) (9,368) Accounts & notes receivable 5,43¢ 6,684 8,02€ 9,812
Other (3,190)  (3,509)  (3,790) (4,093) Other 14,12( 13,73¢ 15,462 17,768
Cost of goods sold (55,824) (66,552) (78,184) (94,374) Cash and cash equivalents 22,922 19,13¢ 19,22« 24,951
Gross profit 14,479 19,856 25,562 32,464 Current liabilities 19,391 23,504 27,93¢ 33,83:
SG&A expenses (3,749) (4,608) (5,533) (6,764) Accounts and notes payable 396 396 396 396
Other current liabilities 17,34z 21,07¢  25,10C 30,457

Other (losses) / Income (54) (30) (30) (30) Short-term borrowings 1,651 2,03C 2,437 2,97¢
Other income (net) 387 300 200 200 Non-current liabilities 17,20€ 17,28¢  17,37¢ 17,47¢
Total operating cost (3,416) (4,338) (5,363) (6,594) Long-term borrowings 10,71t 10,71 10,71t 10,71t
Operating profit 11,063 15,518 20,199 25,870 Other 6,491 6,572 6,664 6,765
Net financial expense (209) (109) (114) (120) Net assets 86,33¢ 93,04t 102,00: 113,40:
Results from associates 46 60 78 102
Profit before taxations 11,000 15,469 20,163 25,851 Share capital 13,25¢ 13,25¢  13,25¢ 13,25¢
Income tax (2,848) (4,005) (5,220) (6,693) Capital surplus 60,78¢ 66,26¢  73,87¢ 83,78¢
Profit after taxations 8,152 11,464 14,943 19,158 Shareholder's equity 74,047 79,527 87,13t 97,04¢
Minority interest (685) (963) (1,255) (1,609) Minority interest 12,28¢ 13,51¢  14,87C 16,357
Net profit 7,466 10,501 13,688 17,549 Total equity 86,33¢ 93,04t 102,00: 113,40:
Cash flow forecast Key assumptions
FYE 31 Dec (HK$ mn) FY10 FY11F FY12F  FY13F FYE 31 Dec FY10 FY1lF FY12F FY13F
Profit before tax 11,063 15518 20,199 25,870 Coal segment
Adjustments: Raw coal output (mn tons) 150 166 193 228
ﬁgﬁggﬁ'g: & 4328 6915 8302 10,150 % y-o-y 26 11 16 18
Change in working capital (4,606) (4,032) (4,350) (5,871) Self-produced coal (mn tons) 90 101 112 125
Other (2,818) (2,818) (2,818) (2,818) % y-0-y 14 13 11 11
ys;é"’t‘;mﬂow from 7966 15582 21,333 27,331  ASP (RMB/ton) 459 511 544 574
Net interest expense (209) (209) (114) (120) % y-0-y 9 11 6 5
Tax paid (2,848) (4,005) (5,220) (6,693) Coking coal segment
Dividends received 46 60 78 102 Self-produced coking coal (mn ton 5 6 7 7
Free cash flow 5,056 11,529 16,077 20,620 % y-0-y 14 20 17 -
Dividends paid (2,043) (1,986) (2,896) (3,774) Total sales volume(mn tons) 2.5¢ 2.72 3.50 4.50
Net Capex (19,808) (34,237) (34,237) (34,237) % y-0-y 7 5 29 29
Other 6,856 18,925 18,245 19,344 ASP (RMB/ton) 1,477 1,551 1,62¢€ 1,710
Net cash flow (7,896) (3,783) 85 5,727 % y-0-y 5 5 - -
Share issuance 0 0 0 0 Coal machinery segment
L”chﬁlzfgn't”s cashandcash 7 g96) (3 783) 85 5727  output (mn tons) 286 337 388 446
Eggi'\?;':r?ts cash & cast  a5,405 27546 23763 23848  %y-o-y 20 18 15 15
Eggi'\’/g . m‘fsaSh & cast 50545 23763 23848 29575  ASP (RMBiton) 28 26 27 29
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
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China Gold Int'l (2099.HK)

Non-ferrous Metal

Share price Target price

HK$20.65 HK$28.80 Mining costs remain high in the short term

T op— Company update - Costs to stay high in 4Q11We expectChina Gold Int'l (“CGI”, 2099.HK)
Recommendation Unchanged costs to stay high in 4Q11, mainly due to: (1) temspily lower ore grades.
Currently, the ore grade for its Chang Shan HaoSfC) Mine is 0.55kg/ton,
lower than the average proven grade of 0.64kg/éod, the copper grade for its
52-week rangeHK$) 19.60/46.8 Jia Ma Mine is 0.6-0.7%, lower than the proven grad 0.8%; and (2) higher

Trading data

Market cap. HKS mn) 8,26( unit cost caused by seasonally lower output in 4Q11
Market cap. (US mn) 1,05¢
Shares outstanding (n 397 « Unit cost expected to decline in 2012 from 2H1For 2012, we expect the unit
Avg. daily volume (mr 0.1 cost for its CSH Mine and Jia Ma Mine will declifiom the high levels in
Avg. daily value HK$ mn) 13 2H11 to neathe average for full-year 2011. The ore gradedicaigh currently
Major sh (% China National Gol /39% L .
Free float (% 60.£ Iowc_er thqn_the avgrage proven ones, will Il.kely.er_lm 2012 as the .company
begins mining at different rock layers. Also, itopision for construction costs
will decrease.
2010A . . .
Equity (USS mr 1,200 - Gold price to be erven up by den‘1ar‘1d from ce_ntral lanks. According to
PBR (x) 05 World Gold Council ("“WGC”), Russia increased itsldaeserves by 19.5 tons
ROA (%) 2.9 in October; Thailand purchased more than 15 tonSéptember; and China’s
ROE (% 4.2 September gold imports hit a record high of 56.8st06 times the imports a
Net gearing (% NC year earlier. We expect gold demand from centraikiato represent 10% of
BVPS (US$) 6.295 total demand this year. In addition, their purchasegold at a high price of
US$1,700/ounce in September and October will givepsrt to gold price.
1-mth  3-mth 12-mth - Overseas acquisition in preparation.As the overseas flagship unit of China
Stock price -17.1 453 -52.6 National Gold Group (“CNGG”), CGI will benefit frommineral asset
HSCEI -7.8 -38 -20.9 acquisition. Although CGI has recently said it hast signed any agreement
regarding acquisition of copper and gold mines émtcal Asia, we believe the
company is in active preparation for future minesslset acquisitions as its
201 China Gold management has mentioned the ideas of surveyind gotl copper mines in
HSCE Index central Asia and acquiring mineral assets in thightgouring or farther regions
of China.

« Maintain BUY: CGl is currently trading at 10.4x 2012 EPS. AsHismse 2 capacity
expansion plan is in active preparation, we exjisanining cost to decline slightly in
2012. And we believe it will meet the output tarf@t this year. Given its capacity
expansion potential and the rising gold price al a® the support from its parent
(including share purchase in secondary market setasjection), we maintaiBUY

04 and TP of HK$28.80.

FYE 31 Dec US$ mr) FY09 FY10 FY11F FY12F FY13F

Turnove 81 13¢ 30¢ 36¢ 42¢

% chg 64.3 131.2 184 175

Gross profit 25 65 128 170 218

Gross margin (%) 30.7 48.5 41.6 46.6 50.9

EBITDA 25 68 141 194 254

% chg 172.4 106.7 37.6 31.3

Net profit 9) 26 80 109 135

% chg 204.6 36.5 23.9

EPS (US$) (0.056) 0.138 0.202 0.275 0.341

EPS consensus (US$) 0.258 0.318 0.378

EPS (HK$) (0.435) 1.073 1.576 2.145 2.660

Jack Xu PER (x) N/A 19.2 13.1 9.6 7.8
(86) 21 6886 5358 Ext 158 PBR (x) 12.0 04 08 08 0.7
Jack.xu@sinopac.com BVPS (US$) 0.220 6.295 3.230 3.505 3.846
DPS (US$) N/A N/A N/A N/A N/A

Yield (%) N/A N/A N/A N/A N/A

Source: Company data, Sinopac Securities
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China Gold Int'l (2099.HK)

SWOT analysis

-cont’'d

Strengths

Weaknesses

e Owning the CSH Mine, which is a large open-pit goithe, and the|
Jia Ma Mine, which contains high grade of copper
Abundant reserves; resource volume expected teaserfurther

Support from its parent CNGG

High mining costs at CSH Mine due to its low oradg
Short track record of mineral assets operation

Opportunities

Threats

o Considerable potential for reserve volume increase

Capacity expected to surge if capacity expansiorexecuted as
planned

Potential project acquisitions

Volatility in gold and copper prices
Higher equipment and labor costs
Possible decline in ore grade

Source: Sinopac Securities

Core competence analysis

Supplier power

Medium: CGI has access to quite a few raw material suplier

Entry barrier

High: There are few economically-feasible large mines lef

Substitute product

Low: Mineral products have individual market prices.

Rivalry

Low: Despite a large number of global rivals, CGI's sgscrelies mainly on the economic feasibility sfdtvn mines.

Source: Sinopac Securities

Chart 1: Shareholding structure

Chira
Mational Gold
(PRC)
l100eG
Public Shareholders in ':hinaHmti':'Ezl Galdtt Rapid Resulth @
Homg Kong and Canada [ﬁh-l ng (BVT)
30.95% 38.98%, 21.07%,
Our Company!™!
{British Columbis, Carada, lisied on the TEX
and the Hong Kong Stook Exnchange)
1% | 1005
Pacific PGM BVI Skyland
(BYT) {Cayrran Islands)
I
100 100% | 100G
Pacific POk Gansu Mining Tin Ertong
(Barbados) (Barbadcs) (PRC)
96.5% T1% 100
CEHCIVE Dadiangou TV Huatailon g
(PRC) (PRC) (PRC)
| 1o 100% IIZIIIF'u 51%
/ CEH \ '/’Dudlangcu;\ -‘/J Jiama ‘-\ Jiama Industry
\ Mine / Project® )| Ming and Trade®
M _,/ll "\_ A \ / (PRC)

Source: Company data, Sinopac Securities
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China Gold Int'l (2099.HK) -cont'd

Key ratios Rates of return on investment
FYE Dec 31 FY10A FY11F FY12F FY13F Fiscal , _ COGS  _ Otherexpenses . SG&A ) Operating
Growth (% y-0-y) year Revenue Revenue Revenue =  Mmargin
Sales revenue 64.3 1312 184 175 FY10A 44.3% 7.2% 4.6% 43.9%
EBIT 2039 1029 330 288 FY11F 51.3% 7.2% 3.0% 38.5%
EBITDA 1724 106.7 37.6 31.3 FY12F 43.5% 9.9% 3.3% 43.3%
Net profit N/A 2046 365 239 FY13F 37.2% 11.9% 3.4% 47.5%
EPS N/A 46.6 36.5 23.9
Profitability (%)
Gross margin 485 416 466 509 Fiscal ) woringeap Net PPE +_Other assets ) Capital
Operating margin 439 385 43.3 47.5 year Revenue Revenue Revenue turnover
EBITDA margin 51.1 45.7 53.2 59.4 FY10A (28.1%) 237.0% 739.3% 10.5%
Net margin 19.7 259 299 316 FY11F (33.1%) 159.5% 324.8% 22.2%
ROAA 29 44 5.3 5.7 FY12F (29.0%) 184.1% 288.1% 22.6%
ROAE 4.2 6.4 8.2 9.3 FY13F (25.5%) 196.8% 256.8% 23.4%
Solvency
Gross Debt/Equity (%) 33 54 11.5 17.8
Net Debt/Equity (%) NC NC NC NC Fiscal Op margin x Capital turnover  x 1- Cash tax _  After-tax return on
Current ratio (x) 27 15 1.2 1.1 year rate Inv. Cap
Quick ratio (x) 2.5 1.2 0.9 0.9 FY10A 43.9% 10.5% 64.6% 3.0%
Net debt (mn) (140) (263) (224) (177) FY11F 38.5% 22.2% 76.5% 6.5%
Per share data FY12F 43.3% 22.6% 76.5% 7.5%
EPS 0.138 0.202 0.275 0.341 FY13F 47.5% 22.4% 76.5% 8.5%
CFPS 0.188 0.257 0.366 0.470
BVPS 6.295 3.230 3.505 3.846
EBITDA/share 0.307 0.299 0.398 0.513 ROAE
DP.S. NA- NA  NA  NA Fiscal Netincome Revenue (- Assets _ ROAE
Activity year Revenue Assets Equity
Asset Turnover (x) 0.1 0.2 0.2 0.2 FY10A 19.7% 14.6% 147.9% 4.2%
Days accounts receivable  24.8 25.0 25.0 25.0 FY11F 25.9% 17.1% 144.8% 6.4%
Days sales inventory 93.6 106.6 97.4 89.7 FY12F 29.9% 17.6% 155.1% 8.2%
Days accounts payable 2489 2805 256.2 235.8 FY13F 31.6% 18.1% 162.3% 9.3%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities

Chart 2: CGI — revenue breakdown by metal type Chart 3: CGI — revenue bekdown by mine

Source: Company data, Sinopac Securities
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China Gold Int'l (2099.HK) -cont'd
P&L statement forecast Balance sheet forecast
FYE 31 Dec (US$ mn) FY10A FY1l1F FY12F FY13F FYE 31 Dec (US$ mn) FY10A FY11F FY12F FY13F
Revenues 133 308 365 428 Total assets 1,656 1,935 2,205 2,523
Cost of goods sold 69 180 195 210 Current assets 355 444 484 580
Gross Profit 65 128 170 218 Cash & cash equivalents 308 325 352 434
Total operating expenses 6 9 12 15 Inventories 34 90 97 105
Promotion expenses - - - - Accounts receivable 9 21 25 29
R&D expenses - - - - Other 4 8 10 12
EBIT 58 119 158 203 Non-current assets 1,300 1,491 1,721 1,943
Depreciation 10 22 36 51 Long-term investment - - - -
Amortisation - - - - Net PPt 316 491 671 843
EBITDA 68 141 194 254 Other 985 1,000 1,050 1,100
Interest income 0 8 8 10 Total liabilities 455 655 816 999
Net investment incom - - - - Current liabilities 130 305 416 549
Other net operating incomes (11) (15) (13) (17) Accounts payable 91 237 256 277
Total non-operating incomes (11) ) (5) (7) Short-term borrowings 39 69 160 272
Interest expenses 6 3 7 13 Other current liabilities - - - -
Total non-operating expenses 6 3 7 13 Long-term liabilities 325 350 400 450
Profit before taxations 42 108 146 183 Long-term borrowings - - - -
Income tax 15 25 34 49 Other 325 350 400 450
Net profit before non-recurring items 27 83 112 140 Total equity 1,200 1,280 1,389 1,524
Non-recurring items @) 3) 3) (5) Share capital 1,228 1,228 1,228 1,228
Net income after preferred dividends 26 80 109 135 Capital surplus 11 11 11 11
Common stock dividends - - - - Retained earnings (39) 41 150 285
Retained earnings 26 80 109 135 Preferred stock - - - -
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
Cash flow forecast Key assumptions
FYE 31 Dec (US$ mn) FY10A FY11F FY12F FY13F FYE 31 Dec FY10A FY11F FY12F FY13F
Net cash flow from operation 59 175 152 193 Growth rate
Net profit 26 80 109 135 CSH Mine 58.4% 51.9% 19.6% 18.5%
Depreciation & amortisation 10 22 36 51 Jia Ma Mine 2256.3% 16.3% 15.8%
Change in working capital 23 73 7 7
Other 0 0 0 0
Net cash flow from investment  (1,173) (213) (266) (273)
Net Cape (189) (197) (216) (223)
Change in long-term investment 0 0 0 0 Price assumptions
Change in other assets (985) (15) (50) (50) Gold (US$/0z) 1227 1560 1794 1973
Free cash flow (1,115) (37  (114) (80) Copper(US$itonne) 10356 9865 10509
Net cash flow from financing 1,399 54 141 162
Change in share capital 1,137 0 0 0
Change in borrowings 27 29 91 112
Change in other long-term liabilities 234 25 50 50
Net cash flow 284 17 27 82
Beginning cash & cash equivalents 24 308 325 352
Ending cash & cash equivalents 308 325 352 434
Source: Company data, Sinopac Securities ousce: Company data, Sinopac Securities
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Building Material

HK$9.64 HK$14.5€

Company update
Unchanged

Reason for note
Recommendation

Trading data

52-week rangeHK$) 17.58/5.51
Market cap. (HK$ mn) 625,510
Market cap. (US$ mn) 80,194
Shares outstanding (mn) 5,399
Avg. daily volume (mn) 54.5
Avg. daily value (HK$ mn) 441.2
Major sh (%) BNBMG -44.10.
Free float (%) 53

Financial data

FY10
Equity (HK$ mn) 27,898
PBR (x) 1.76
ROA (%) 3.0
ROE (%) 12.1
Net gearing (%) 187
BVPS (RMB) 5.47
1-mth 3-mth 12-mth
Stock prict -1.€ 24 16.¢
HSCEI -7.8 -3.8 -20.9

CNBM
HSCEI Index

Relative

120

100

China National Building Material (3323.HK)

BUY

Largest beneficiary of expected monetary easin@@i2

Largest beneficiary of expected monetary easing i2012.China National Building
Material (“CNBM”, 3323.HK) makes 75% of its cement sales in East China. |1h12H
cement demand in the region fell sharply due todteekdown on real estate market, as
well as the suspension or even termination of istinacture projects as a result of the
July 23 high-speed railway train crash and the aevifund shortage facing local
governments. In the face of the significantly des®d demand, the leading cement
companies in the region, including CNMB and Conadbim@nt, took measures such as
“supporting prices by limiting production” and “sietg up price alliance” and thus kept
their gross margins at relatively high levels, aligh failing to meet their sales targets.
For 2012, we expect that China’'s economy will tak¥-shaped pattern; infrastructure
and other fixed asset investment (FAI) will recower a result of monetary easing and
fiscal policy support; and the property market region will remain stringent.
Accordingly, we believe CNBM will benefit most frothe expected monetary easing
since the company has more sales from infrastrectupjects and rural constructions
than from real estate development.

Corporate value to be raised by “de-leveraging”, wih asset-liability ratio to be
significantly improved by the planned A-share issuace. CNBM plans to issue not
more than 1bn A-shares to fund its acquisitiongeca loan payments and liquidity
replenishment. The issuance, if carried out, wétuce its net gearing ratio to 95%
from current 183%. Further, with the proceeds frtme issuance, the company will
have sufficient funds to consolidate its marketipos and enhance its pricing power in
East China and thus have better gross margin.

Current valuation unjustified. Investors value CNBM at a significant discount to
Conch Cement as they are worried CNBM may go baptkdwe to its substantially high
debt ratio. However, we see low possibility of beugtcy for CNBM because: (a)
CNBM, as a key state-run company, undertakes ttesiom of consolidating domestic
cement market. Therefore, the government will n@nd by if the “too-big-to-fall”
company encounters serious financial problems;tijle) planned A-share issuance will
significantly improve its financial structure, amdth the monetary policies expected to
ease gradually, the company will have much lighHteancial burden; and (c) as of the
end of 1H11, CNBM recorded operating cash flow ofiB4.848bn and unused credit
line of RMB21.1bn, meaning its financial status veakequate. As it has slowed its pace
in capacity expansion, CNBM can gradually repay fthebts piled up during its
previous rapid expansion (long-term debts of RMBbdh. and short-term debts of
RMB36.7bn) and its financial structure will thuspnove.

Valuation and recommendation: With the monetary policies expected to ease in220de
believe CNBM will benefit from demand recovery aedaluation. We expect its cement sales
to grow 16% and 17% in 2012 and 2013 respectivly.set our TP at HK$14.56, which we
believe can reasonably reflect its intrinsic valliee company is currently trading at 4.53x
2011 EPS, 3.84x 2012 EPS or 3.24x 2013 EPS, stiérvalued in our view. MaintaBUY .

Financial summary

FYE 31 Dec (RMB mn) FY09 FY10 FY11F F12F F13F

Turnove 33,297 51,988 74,500 86,850 101,490

% chg 26.3 56.1 43.3 16.6 16.9

Gross profi 6,499 11,209 21,958 25,558 29,899

Gross margin% 195 21.6 29.5 29.4 29.5

EBITDA 6,707 10,944 20,092 22,956 26,346

% chg 49.1 67.9 83.6 14.3 14.8

Net profit 2,352 3,369 8,628 10,041 11,817

% chg 36.3 375 156.1 16.4 17.7

EPS(RMB) 0.480 0.662 1.690 1.967 2.315

% chg 36.3 37.5 156.1 16.4 17.7

EPS consens (RMB) 0.32 0.64 1.42 1.61 2.05

Zhouyu PER (x) 17.7 12.8 4.6 4.0 3.4

(86) 21 6886 5358 Ext163 D.PS (RMB) 0.070 0.100 0.170 0.190 0.230

Yu.zhou@sinopac.com Yield (%) . _ 0.1 1.1 2.2 2.4 2.9
Source: Company data, Sinopac Securities
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China National Building Material (3323.HK) -twh

SWOT analysis

Strengths Weaknesses
e The largest cement producer in China e Rapid demand growth sustained by heavy investmené&fiordable
« Rapid non-organic growth driven by merger and asitjai housing, water conservancy, high-speed railwayathdr infrastructure
. . . projects

e Broadening revenue source by developing hon-cemesihess ) . L .

e Earnings to be further driven by acquisitions imtRdzast
Opportunities Threats
e Large operational risks due to high financial lexgr . Cement demand adversely affected by FAI decrease

e« Cement demand subject to real estate and infrasteudevelopment | o Earnings to be negatively impacted by heavier delolen as a result
of interest rate increases

Source: Sinopac Securities

Core competence analysis
Supplier power
High: coal and electricity prices combine to representetthan 60% of CNBM'’s total costs, and coal amdteicity companies have full pricing power.
Entry barrier
High: new entrants nearly barred from the industry bygieernment'’s curbing of coal capacity
Substitute product
Low: currently no economically-feasible alternativesément as a type of building material
Rivalry
Medium: low market concentration due to the strong rediéestures of cement production
Source: Sinopac Securities

Chart 1: Shareholding structure
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Source: Company data, Sinopac Securities
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Key ratios Rates of return on investment
FYE Dec 31 FY10A FY11F FY12F  FY13F Fiscal 1 coGs | SG&A | _ Otherexpenses = Operating
Growth (% y-0-y) year Revenue Revenue Revenue margin
Sales revenue 56.1 447 21.2 15.3 FY10A 78.44% 9.39% 4.37% 7.80%
EBIT 58.6 96.8 22.0 13.7 FY11F 71.00% 9.36% 3.08% 16.57%
EBITDA 50.1 81.7 20.9 135 FY12F 70.33% 9.36% 2.59% 17.72%
Net profit 432 1524 257 15.8 FY13F 70.34% 9.36% 2.29% 18.01%
EPS 432 1524 25.7 15.8
Profitability (%)
Gross margin 21.6 29.0 29.7 29.7 Fiscal J( Workingcap NetPPE , _Otherassets \_ Capital
Operating margin 7.8 16.6 17.7 18.0 year Revenue Revenue Revenue turnover
EBITDA margin 21.1 26.4 26.4 26.0 FY10A 14.31% 111.43% 27.05% 0.7
Net margin 6.5 11.3 11.7 11.8 FY11F 3.70% 90.55% 15.20% 0.9
ROAA 3.0 6.5 7.2 7.4 FY12F 5.64% 84.92% 14.26% 1.0
ROAE 12.1 22.4 21.3 19.2 FY13F 7.69% 82.41% 13.84% 1.0
Solvency
Gross Debt/Equity 300 245 197 159
Net Debt/Equity (%) 187 128 101 80 Fiscal Op margin  x Capital =~ 1-Cashtax _  Afertaxretum
Current ratio (x) 0.73 0.63 0.68 0.73 year turnover rate on Inv. Cap
Quick ratio (x) 058 051 055 0.59 FY10A 7.80% 0.7 83.50% 4.26%
Net debt (Mn) 52,255 48,734 50,770 51,377 FY11F 16.57% 0.9 83.50% 12.64%
Per share data FY12F 17.72% 1.0 83.50% 14.12%
EPS 0.66 1.67 2.09 2.42 FY13F 18.01% 1.0 83.50% 14.47%
CFPS 1.56 1.89 2.55 4.05
BVPS 547 745 983 1260
EBITDA/share 2.14 3.90 4.71 5.35 ROAE
DPS 0.10 0.16 021 0.24 Fiscal Net income Revenue Assets _

. X X = ROAE
Activity year Revenue Assets Equity
Asset Turnover (x) 0.47 0.57 0.61 0.63 FY10A 6.48% 0.5 4.00 12.08%
Days accounts receivable  61.9 57.9 50.2 49.1 FY11F 11.31% 0.6 3.45 22.37%
Days sales inventory 53.7 52.1 48.9 47.8 FY12F 11.72% 0.6 2.97 21.30%
Days accounts payable 91.1 90.5 89.4 81.3 FY13F 11.77% 0.6 2.59 19.24%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities

Chart 2: CNBM - revenue breakdown for FY10 Chart @NBM — gross profit breakdown for FY10
= Cement = Lightweight building materials H Cement u Lightweight building materials

Glass fiber and composite materials @ Engincering services Glass fiber and composite materials B Engineering services

Source: Company data, Sinopac Securities
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China National Building Material (3323.HK) cont'd

P&L statement forecast

Balance sheet forecast

FYE 31 Dec (RMB mn) FY10A FY11F FY12F FY13F FYE 31 Dec (RMB mn) FY10A FY11F FY12F FY13F

Revenues 51,988 74,500 86,850 101,490 Total assets 111,516 131,170 149,112 166,875

Cost of goods sold 40,779 52,542 61,292 71,591 Non-current Assets 75,581 88,545 100,657 112,648

Gross Profit 11,209 21,958 25,558 29,899 Property, plant & equipment 57,931 68,117 77,434 86,659

Other operating income 2,273 2,319 2365 2,412 Long-term investment 3,587 8,992 10,222 11,440

SG&A expenses 4,882 6,970 8,125 9,495 Other 14,063 11,436 13,001 14,549

Other operating expenses 0 0 0 0 Current assets 35,936 42,625 48,455 54,228

Operating profit 8,600 17,307 19,798 22,817 Cash & cash equivalents 9,240 13,324 15,146 16,950

Interest income 27 29 30 31 Inventories 7,210 8,035 9,134 10,222

Interest expenses 2,721 2,953 3,077 3,113 Account receivables 12,115 11,740 13,346 14,936

Net interest income (expens 2,694 2,924 3,046 3,083 Other 7,371 9,527 10,830 12,120

Results from associates 198 218 240 264 Total liabilities 83,618 93,154 98,948 102,567

Other 0 0 0 0 Current liabilities 49,469 67,365 71,554 74,171

Profit before taxations 6,104 14,601 16,992 19,998 Short-term borrowings 28,760 37,399 39,725 41,178

Income tax 1,361 3,256 3,789 4,460 Account payables 11,244 15,238 16,185 16,777

Profit after taxations 4,743 11,345 13,202 15,538 Other 9,464 14,728 15,644 16,216

Minority interest 1374 2,717 3,162 3,721 Non-current liabilities 34,149 25,790 27,393 28,395

Net profit attri to share holders 3,369 8,628 10,041 11,817 |Long-term borrowings 32,734 24,658 26,192 27,150
0 0 0 0 Other 1,414 1,131 1,202 1,246

Dividends 502 853 993 1,169 Net assets 27,898 38,016 50,164 64,309

Retained earnings 2,867 7,775 9,048 10,648 Shareholder’s equity 19,162 27,255 35,965 46,106
0 0 0 0 Share capital 2,700 5,328 7,030 9,013

EBITDA 10,944 20,092 22,956 26,346 Capital surplus 16,463 21,928 28,935 37,093

Depreciation & amortisation 2,146 2,567 2,918 3,265 Minority interest 8,736 10,760 14,199 18,203

EBIT 8,798 17,525 20,038 23,080 Total equity 27,898 38,016 50,164 64,309

Source: Company data; Sinopac Securities Source: Company data; Sinopac Securities

Cash flow forecast Key assumptions

FYE 31 Dec (RMB mn) FY10A FY11F FY12F FY13F FYE 31 Dec FY10A FY11F FY12F FY13F

Profit before tax 8,798 17,525 20,038 23,080 revenues (RMB mn) 51,988 74,500 86,850 101,490

Adjustments: 0 0 0 0 Lightweight building materials 4,354 5,400 6,200 7,000

Depreciation & amortisation 2146 2567 2,918 3,265 Glass fiber and composite 2,984 3,600 4,200 4,800

Change in working capital (3,895) (2,678) (1,568) (1,156) Engineering Services 5,096 5,400 6,200 7,200

Other (1,072) (2,285)  (957)  (629) Cement 44,650 65500 76,450 89,690

Net cash flow from operation 5,977 15129 20,431 24,561

Net Capex (16,1120 (14,501) (13,162) (10,352)

Interest income 288 0 0 0

Other 748  (222)  (887) (1,380) Gross margin (%)

Net cash flow from investment  (17,148) (14,723) (14,048) (11,731) Consolidated gross margin 21.6 29.( 29.7 29.7

Dividends paid (342) (502) (1,061) (1,268)

Interest expenses (623)  (895) (1,066) (1,179) Key ratios

Proceeds from shares issued 2994 0 0 0 Selling expense ratio 35% 3.5% 3.5% 3.5%

Net borrowing 14,408 6,131 3,208 1,679 Administrative expense ratio  5.9% 5.9% 5.9% 5.9%

Other (1,137) 0 0 0 Effective tax rate 223%  23%  22.3% @ 22.3%

Net cash flow from financing 15,300 1,277 (3,035) (5,139)

Net effecs of FX change on cash 0 0 0 0

Net change in cash & cash equivali 4,129 1,683 3,348 7,691

Beginning cash & cash equivalents 5,110 9,240 13,324 15,146

Ending cash & cash equivalents 9,24013,324 15,146 16,950

Source: Company data; Sinopac Securities Source: Company data; Sinopac Seesiri
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CSR Times Electric (3898.HK)

Railway Equipment

HKS$ 17,16 HK$26.3¢ Outstanding technological advantages

* Leading supplier of vehicle-mounted electrical sysims and electrical
components. CSR Times Electric (“CTE”, 3898.HK) the flagship electric system
unit of CSR Corp, is the leading supplier of integd electrical systems for rail
transport in China, with technological advantage®roits major domestic rival,
namely CNR’s electrical system subsidiary. CTE owiwse technologies in the

Reason for note Company update
Recommendation Unchanged

Trading data

52-week rangeHK$) 10.82/34. seven fields of (a) converters, (b) vehicle-mountaatrol and diagnose systems,
Market cap. (HK$ mn) 18,454 (c) train control, (d) engineering, mechanical,cétieal control and integration, (e)
Market cap. (US$ mn) 2,366 power semiconductor devices, (f) test and controtl §g) communication and
Shares outstanding (mn) 1,084 information. Now, the company is expanding into nemdustries with the
Avg. daily volume (mn) 26.1 significant core technologies.
Avg. daily value (HK$ mn) 107.7 . . .
Major sh (%) CSR 57.0 * FY12 locomotive product revenues expected to be den by resumption of MOR'’s
Free float (%) 43 tenders. As of September 3G TE had orders in hand of RMB4-5bn, of which ordersEtU
trains amounted to RMB2bn (production for the cgdeill last till 2Q12) and orders for urban
rail products topped RMB1bn (production for theessdwill last till 1Q13). On the other hand,
EY10 its locomotive production has been in suspensio@Htil. Given the need to unfrozen railway
Equity (RMB mn) 4,406 equipment demand and the earlier-than-usual 20d@gSpestival, we view it as probable that
PBR (x) 31 MOR will resume tenders before the year-end of 284 part of its efforts to meet the huge
ROA (%) 13.7 transportation needs during the festival. And ia ftnger term, China’s railway construction
ROE (%) 20.8 restructuring will lead to more demand for locomesi. Therefore, we expect a close to 60%
Net gearing (%) NC growth in CTE’s locomotive product revenues in 2012
BVPS (RMB) 4.064

* Gross margin expected to rise(1) With the expected resumption of MOR’s tend&FE
will have a larger share of high-margin locomotpreducts in total revenue in 2012 than
1 in 2011 and will therefore have a higher gross maiigs 2011 gross margin is expected to
-mth  3-mth 12-mth . . . . L
Stock pric 60 350 494 be poor as a result of the suspension of locomgtigduction during 2H11. (2) CTE said it
HSCEI 78 38 -209 has new proprietary technologies regarding locomeotind urban rail products in the
pipeline. In the future, when railway equipment @ewh gets unfrozen, the technologies

will translate into higher gross margin. We expist consolidated gross margin to be

36.3%, 37.5% and 38.0% in 2011-13 respectively.

Performance

CSR Times
HSCEI Index * IGBT project to win government financial support. CTE's self-developed IGBT
modules have been applied in urban rail vehiclea emall scale basis. Going forward, the
company will produce IGBT modules mostly in the hjghwer IGBT indusrial base of its
parent CSR Corp.The base, which is expected to confie@in 2014, will have a capacity
of 120,000 8-inch IGBT chips and 1m untis of higlwpgo IGBT components and an
output value of more than RMB2bn annually. The IGBfDjgct, as a national key
scientific and technological project set to filetgap in related technological field, will win
government financial support.

* Maintain BUY. We appreciate CTE’s technological advantages afid 8omdamentals
and see the strong long-term demand for railwaypegent in China. We expect a CAGR
of 28% in its EPS in 2011-13. Applying a 15.0x 2@RS, we set TP at HK$26.38.

Financial summary

FYE 31 Dec (RMB mn) FY09 FY10 FY11F FY12F FY13F

Turnover 3,326 5,831 6,601 8,355 9,682

% chg 56.9 75.3 13.2 26.6 15.9

Gross profit 1,207 2,152 2,396 3,133 3,679

Gross margin% 36.3 36.9 36.3 375 38.0

EBITDA 690 1,076 1,421 1,845 2,165

% chg 30.2 56.0 320 29.8 17.3

Net profit 531 852 1,176 1,525 1,806

% chg 25.7 60.5 38.0 29.7 184

EPS (RMB) 0.490 0.786 1.085 1.407 1.665

% chg 25.7 60.5 38.0 29.7 18.4

Vivian Liu EPS consensus (RMB) - - 1.152 1.318 1.618
liu.zheng@sinopac.com DPS (RMB) 0.195 0.305 0.423 0.549 0.649
Yield (%) 1.3 2.1 3.0 4.0 4.7

Source: Company data, Sinopac Securities

SINOPAC SECURITIES 103



Hong Kong/China Equity Research
December 2011 - Hong Kong/China Investment Strategy

& SinoPac

CSR Times Electric (3898.HK)

SWOT analysis

-cont'd

Strengths

Weaknesses

o Leading manufacturer of vehicle-mounted electsgatems and component

e Having constant introduction of new products witimtdual innovation ang
strong R&D capabilities

o Mastering advanced semiconductor and IGBT modalent#ogies through
its subsidiary DYNEX

D

o Growth subject to order inflow from CSR
e CSR, as its major customer, has considerable barggiower
o Still need to import some of electrical system congmts

Opportunities

Threats

o Demand for railway equipment in the future years
o Bright outlook for other business segments

o Competition from the electrical system unit of CAlRI international peers

e Gross margin subject to product mix adjustment @iwes for raw materials
and purchased parts and components

Source: Sinopac Securities

Core competence analysis

Supplier power

Medium: still need to import some of electrical system poments

Entry barrier

High: high technology contents; strict requirementsrriag certification, production scale and capital

Substitute product

Low: few economically-feasible alternatives to its jpiaid due to its cutting-edge technologies

Rivalry

Low: significant advantages as well as strong innouadiod R&D capabilitl

ies

Source: Sinopac Securities

Chart 1: Shareholding structure

SASAC
100.00%

l

98.00% 100.00% 76.05% 51.00% 49.00%
, Kunming China -
{ New Leap [ CSR Qishuyan } { ZELC } [ ZELRI } { Railway J { Public
0.92% 0.92% 0.97% 57.74% 0.95% 38.50%
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Source: Company data, Sinopac Securities

Business Centres and Units
Equity or shareholding
Equity to be acquired
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CSR Times Electric (3898.HK) -cont'd
Key ratios Rates of return on investment

FYE Dec 31 FY10A FY11F FY12F FY13F Fiscal COGS seeA efggﬁges _ Operating
Growth (% y-0-y) year Revenue Revenue Revenue margin
Sales revenue 75.3 13.2 26.6 15.9 FY10A 63.1% 22.3% 20.4% 16.1%
EBIT 56.2 36.8 32.6 17.9 FY11F 63.7% 18.2% 19.4% 19.4%
EBITDA 56.0 32.0 29.8 17.3 FY12F 62.5% 18.2% 18.6% 20.4%
Net profit 60.5 38.0 29.7 18.4 FY13F 62.0% 18.2% 17.7% 20.7%
EPS 60.5 38.0 29.7 18.4

Profitability (%)

Gross margin 36.9 36.3 375 38.0 Fiscal j( kg cap Net PPE Other assets ,_ Capital
Operating margin 16.1 19.4 20.4 20.7 year Revenue Revenue Revenue turnover
EBITDA margin 18.5 215 22.1 224 FY10A 48.1% 23.6% 7.9% 1.3
Net margin 14.6 17.8 18.3 18.7 FY11F 53.1% 21.8% 7.9% 1.2
ROAA 13.7 15.9 18.0 18.3 FY12F 51.7% 19.1% 7.0% 1.3
ROAE 20.8 24.4 26.6 26.3 FY13F 54.9% 17.9% 6.7% 1.3
Solvency

Gross Debt/Equity (%) 57.0 47.8 44.6 40.4

Net Debt/Equity (%) NC NC NC NC Fiscal Op « Capital  l-Cashtax _ Aferaxrewm
Current ratio (x) 22 25 26 29 year margin turnover rate on Inv. Cap
Quick ratio (x) 14 1.7 1.8 2.0 FY10A 16.1% 1.3 86.1% 17.4%
Net debt (mn) (1,196) (1,411) (1,242) (1,947) FY11F 19.4% 1.2 85.0% 20.0%
Per share data FY12F 20.4% 1.3 85.0% 22.3%
EPS 0.786 1.085 1.407 1.665 FY13F 20.7% 1.3 85.0% 22.1%
CEPS 0.478 0.215 (0.156) 0.650

BVPS 4.064 4.818 5.768 6.876

EBITDA/share 0.993 1.310 1.701 1.997 ROAE

DPS 0305 0423 0549  0.649 Fiscal Net income Revenue Assets _ ROAE
Activity year Revenue Assets Equity
Asset Turnover (x) 0.9 0.9 1.0 1.0 FY10A 14.6% 0.9 15 20.8%
Days accounts receivable 96 120 130 120 FY11F 17.8% 0.9 15 24.4%
Days sales inventory 121 123 125 123 FY12F 18.3% 1.0 15 26.6%
Days accounts payable 102 104 104 104 FY13F 18.7% 1.0 14 26.3%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities

FY10 revenue breakdown FY10 tratraction converter revenue breakdown

RMB mn
coninst oo
719, 12%
Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities
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CSR Times Electric (3898.HK) -cont'd

P&L statement forecast Balance sheet forecast

FYE 31 Dec (RMB mn) FY10A FY11F FY12F FYI13F FYE 31 Dec (RMB mn)  FY10A FY11F FY12F FY13F

Revenues 5,831 6,601 8355 9,682 Total assets 7,012 7,822 9,145 10,572

Cost of goods sold 3,679 4,205 5,222 6,003 Current assets 5,171 5,863 6,967 8,186

Gross Profit 2,152 2,396 3,133 3,679 Cash & cash equivalents 1,681 1,914 1,745 2,450

Total operating expenses 1,302 1,201 1521 1,762 Inventories 1,590 1,417 1,788 2,023
Promotion expenses - - - - Accounts receivable 1,693 2,170 2,976 3,183
R&D expenses - - - - Other 206 362 458 531

EBIT 528 1,002 1,422 1,846 Non-current assets 1,841 1,959 2,178 2,386

Depreciation 138 138 144 160 Long-term investment 168 223 286 354

Amortisation - - - - Net PPE 1,378 1,440 1,596 1,736

EBITDA 1,076 1,421 1,845 2,165 Other 296 296 296 296

Interest incomes 8 67 52 74 Total liabilities 2,510 2,499 2,789 3,011

Net investment incomes - - - - Current liabilities 2,368 2,358 2,647 2,870

Other net operating incomes 146 150 158 163 Accounts payable 1,209 1,198 1,488 1,710

Total non_operating incomes 154 217 211 237 Short-term borrowings 501 501 501 501

Interest expenses 11 25 25 25 Other current liabilities 659 659 659 659

Total non-operating expenses 11 25 25 25 Long-term liabilities 141 141 141 141

Profit before taxations 992 1,387 1,798 2,129 Long-term borrowings 2 2 2 2

Income tax 138 208 270 319 Other 139 139 139 139

Net profit before non- 854 1,179 1528 1,809 Total equity 4,406 5223 6254 7,455

recurring items

Non-recurring items 2) 2) 3) (4) Retained earnings 1,288 2,006 2,936 4,038

Net income after preferred 852 1176 1525 1806  olvecapital&Capital 5297 5987 5987 3,087

dividends surplus

Common stock dividends 331 459 595 704

Retained earnings 521 718 930 1,101 Minority interest 97 99 102 106

Source: Company data, Sinopac Securities Source: Company data, Sinopac Securities

Cash flow forecast Key assumptions

FYE 31 Dec (RMB mn) FY10A FY11lF FY12F FY13F FYE 31 Dec FY10A FY11F FY12F FY13F

Net cash flow from operation 740 718 567 1,529 Revenue growth

Net profit 992 1,387 1,798 2,129  Vehicle-mounted 96% 15% 27% 17%

electrical systems

Depreciation & amortisation 138 138 144 160 Electrical components 0% 0% 20% 6%

Change in working capital (347) (470) (983) (292)

Other (43) (337) (392) (468)

Net cash flow from investment (389) (126) (241) (219)

Net Capex (230) (200) (300) (300) Gross margin 37% 36% 38% 38%

Change n ngrerm oo

Change in other assets (166) 67 52 74

Free cash flow 510 518 267 1,229

Net cash flow from financing 167 (359) (495) (604)

Change in share capital 0 100 100 100

Change in borrowings 378 0 0 0

Change in other long-term

i 9 (11)  (459) (595)  (704)

Net cash flow 518 233 (169) 705

Sgg;\’/‘;’gﬁts cash & ~cash .63 1681 1914 1745

Ending cash & cash equivalents 1,681 1,914 1,745 2,450

Source: Company data, Sinopac Securities

Source: Company data, Sinopac Securities
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Dual-listed Stocks: A+H shares (as of 09 Decembe®?1

Stock Code Close Price Premium (%)
Company Name H share A share H share (HK$) A share (RMB) A share (HK$) A share/H share
Auto
BYD 1211 002549 17.76 22.60 27.63 55.57%
Great Wall Motor 2333 601633 10.58 11.20 13.69 29.41%
Banks
China Construction Bank 939 601939 5.54 4.77 5.83 5.26%
China Citic Bank 998 601998 441 4.09 5.00 13.38%
ICBC 1398 601398 4.70 4.17 5.10 8.46%
Bank of Communication 3328 601328 5.30 4.60 5.62 6.10%
China Merchants Bank 3968 600036 15.62 11.90 14.55 -6.87%
Bank Of China 3988 601988 2.80 2.92 3.57 27.49%
China Minsheng Bank 1988 600016 6.60 6.05 7.40 12.06%
Agricultural bank of China 1288 601288 3.38 2.59 3.17 -6.32%
CITIC Securities 6030 600030
Capital goods
NE Electric 42 000585 0.73 2.98 3.64 399.05%
Beiren Printing 187 600860 1.70 4.95 6.05 255.96%
Jiaoda Hightech 300 600806 2.30 7.07 8.64 275.78%
Guangzhou Ship 317 600685 5.95 17.47 21.36 258.94%
Jingwei Textile 350 000666 4.01 10.44 12.76 218.28%
Dongfang Electrical 1072 600875 24.00 24.79 30.31 26.27%
Weichai Power 2338 000338 37.55 33.58 41.05 9.32%
Shanghai Electric 2727 601727 3.42 5.58 6.82 99.46%
CPIC 2208 002202 4.32 9.04 11.05 155.82%
Zoomlion 1157 000157 7.97 7.86 9.61 20.56%
Commercial services & supplies
Tianjin Capital 1065 600874 2.03 5.91 7.22 255.91%
Energy 0.00
Sinopec Corp 386 600028 7.99 7.40 9.05 13.22%
China Petrochem 857 601857 9.47 9.66 11.81 24.70%
China Shenhua 1088 601088 34.45 2551 31.19 -9.48%
Yanzhou Coal 1171 600188 17.58 24.92 30.46 73.29%
China Oilfield 2883 601808 11.44 14.08 17.21 50.46%
China Coal 1898 601898 9.10 8.98 10.98 20.64%
Zijin Mining 2899 601899 3.36 4.22 5.16 53.54%
Shangdong Molong 568 2490 9.62 20.36 24.89 158.73%
Food beverage
Tsingtao Brew 168 600600 43.45 34.13 41.72 -3.97%
Insurance
Pingan Insurance 2318 601318 55.90 37.97 46.42 -16.96%
China Life 2628 601628 20.25 17.90 21.88 8.06%
China Pacific Insurance 2601 601601 21.85 19.10 23.35 6.86%
Industry
Guangdong Kelon 921 000921 1.35 4.16 5.09 276.71%
Materials
Maanshan Iron 323 600808 2.31 2.69 3.29 42.36%
Angang Steel 347 000898 5.39 4.78 5.84 8.41%
Shanghai Pechem 338 600688 2.64 6.64 8.12 207.48%
Jiangxi Copper 358 600362 17.94 24.27 29.67 65.38%
Anhui Conch 914 600585 24.75 17.00 20.78 -16.03%
Yizheng Chemical 1033 600871 181 8.21 10.04 454.51%
Chongging Iron & Steel 1053 601005 1.21 3.14 3.84 217.24%
Luoyang Glass 1108 600876 1.60 7.22 8.83 451.65%
China Alumi 2600 601600 3.64 7.65 9.35 156.93%
Metallurgical Co. of China 1618 601618 1.65 2.87 3.51 112.64%
Chenming Paper 1812 000488 3.59 5.15 6.30 75.37%
BBMG 2009 601992 5.70 8.58 10.49 84.02%
Pharmaceuticals biotechnology & life sciences
Shandong Xinhua 719 000756 2.00 6.13 7.49 274.69%
Guangzhou Pharmaceutical 874 600332 6.07 13.14 16.06 164.64%
Shanghai Pharmaceutical 2607 601607 14.00 12.44 15.21 8.63%

Source: Bloomberg, SinoPac securities
* Assuming the exchange rate is RMB1=HK$0.818

SINOPAC SECURITIES 107



Hong Kong/China Equity Research @ S.
inoPac

December 2011 - Hong Kong/China Investment Strategy

Dual-listed Stocks: A+H shares (as of 09 Decembe@P1)

Stock Code Close Price Premium (%)
Company Name H share A share H share (HK$) A share (RMB) A share (HK$) A share/H share
Real Estate
Beijing North Star 588 601588 1.19 281 3.44 188.67%
Technology hardware & equipment
Nanjing Panda 553 600775 1.39 6.14 7.51 440.01%
ZTE 763 000063 23.35 17.75 21.70 12.00%
Transportation
Jiangsu Express 177 600377 7.03 5.82 7.11 1.21%
Guangshen Railway 525 601333 2.78 3.44 4.21 51.27%
Shenzhen Expressway 548 600548 3.48 3.91 4.78 37.35%
China East Air 670 600115 2.85 3.98 4.87 70.72%
Air China 753 601111 5.87 6.53 7.98 35.99%
Anhui Expressway 995 600012 4.41 4.34 5.31 20.31%
China South Airlines 1055 600029 3.96 5.05 6.17 55.90%
China Shipping Development 1138 600026 4.85 6.54 8.00 64.85%
China Railway Group 390 601390 2.52 2.88 3.52 39.71%
China Shipping Container 2866 601866 1.65 2.75 3.36 103.75%
China Railway Construction 1186 601186 4.60 4.37 5.34 16.14%
Sichuan Expressway 107 601107 3.05 4.06 4.96 62.73%
China Cosco 1919 601919 3.99 5.76 7.04 76.48%
China South Locom. 1766 601766 5.13 5.19 6.34 23.68%
Dalin Port 2880 601880 3.44 2.82 3.45 0.22%
Utilities
Huaneng Power 902 600011 3.80 4.41 5.39 41.87%
Datang Power 991 601991 243 4.44 5.43 123.37%
Huadian Power 1071 600027 1.45 2.82 3.45 137.75%

Source: Bloomberg, SinoPac Securities
* Assuming the exchange rate is RMB1=HK$0.818
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Close price Target price Current EPS(RMB) PER (x) DPS
Code Company name HK$ HK$ i FY10F FY11F FY12F FY10 FY11F FY12F FY10 FY11F FY12F
Auto & auto parts
048¢ Dongfeng Mota 12.3€ 14.7¢ Buy 1.27¢ 1.304 1.53z 8.3 7.7 6.5 0.18C 0.19€ 0.23C 2.0%
233: Great Wall Motr 10.5€ 13.1E Buy 0.985 1.27c 1.212 9.2 6.7 7.1 0.20C 0.29: 0.291 3.4%
017% Geely Autc 1.81 2.2C Neutra 0.18€ 0.17€ 0.203 8.4 8.3 7.2 0.022 0.02: 0.02¢ 1.6%
0881 Zhongsheng Grot 13.1€ 16.6€ Buy 0.56C 0.71f 1.15z2 20.2 14.8 9.3 0.10t 0.211 0.331 2.0%
Glass & new materials
086¢ Xinyi Glass 4.73 7.17 Buy 0.44C 0.51z 0.622 10.7 9.2 7.6 0.20¢ 0.241 0.28C 5.1%
0067 Lumena New Materia 1.52 3.4C Buy 0.37¢ 0.314 0.37C 3.5 3.9 3.3 0.074 0.07t 0.08¢ 6.1%
018¢ Dongyue Grou 6.41 12.8C Buy 0.35Z 0.89¢ 0.99¢ 15.7 5.8 5.2 0.117 0.297 0.33z 5.7%
212¢ China Lians 3.54 5.4C Buy 0.425 0.44€ 0.59¢ 7.2 6.4 4.8 0.11¢ 0.121 0.161 4.2%
Metals
181¢ Zhaojin Mining 13.92 UR UR 0.824 1.16¢ 1.624 145 9.7 6.9 0.30C 0.48C 0.66C 4.3%
024¢ Real Golc 8.81 UR UR 0.951 1.264 1.724 8.0 5.6 4.1 0.05C 0.05C 0.05C 0.7%
289¢ Zijin Mining 3.36 UR UR 0.331 0.48% 0.59¢ 8.7 5.6 4.6 0.10C 0.10C 0.10C 3.7%
3992 China Molybdenur 3.69 UR UR 0.19¢ 0.29¢ 0.33: 16.c 10.1 9.0 0.404 0.14¢ 0.167 13.5%
209¢ China Gold Int’ 20.65 28.8( Buy 0.13¢ 0.237 0.284 19.2 11.2 9.3 N/A N/A  N/A N/A
Chemicals & chemical fibel
103: Yizheng Cher 1.81 24C Neutra 0.30€ 0.224 0.22% 5.1 6.5 6.5 0.03C 0.034 0.03¢ 2.3%
Electrical appliance
044¢ Chigo Holdin¢ 0.21 0.4€ Neutra 0.057 0.017 0.043 3.2 10.C 3.9 0.01z 0.004 0.01C 2.4%
0751 Skyworth Digital’ 3.07 3.5¢ Neutra 0.49t 0.44z 0.513 6.2 6.9 6.0 0.16C 0.14C 0.16z 4.6%
107C TCL 2.39 3.87 Buy (0.921 0.21f 0.36€ N/A 111 6.5 0.00C 0.06€ 0.11z 2.8%
F&B
106¢ China Yurun Foo* 10.4z 14.8z Neutra 1.551 1.371 1.64€ 6.7 7.6 6.3 0.40t 0.34% 0.41z 4.1%
0151 Want Want China* 7.76 7.7C  Neutra 0.027 0.03C 0.03¢ 36.8 33.2 27.6 0.02% 0.01t 0.01¢ 0.0%
016€ Tsingtao brewel 43.4% 427  Neutra 1125 1.23¢ 1537 33.2 285 229 0.16C 0.371 0.461 1.1%
053¢ Ajisen 9.7C 16.0C Buy 0.41¢ 0.53¢ 0.64¢ 23.2 18.C 15.0 0.23C 0.29€¢ 0.35€ 3.1%
Heavy Truck
233¢ Weichai powe 37.5E 44,15  Neutra 4.07C 3.44t 3.66E 7.9 8.8 8.3 0.43C 0.37¢ 0.44C 1.2%
380¢ Sinotruct 4.17 6.0  Neutra 0.53€ 0.55¢ 0.55¢ 6.7 6.1 6.0 0.152 0.16z 0.16z 4.8%
New Energy
081¢ Tianneng Powe 3.73 5.5C Buy 0.31f 0.56C 0.76z 10.2 5.4 4,0 0.09¢ 0.16¢ 0.22¢ 5.6%
1042 Coslight Tect 1.92 4.8C Neutra 0.021 0.06€ 0.13¢ 78.€ 23.€ 11.2 NA NA NA NA
051t TC Interconne 2.00 4.5C Buy 0.14Z 0.257 0.32 14.1 7.8 5.4 0.02¢ 0.06z 0.08¢ 3.1%
0951 Chaowei Powe 3.40 5.0C Buy 0.307 0.54C 0.70€ 9.5 5.1 3.9 0.08C 0.16z 0.21z 5.9%
Machinery
0317 Guangzhou Shipya 5.95 9.8C Buy 1.101 0.83: 1.021 4.6 5.8 47 0.08C 0.17C 0.18C 3.5%
065¢ China High Spee 3.52 5.3¢ Neutra 0.90t 0.44&¢ 0.491 3.3 6.4 5.8 0.28C 0.164 0.17¢€ 5.8%
0631 Sany Heavy Equipment In 7.62 8.12 Buy 0.21f 0.29t 0.377 305 20.¢ 16.4 0.04% 0.05¢ 0.07t 0.9%
168: International Mining Machinel 8.25 747 Neutra 0.282 0.345 042z 252 194 15.8 0.27C 0.06¢ 0.084 1.0%
176€ China South Locomoti 5.13 6.77 Buy 0.21¢ 0.30¢ 0.36] 20.€6 134 115 0.04C 0.06z 0.072 1.5%
389¢ CSR Times Electr 17.1¢ 26.3¢ Buy 0.78¢ 1.08: 1.407 188 128 9.9 0.30t 0.42% 0.54¢ 3.0%
220¢ Goldwinc 4.32 452 Neutra 0.99C 0.31: 0.30C 38 11.2 11.7 0.734 0.18t¢ 0.18C 5.4%
Power/Gas/Coal/Utilities .
108¢ China Shenht 34.4% 43.0C Buy 1917 2.37¢ 2931 155 11.7 9.5 0.767 0.951 1.17z 3.4%
189¢ China Coe 9.1C 12.7¢C Buy 0.56% 0.79z 1.03z 13.¢ 9.3 7.1 0.15€ 0.21&€ 0.28t 3.0%
1171 Yanzhou Cot 17.5€ 23.0C Buy 1.887 1.77¢ 2.18C 8.0 8.0 6.5 0.59C 0.55€ 0.681 3.9%
063¢ Shougang Re! 2.85 4.5C Buy 0.335 0.50% 0.54¢€ 8.5 5.7 5.2 0.101 0.151 0.164 5.3%
091¢ Longyuan Powe 5.40 10.7C Buy 0.27C 0.394 0.46:Z 17.2 111 9.4 0.054 0.047 0.05€ 1.1%
Building Material
3327 CNBM 9.64 14.5€ Buy 0.€62 1.69C 1.967 125 4.6 4.0 0.10C 0.17C 0.19C 2.2%
091¢ Conch Cemel 24,75 34.92 Buy 1.16C 2.39C 2.88C 18.3 8.4 7.0 0.30C 0.41C 0.49C 2.0%
0691 Shanshui Ceme 5.72 7.54 Buy 0.36C 0.96C 1.15C 13.7 4.8 4,0 0.15C 0.28C 0.34C 6.0%
131: ChinaResCeme 5.71 7.2C Buy 0.31% 0.724 0.90t 18.2 7.9 6.3 0.05C 0.12C 0.14C 2.1%
Source: SinoPac Securities estimates
#: Year end March 31st *: EPS denominated in HK$ EPS denominated in US$
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Close price Target price Current EPS(RMB) PER (x) DPS

Code Company name i FY10F FY11F FY12F FY10 FY11F FY12F FY10 FY11F FY12F

Retails

2331 LiNing 6.36 7.67 Sell 1.044 0.49t 0.697 52 104 7.4 0.421 0.14¢ 0.20z 2.9%
202(C Anta 8.51 7.62 Neutra 0.62C 0.707 0.67¢ 11.8 9.7 10.2 0.38t 0.424 0.407 6.2%
196¢ Peal 2.24 1.6€ Sell 0.39z 0.444 0.45C 4.9 4.1 4,0 0.14€ 0.111 0.13t 6.1%
1361 361 degre 3.18 3.62 Neutra 0.44%Z 0.57€ 0.613 6.2 4.5 4.2 0.13% 0.23z 0.24t 9.0%
136¢ Xtep 2.25 3.2C Neutra 0.372 0.447 0.50¢ 5.2 4.1 3.6 0.18¢ 0.22: 0.254 12.2%
381¢ China Dongxian 1.29 1.4€ Sell 0.25¢ 0.091 0.101 43 115 10.3 0.181 0.064 0.071 6.1%
123¢ China Lilan¢ 6.95 9.07 Buy 0.347 0.49¢ 0.59¢ 17.2 11.3 9.4 0.17C 0.324 0.36C 5.8%
0891 Trinity 5.24 7.3E Buy 0.21C 0.31z 0.36¢ 25.C 16.8 14.2 0.15C 0.17Z2 0.20z 3.3%
399¢ Bosiden 2.34 2.4C Neural 0.13¢ 0.157 0.182 145 20.C 104 0.12¢ 0.141 0.164 7.4%
Transportation Infrastructure

180C Chine Comrr. Constructiol 5.99 6.00 Neutra 0.66% 0.72¢ 0.67¢ 7.7 6.7 7.2 0.16C 0.174 0.20C 3.6%
039( China Railway Grou 2.52 2.04 Sell 0.35: 0.23¢ 0.29Z 6.2 8.6 7.0 0.058 0.03¢ 0.047 1.9%
118¢ China Railwa Constructiol 4.60 456 Neutra 0.34¢ 0.52¢ 0.60f 11.5 7.1 6.2 0.10C 0.15% 0.17% 4.1%
190C China ITS 1.04 1.5¢ Neutra 0.20¢€ 0.22C 0.24¢ 4.3 3.8 3.4 0.00C 0.00C 0.00C 0.0%
Transportation

113¢ Chine Shippin¢ Deveopmen 4.85 5.15 Neutra 0.50¢ 0.292 0.377 83 13.t 104 0.17C 0.10C 0.13C 2.5%
286€ China Shipping Contain 1.65 1.40 Neutra 0.36C (0.149 0.05€ 39 NA 238 NA N/A  N/A N/A
191¢ Ching COSCCholdings 3.99 3.10 Sell  0.671 (0.206  0.10: 51 N/A 31.4 0.09C 0.00C 0.02C 0.0%
Source: SinoPac Securities estimates
#: Year end March 31st *: EPS denominated in HK$ EPS denominated in US$
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Formulas applied in the report
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19.
20.

EBIT = Net profit + Interest Expense + Income Tax
EBITDA = EBIT + Depreciation + Amortization
ROAA = Net income x 2 / (Total asseftg + Total assetg;
ROAE = Net income x 2 / (Total equigyy+ Total equitygng)
Current Ratio = Current assetg/ Current liabilities g
Quick Ratio = (Current assetg —Prepayment,q- Inventoryg, / Current liabilitiegg
Asset Turnover = Sales x 2 / (Total assgfs- Total assets,g
Account Receivable Days = 365%(Accounts receivahje Accounts receivablg,y) / (2xSales)
Inventory Turnover Days = 365x(Inventory Beg + Intgeg End) / (2xCOGS)
Account Payable Days = 365x(Accounts payable- Accounts payablg,y / (2xCOGS)
Operating margin = 1 — (COGS / Revenue + D&A / Reven®&&A / Revenue)
Capital Turnover = 1/ (OP. WC / Revenue + Net PP&evenue + Other assets / Revenue)
Where: Total capital = Total equity + Long-ternbtle
Operating Working Capital = Inventory + Accountsei@able — Accounts payable
Net PP&E = Net PP&F5, + Capex — Deprecation
Other assets = Total capital - OP. WC — Net PP&E
Return on Invested Capital = Operating margin x Chpitanover x (1 — effective tax rate)
ROE = ROAE = (Net income/Sales) x (Sales/AveragetglszdAverage assets/Average equity)
Enterprise Value = Market Cap + Minority Interediet Debt
Gross Debt / Equity = (LT Interest-bearing DebtFI8terest-bearing Debt) / Total Equity
Net Debt / Equity = (LT Interest-bearing DeRt+ ST Interest-bearing Dehty— Cash & Cash equivalent) / Total Equitye,g
BVPS = Total Equitg,q/ Number of Shargs
CFPS = (Operating Cash Flow + Investing Cash Flownaiging Cash Flow)/ Number of Shaggs
DPS = (Interim Dividend + Final Dividend) / NumbafrShares,g
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ANALYST CERTIFICATION

For each company mentioned in this research reffmtrespective analyst — or analysts who coveictmpany certifies that all of the
views expressed in this research report accureséliyct the analyst’s or analysts’ personal viesut any and all of the subject issuer(s)
or securities. The analyst or analysts also cetttifit no part of analyst's compensation was, isyitirbe directly or indirectly related to
the specific recommendation(s) or view(s) in tleigart.

IMPORTANT DISCLOSURES

This document is for information purposes onlyohnfiation has been obtained from sources believée teliable but SinoPac Securities
(Asia) Limited or its affiliates and/or subsidiagielo not warrant its completeness or accuracy. i@mnand estimates constitute our
judgement as of the date of this material and alogest to change without notice. Past performarsa®ot indicative of future results. This
material is not intended as an offer or solicitatfor the purchase or sale of any financial insnm Securities, financial instruments or
strategies mentioned herein may not be suitablealioinvestors. The opinions and recommendationeihedo not take into account
individual client circumstances, objectives, ordgand are not intended as recommendations otplartisecurities, financial instruments
or strategies to particular clients. The recipigithis report must make its own independent decsiregarding any securities or financial
instruments mentioned herein. Our research is aailat www.sinopacasia.com, www.thomsononeanalgtien and Bloomberg (page:
SINO).

This research report has been published in accoedaith our research policy stated in our Generah@l@ance Manual.

Recommendation definitions:
BUY: More than 15% upside to our 12-month TP, basethe share price at the time of the most recentatreview.

NEUTRAL: Less than 15% upside, but no more than Hnside to our 12-month TP calculated at the tiinthe most recent model
review.

SELL: More than 15% downside to our 12-month TRdobon the share price at the time of the moshtenedel review.

To our readers in Taiwan: This research reportaderavailable in Taiwan through SinoPac Secur@ieporation, which is regulated by
Securities & Futures Bureau. Such report is for yeference only. The reader should independentijuete the investment risks and is
solely responsible for their investment decisioRsis publication may not be distributed to the puilphedia or quoted or used by the
public media without the express written consenBiofoPac Securities Corporation. Information on g#@es that do not trade in Taiwan
is for information purposes only and is not to lomstrued as a recommendation or a solicitatiorradet in such securities. SinoPac
Securities Corporation and/or its affiliates mayéan investment banking relationship with the camypar companies referenced in this
report.

To our readers in the United Kingdom: This reseaegort is made available in the United Kingdonotlgh SinoPac Securities (Europe)
Limited, which is regulated by the Financial Seeg®uthority (“FSA”). Such report may only be isdum passed on to any person in the
United Kingdom if that person is of a kind descdhia Article 19(5) or Article 49(2) of the FinantiServices and Markets Act 2000
(Financial Promotion) Order 2001 (as amended) bemtise pursuant to exemptions to Section 21 ofihancial Services and Markets
Act 2000 (“FSMA 2000"). In addition, no person wiman Authorised Person (as defined in the FSMAO200ay issue or pass on this
report, or otherwise promote the Company, to anggrein the United Kingdom other than by the ruléshe FSA applicable to such
Authorised Persons. This report is confidential eridtended solely for the use of its recipient.

© 2011 SinoPac Securities (Asia) Limited. All righteserved. Any unauthorized use, duplication statiution or disclosure is prohibited
by law and will result in prosecution. SinoPac S#ms (Asia) Limited or its affiliates accepts hability whatsoever arising out of, or in
connection with this report.
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