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Monthly Report

M acr o economy:

For the remainder of 2010 based on our estimates and forecast,
we believe the Hong Kong stock market will be under pressure
moving towards July. Rea estate tightening and bank NPL
concerns will intensify, earnings forecasts will be cut, a possible
RMB appreciation and interest rate hike will further weigh on the
market. As we move into 3Q10 and 4Q10, the market will
rebound as real estate tightening softens and bank asset quality
concerns alleviate. Meanwhile, surging investments in subsidized
housing and energy saving projects will compensate for a decline
inreal estate investments to some extent.

(1) Subsidized Housing

Subsidized housing will be the major difference between this
round of real estate tightening and previous rounds. On May 7th,
Metallurgical Corp(601618.SS) announced that it signed a 3-5
year RMB15 billion subsidized housing construction contract
with Anshan city. We expect more cities to follow suit. For 2010,
the central government has set atarget of completing 3 million
units of subsidized housing, roughly RMB300 billion investments
based on our estimates. This represents a 76% increase from the
RMB170 billion investments in 2009. For 2011, we expect an
approximately 50% increase in investments. We believe the
market has yet priced in these upsides for related sectors
including steel, construction materials and machinery.
Consequently, we expect these sectors to rebound in 3Q10. We
have to point out that local governments still face financing and
incentive issues. As subsidised housing flows into the market and
the property prices fall, we should see private consumption
expenditure increase. In Taiwan and South Korea during their
housing slump, average growth rate of private consumption were
significantly higher than during the period where housing prices
were high.

(2)Bank Assets Concerns Alleviate

Loans to local governments could raise Non Performing Loans
(NPL) ratio, however we believe this is not a big concern.
Reason:

1) Banks estimate 15% of their loan book comes from local
government platform

2) PBoC and CBRC are aware of the problem and have begun
risk control

3) Loans to governmentsin Eastern China are mostly safe

4) Listed banks are much safer as they are mainly exposed to tier
1 cities (+85%)

The market is likely to get the results of the stress test in
September. If the NPL ratio rises by 1% in two years as a result,
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either the coverage ratio will drop to 130% - 140% or 2010
earnings will decline by around 20% - 30%. We expect the
banking sector to rebound as concerns about its asset quality
aleviate. As a result, we believe large caps, which has been
lagging in 2010, may outperform mid-and-small capsin 3Q10.

(3)Energy Saving Initiatives

After failing to meet its energy reduction target, the government
currently has an aggressive goal. Its goal is to reduce energy
intensity by 5.6% in the next 8 months. Thisis an aggressive goal
considering that over the last 52 months, the reduction has only
been 14.4%. The government will do this by supporting energy
saving projects, reduce outdated capacity and boost renewable
energies. We expect energy saving products manufacturers to
benefit from projected RMB83 billion government spending. In
addition, we expect market leaders in energy intensive industries,
including steel, cement and construction materials, to benefit
from industrial consolidation. Over the long run, renewable
energy providers will outperform the market, in our view.

(4) U.S. rate hike may lift stock prices

On average, the SPX moves 4.87% in the 6 months immediately
after the first rate hike. Given a high correlation between the SPX
and HSCEI, we believe the Hong Kong stock market may react
favourably to a potential U.S. rate hike.

Recommended Stocks

Current 2010 2010 estimated
Price estimated P/E dividend yield

Huiyuan Juice (01886)
Dalian Port (02880)
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Key sectors:

Healthcar e (Phar maceutical):
Reform China's Medical System

Medical expenses have been a burden on residents. Due t0 huge Medica expenses have been a burden on
medical expenses residents have been discouraged from residents
discretionary spending. The solution to this problem lies in

China s medical system reform.

China’ s government is set out to deliver the following in 2010:
-An additional 410 million people to be insured
-50% increase in Medicare insurance subsidy
-Over 60% coverage of essential drugs
-Build 100 mental health institutions
-Increase Entry of Private Investment
-Increase subsidy to hospitals

-Reduce medicine price mark up

New Energies:

50% increase in Medicare insurance subsidy
Over 60% coverage of essential drugs

Reduce medicine price mark up

Current resource prices are too low compared with developed inefficient use of scarce resources resuiting in
countries. This has led to inefficient use of scarce resources highpollution.

resulting in high pollution. If we compare China to the U.S. and

Australia, China's oil levies are around 1% whereas U.S. and

Australia’s ail levies are more than 10%. A move to free market

pricing will raise the price and encourage efficient use. We A move to free market pricing will raise the
estimate as we move towards free market pricing for resources, Priceand encourage efficient use.

we should see natural gasincrease by around 27% and electricity,
gasoline and diesel increase by around 5%.

Juice industry comparison

Port industry comparison

Stock name Stock code Mkt cap 2010 2010
(Million) | estimated estimated
P/E (x) yield (%)
Huiyuan Juice 01886 7814.1 26.75 0.86
Andre Juice 08259 1642.2 11.96 1.04
Haisheng Juice 00359 1075.5 5.84 3.84
Stock name Stock code Mkt cap 2010 2010
(Million) | estimated estimated
P/E (x) yield (%)
Dalian Port 02880 10036.2 14.77 8.33
TianJinPort Dev 03382 10222.3 15.96 N/A
Xiamen Port 03378 3734.9 13.10 417
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Stock picks:

China Huiyuan Juice Group Ltd. (01886.HK) Hutyuan Juice (01836 HK)
Investment Rating & Valuation: The stock is currently trading at 2010 estimated PIE 26.75X
18x PER for 2010 and 15x PER for 2011. The company intends to ggig ::QZE P/B 1.33¢
deliver EPS CAGR of ~20% over the next 3 years, the TP should dividend yidd 0.86%
be HK$8.00, representing a 25x PER for 2010 and 1.25x PEG for  Source: Bloomberg

11E~13E. Thereis 40% upside potential with mild risk. Huiyuan Juice stock price performance

Investment highlights: We believe that, as a recovery stock,
profitability of Huiyuan will return to a normal level much faster =

than the market's expectation. Currently, the moods of = WW
management and distributors are very high indicating solid -
earnings growth in recent years.

How we differ from the market: Firstly, Huiyuan can maintain
GPM over 40% thanks to the stable raw materials costs and low
depreciation. Secondly, although the distribution expenses to
revenue ratio will be 26-27% in 2010E, Huiyuan can still
maintain EBITM around 15.2% on larger sales base. We believe
the expansion of sales networks is not a threat to cost control
owing to strong management capability.

Catalysts for share price performance: The company plans to
announce the 1H10 results in August. We believe more exciting
news will be brought to the market.

Risks: Fierce competition, surging raw materials costs, failure in
marketing
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Dalian Port. (02880.HK)
Investment Rating & Valuation: We reiterate “ Buy” on Dalian

Port with a target price of HK$3.84. The target price is based on po10 et Dz'éaglgort (02880-'2::;6)(
our three-stage DCF valuation model. It also represents a 2010 5010 motod i e
PE ratio of 16x and 1.4x PB, a little lower than its global peers’ 2010 estimated

average. dividend yield 8.28%

Source: Bloomberg

Key Assumptions: Chinese exports will grow 22% and 15% in Dalian Port stock price performance

2010 and 2011. The oil consumption and import volume keep ..
rising in the future. a2

How we differ from consensus. The market is worried about the
dilution effect due to the acquisition. The company is highly
expected to get approval by the end of June. The new A share
issue price will at least be higher than the net book value == s e oo oo
according to CSRC's guidelines (the parent company). The A-

share issue price will be close to the average H share closing

price for trading days before the A-share listing. If the company

sees another 10% decline (implying leading PE of only 11x), the

A-sharelisting will be suspended. A higher H-share price means

the company will raise higher amount from the A-share listing.

Catalysts for share price performance: Approval from CSRC for

A-sharelisting.

Risks. China's export decline sharply due to the Euro’s further
depreciation.
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