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Monthly Report Hang Seng Index
Index (%) 5Days 1Mth YTD

HSl 103 674 (2.86)
M acr o economy: HSCEI 138 731 (5.66)
1) Further Real Estate Tightening Red Chip 121 780 0.22
After 11 weeks of tightening, home prices have remained firm, ShanghaA 021 1090 (19.42)
> . . : . Shenzhen A 052 16.75 (10.22)
There has been a dlight deceleration in MoM housing prices, Tmmmoames Ended ot 307712010

decreasing from 1.4% in April to 0.2% in May. Although there
has been a softening in tone by some local governments, we HS! 1M Performance

21200

continue to believe the central government is unlikely to soften its
tightening stance until there is a material correction of domestic ...
housing prices. Our belief was reinforced by the recent statement =«

20200

of Mr. Wang Yulin, Deputy Director of the Ministry of Housing  z«
and Urban-Rural Development. Mr. Wang reportedly stated that ...
the central government has prepared itself for any potential =
consequences of this round of housing market tightening. Wang ==
dismissed the belief that the centra government may loosen

tightening in 2H10 or early 2011. We reiterate our view that

policy headwinds will continue to weigh on the domestic housing "=CF! 1M Performance
market. Consequently, we believe it is premature to re-enter the =
real estate sector despite its cheap valuation. There will be further **
downside risks in July and therefore suggest investors remain ...
cautious.

11000

2) Bank Asset Quality Concern
The national audit office of the PRC recently conducted an =
investigation into 18 provinces, 16 cities and 36 counties in
China. The investigation found that local government loans
amounted to RMB2.79 trillion, 37% raised in 2009. Further,
dightly less than half of the local governments under review have =

2650

a debt-to-income ratio of over 100%, the highest reaching 365%. =
Since the ability of some local governments to re-pay debtsisin
guestion (e.g. County level government), we expect Chinese ==
banks' NPL ratio to rise 1-2% over the next 12 to 18 months. #*
Meanwhile, we believe concerns about the bank asset quality will

continue to downward pressure the market.

11111111111111111111111

SHCOMP 1M Performance

N
N
S
3

3) RMB Appreciation and Rising Labour Cost May Harm
Exports

During the month, the PBoC announced a change in RMB
exchange rate policy. Rather than being pegged to the US Dollar,
it will be pegged to a basket of currencies. Since the
announcement on the 19th of June, RMB has appreciated 0.63%
against the U.S. dollar. Meanwhile, rising labour costs and labour
unrests has made headline news. Incidents at manufacturing
facilities of Foxconn, Honda, and Toyota reflect the current
upward pressure on wages and worker demands for higher pay in
China. The centra government has already implemented and
announced further minimum wage increases. The largest increase
will be in Fujian, 46% increase in minimum wages this year. A

4
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combination of strengthening RMB and rising labour cost will
raise concerns about China's exports, especialy after the U.S.
consumer confidence fell sharply in June to 52.9, which was
much worse than the market expectation of approximately 62.0.

4) Low A-H Share Premium

Since July 2009, HSAHP index has been steadily declining from
approximately 140 to 100, indicating that China and Hong Kong
dual listed companies, shares on average now trade at the same
price on both markets. Historically, for dua listed stocks on
average, H-shares trade at 20-30% premium over A-shares. Last
time HSAHP hit 100 dated back to October 2006. The lower-
than-average A-H share premium places downward pressure on

Hong Kong stock market,

Recommended Stocks

Current 2010 2010 estimated

Price estimated P/E dividend yield
China Wireless (02369) $3.12 11.21X 1.27%
Daphne Int’| (00210) $7.19 17.71X 1.09%
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Key sectors:
Early in the month, Chinese Premier Wen Jiabao in Japan Thiee godls for Chiners sconomy: gromth
reiterated his concern about a potential double dip of the world  rebaance, and containinflation. '
economy and ruled out an early exit by the Chinese government.
Premier Wen said that the Chinese government has three goals for
China’'s economy: growth, rebalance, and contain inflation. . - .

. . ., . We believe China's economy will manage to
Through his statement, we believe China' s economy will manage deliver more than 8% growth in 2010,
to deliver more than 8% growth in 2010, regardless of the external  regardiess of the external environment.
environment.

During the month, China's willingness to resume the gradual

appreciation of its currency, which may be followed by a rate

hike, demonstrates its confidence in domestic economy despite

uncertainties in overseas markets. The Development and Reform . . . .
.. . . Energy saving projects and economic housing

Commission, during the month, approved the Hainan Island will likely make up for the deceleration in real

development plan. Investments in regional economies, such as estate investments.

Hainan island and Xinjiang province, energy saving projects and

economic housing will likely make up for the deceleration in real

estate investments. This was reinforced by a statement from Mr.

Li Daokui, a PBoC official. Mr. Li stated that China' s economy

remains robust and further tightening of domestic housing market

will make the economy more balanced.

Stock name Stock code Mkt cap 2010 2010 TMT industry comparison
(Million) | estimated estimated
P/E (x) yield (%)

ChinaWireless 02369 6584.53 11.21 1.27

TCL 02618 4637.95 13.14 0.82

Sim Tech 02000 2708.88 15.04 173
Stock name Stock code Mkt cap 2010 2010 Consumer staples industry comparison

(Million) | estimated estimated

P/E (x) yield (%)

Daphne Int’| 00210 12005.75 17.71 1.09
BelleInt'l 01880 100873.4 28.12 0.71
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Stock picks: ——

. . W .HK
China Wirel eSS (02369.H K_) 2010 estimaltgg P/E = ll.sz
Investment Rating & Valuation: We tune 2010E-2011E EPS uUpto 2010 estimated P/B 7.38x
HK$ 0.30 and 0.38 from 0.22, and 0.28. New TPisHK$5.02 and 2010 estimated

reiterate our ‘Buy’ rating. Regarding dominating market position S'V'Cden B?Oiifbirg 2

and high growth rate of the industry, we estimate the EPS for
2010E-2013E would be HK$0.30, 0.38 and 0.45, with 2010E-
2012E PER 13.5X, 10.71X and 9.04X.

China Wireless stock price performance

Key Assumptions: We believe 2010 will be the most important
year for the introduction of 3G into China. We estimate telco
handset subsidies to reach RMB52b in 2010. We expect 3G
handset sales to reach 62m this year. We believe China Wireless
will maintain its ~10% combined market share in the CDMA 2000
and TD-SCDMA markets due to its focus on technology and
software aimed at improving user experience.

How we differ from consensus. High market share and doubled
trade& bill payables indicated market’ s recognition of the
company’s brand name. Through a rough calculation, there were
10 million TD-SCDMA and EVDO usersin China, and 3G
handset shipments of Chinawireless counted nearly 1 million,
10% of total users. We also find the trade& bill payables increased
104.61%, which showed higher bargain power of Chinawireless
against upstream vendors. (Cash aso doubled).

Catalysts for share price performance: The large scale
deployment of telecom equipments in 2H2010 after asurgein 3G
subscribers which indicates successful 3G marketing campaign in
1H.
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DaphneInt’l (00210.HK)
Investment Rating & Valuation: We rank the stock with an

‘Outperform’ rating and TP of HK$9.40, or a representing 20.5% _ Daphne Int’l (00210.HK)
. . 2010 estimated P/E 17.71x
upside potential. 2010 estimated P/B 5.45x
ZQ]:O estim_ated
Key Assumptions: Due to continuous urbanization and rising dividend yicld L0

Source: Bloomberg

consumers’ affordability, we expect sssg for main brand Daphne
to grow at mid-single-digit for FY 10-12E, while Shoebox is Daphne Int’l stock price performance
expected to grow at 12%/11%/10% for FY 10-12E. .

How we differ from consensus. We believe the company’s .
margins will be gradually expanded due to supply chain revamp N
aswell as economies scales effect from Shoebox. The newly "

added high-end brands will also supplement the brand portfolio S
and diversify operational risk.

02
8/1/2009 8/4/2009 8/7/2009 8/10/2009 8/1/2010

Catalysts for share price performance: Generally, 2Q and 3Q are
peak season for Daphne, a higher than expected sssg for both
Daphne and Shoebox will be upside catalyst.

Risks: Bottlenecks in management of multi-brand operation;
longer than expected for new brand to hit break even.
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