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Monthly Report

Macro economy:

The National People's Congress will convene this week. We
believe the eight points raised by President Hu Jintao in early
February has already set the tone for new economic policies that
will come out of the meeting. We list these eight points and their
investment implications below:

1) Accelerate economic restructuring

This includes increasing average income, accelerating
urbanization, and developing regional economies. We believe the
consumer sector will benefit the most.

2) Accelerate industrial restructuring

This includes developing new strategic industries, such as
consumer, TMT, new energy, biotech & pharmaceutical.
Accordingly, we believe these sectors will benefit.

3) Develop new technologies

We believe this will benefit technology intensive sectors, such as
TMT, new energy, biotech & pharmaceutical, aerospace and
marine science.

4) Develop modern agriculture

This helps resolve two critical issues, among others, in China:
keep inflation under check and increase income of rural
population. We believe the agriculture sector will outperform the
market over the long run.

5) Realize sustainable economic development

This includes the development of renewable energies and energy
efficient technologies. Accordingly, the new energy sector will
benefit.

6) Build a harmonious society

This includes expanding social security system. As people feel
more secure about their future, discretionary income increases.
We believe the consumer sector will benefit the most.

7) Develop cultural industries

The fact that developing cultural industries was singled out as a
separate point indicates the substantial growth potential of related
sectors. We believe entertainment, airline, and lodging sectors
will benefit the most.

« )
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Hang Seng Index

Index (%) 5 Days 1 Mth YTD
HSI 0.88  3.06 (2.89)
HSCEI 2.88 7.40 (3.10)
Red Chip  0.68 1.03 1.03
Shanghai A 161  1.87 (5.16)
Shenzhen A 2.13 3.30 0.83

Source: bloomberg Ended at 31/3/2010
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8) Adjust the structure of imports and exports.

In addition to current policies in place, more policies aimed at
cooling off the real estate market are expected to come out of the
meeting.

We first raised our long-term view about China’s economic
restructuring in our February strategy report (Economic
Restructuring Starts, Now, 02/03/10). We believed that:

The Chinese government has made the long overdue decision to
moderate its economy’s heavy dependence on the real estate
sector by boosting domestic demand for other household goods
and services.

As economic restructuring is taking place in China, up-and-
coming sectors including Consumer, TMT, Biotech &
Pharmaceutical, and New Energy, will out-perform the market
while real estate and its related sectors will under-perform.

The Chinese government’s latest stance on economic
restructuring, as discussed above, reinforces our long-term view.
In the short term, we expect the Hong Kong market to move up
slightly in March. This offers good opportunities for investors to
adjust their investment portfolio.

Recommended Stocks

Current Price 2010 2010 estimated
estimated P/E dividend yield
United Lab (3933) $6.68 11.82x 2.994%
TCL Comm (2618) $3.90 14.44x Nil

«C )
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Key sectors:

Healthcare (Pharmaceutical)

China’s healthcare sector is growing rapidly due to the economic
recovery and strong support from government policies. The
pharmaceutical sector is forecasted to grow in excess of 20%
driven by the RMB850 billion healthcare reform expenditure. We
are optimistic on the whole healthcare sector. We believe
penicillin and 6-APA prices will continue to rise as the Indian
government considers its final anti-dumping tariff against China.
Our top pick is United Labs International (3933.HK).

TMT :

We expect a recovery of IT industry in 2010. IT expenditure
normally lags the economic cycle of manufacturers. We hold a
more positive view on handset and computer sectors. On the other
hand, we remain cautious on the telecom equipment sector as
Chinese telcos should restrain capex following their massive
deployment in 2009. Wireless enhancement may become major
investment targets, especially for TD-SCDMA network.

Catalysts We believe telcos 2009 annual results conference will
play a key role in projecting the business outlook of IT industry.
In our view, Chinese telcos will shift their focus away from
network buildup to subscriber acquisition and wireless
enhancement.

Major risks Industry competition as well as the progress of
economic recovery.

Recommended Stocks: China Wireless (2369.HK) and TCL
Communication (2618.HK)

Stock name Stock code Mkt cap 2010 2010
(Million) | estimated estimated
P/E (x) yield (%)
United Lab 3933 1200 11.82 2.994
Sinopharm 1099 79033 53.18 0.45
GuangZhou Phar 0874 9864 21.94 0.92
Sino Biopharm 1177 14588 27.73 1.31
Wuyi Pharma 1889 1334 6.86 Nil

«C )
+852 2509 8431/ +852 2509 8434

The pharmaceutical sector is forecasted to
grow in excess of 20% driven by the RMB850
billion healthcare reform expenditure.

We are optimistic on the whole healthcare
sector.

We hold a more positive view on handset and
computer sectors.

Wireless enhancement may become major
investment targets, especially for TD-SCDMA
network.

Chinese telcos will shift their focus away from
network buildup to subscriber acquisition and
wireless enhancement.

Healthcare
comparison

(Pharmaceutical) industry
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Stock name Stock code Mkt cap 2010 2010

(Million) | estimated estimated
P/E (x) yield (%)

TCL Comm 2618 4211 14.44 Nil

China Wireless 2369 7000 36.74 Nil

Sim Tech 2000 2849 18.6 Nil

FIH 2038 58388 95.9 0
Stock picks:

United Labs International (3933.HK)

Investment Rating & ValuatioiWe give The United Laboratories
a target price of HK$5.72. Estimated EPS of 2009, 2010 and 2011
are HK$0.39, 0.44, and 0.50, indicating PER of 14.64X, 13.06X

and 11.46X.

Key Assumptions We assume that the strong demand for
penicillin will continue in March, driving up the price. In addition,
pending an anti-dumping decision from India, some international
pharmaceutical companies will turn to China to purchase

penicillin bulk medicine, driving up the price.

How we differ from consensuStrong demand for penicillin from

downstream and international sources will drive up the price.

Catalysts for share price performandgising price of penicillin.
Risks Decline of penicillin price.

«C )
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TMT industry comparison

United Labs International (03933.HK)

2010 estimated P/E 11.82x
2010 estimated P/B 2.18x
2010 estimated

dividend yield 2.99%

Source: Bloomberg

United Labs stock price performance
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TCL Communications (2618.HK)
Investment Rating & Valuatio'We give a ‘Buy’ rating and a 6
month target price of HK$3.00 for, implying a 13x 10E PE. Our TCL Communications (02618.HK)

09, 10, 11EPS estimates are HK$0.004, 0.23 and 0.27, 5010 cimatec Pt 1
respectively. 2010 estimated
dividend yield Nil

Source: Bloomberg

Key Assumptions4Q09 handset shipments will reach 6.4m and
total 2009 shipments will reach 15.7m thanks to orders from TCL Comm stock price performance
Vodafone. In 2010, we forecast the company will receive more ..
ODM orders from overseas partners, with total shipments ~
reaching 31m. Furthermore, TCL Communication will launch its ..

Ophone in April, 2010. &

How we differ from consensudVe believe the number of =
handsets shipped in 4Q09 will reach 6.4m representing growth of "=
almost 88% and this surge will raise 4Q net profit to almost

HK$100m, bringing handset shipments in 2009 to 15.7m. We

expect total shipments will grow by 99% to reach 31.3m in 2010

thanks to new orders. In this scenario, 2010 revenue will be

HK$7.54b, up 93% YoY.

Catalysts for share price performancdmportant catalysts
include a large quantity of orders from overseas mobile
companies, boosting its ODM sales. Media reports of strong 3G
handset sales in China.

Risks The volatility of global handset demand could have a
significant impact on the company’s business, whose export-
oriented sales is larger than its peers.
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