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Monthly Report

M acr o economy:

We believe inflation concerns will aleviate, RMB to resume
appreciation, real estate tightening to continue and PIIGS debt
concerns to remain. In addition, the 12th five-year plan will be
announced.

Hong Kong Market Valuation Reasonable

Compared with other world markets and emerging markets, the
HSCEI's valuation is reasonable. Price-to-Earnings currently
stands at 14.41x, below MSCI World Index’s 15.41x. HSCEI's
Price-to-Book currently stands at 2.31x, dightly above MSCI
World Index’s 1.77x. HSCEI has rebounded the least compared
with other BRIC countries.

Inflow of Hot Money will Increase A-H Share Premium

The A-H share premium is above parity and currently stands at
102.32. This has been a wide spread phenomenon not isolated to
a particular sector. Recent news of hot money inflow coupled
with an accelerated exchange rate reform will continue to drive
hot money in and, consequently, driving up the A-H share
premium.

Top-Down Approach Suggests HSCEI Earningswill

Grow by 22.5% YoY in 2010

Our analysis reveals that, on average, 54.03% of yearly earnings
are accounted for in the first half of the year. This is calculated
by dividing semiannual earnings by full year earnings.
Historically, the highest portion of first haf earnings was
65.45% in 2008 and the lowest was 47.01% in 2004. First half
for the HSCEI this year were RMB 483B. Using the average as
our base case, first half earnings would account for 54.03% of
full year earnings. Full year earnings are then estimated to be
RMB 894,001B implying a growth of 22.47% Y oY from 2009's
earnings.

Top-Down Approach Suggests HSCEI Earningswill

Grow by 22.5% YoY in 2010

Our Dividend Discount Model (DDM) base case suggests the
HSCEI index has a 2.34% upside potential by 31st of December
2010 with atarget of 12,588 index points. We assume 2010
earnings grow 22.5% and a leading PE of 13.0x.
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Hang Seng Index
Index (%) 5Days 1Mth YTD

HSI 0.11 5.79 8.14
HSCEI (087) 888 558

Red Chip (081) 143 5.13
Shanghai A 007 15.01 (6.92)
Shenzhen A 3.21 1480 11.34
Source: bloomberg Ended at 01/11/2010

HSI 1M Performance
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Recommended Stocks

Current 2010 2010 estimated

Price estimated P/E dividend yield
Nine Dragons Paper 12. 8|4 16/. 57 1.202
(02689.HK)
Shineway Pharm 27. 0|0 23. 84 1.723
(02877.HK)
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Key sectors:

Sectorswith Demanding Valuation
Consumer discretionary, consumer staples, pharmaceutical and

telecommunication services are sectors with demanding
valuation. These sectors are trading one standard deviation away
from their average P/E levels. Consumer stables sector is trading
at two standard deviations away from the average.

Sector swith Reasonable Valuation

Airlines,

construction

materials,

industrials,

information

technology (equipment and software), non ferrous metals and
paper are sectors with reasonable valuation. These sectors are
sectors trading within one standard deviation away from their
average P/IE (P/B for airlines). Airlines and industrials, in
particular, are trading close to their average.
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Consumer discretionary, consumer staples,
pharmaceutical and telecommunication services are
sectors with demanding valuation.

Airlines, construction materials, industrials, information
technology (equipment and software), non ferrous metals
and paper are sectors with reasonable valuation.

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

ND Paper 02689 5Pp744. 6 16.H7 1.202
Lee & Man Paper 02314 3p436. 0 14.[78 2.096
Chenming Paper 01812 17r568. 1 9. 3|9 3.469
Sunshine Paper 02002 1943.1 14. 84 1.338

QX Paper 03868 3532. 4 7.78 3.404
Stock name Stock code Mkt cap 2010 2010

(Million) | estimated estimated Pharmaceutical industry comparison
P/E (x) yield (%)
Shineway Pharm 02877 2p329.( 23. 84 1.723

United Lab 03933 18715, ¢ 18. 31 1.878
Lansen Pharma 00503 1523.1 18. 94 N. A
China Pharma 01093 6677.1 8.88 4. 46

HuaHan 00587 41166. 1 9.52 N. A
My Medicare 00233 4032. 7 21. 610 0.463
Sino Biopharm 01177 15216 . ¢ 30.40 1.889

Sinopharm 01099 68729. 1 46. 29 0.616
Sihuan Pharm 00460 2D800. ( 32.10 0.662(2011)
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Stock picks:

Nine Dragons Paper (Holdings) Ltd. (02698.HK)
Investment Rating & Valuation: We give aBUY rating on
Shineway and atarget price of HK$29.17. Estimated EPS for
FY2010/11/12 are RMB 1.04, 1.41 and 1.86, indicating PER of
21.83X, 16.17X and 12.26X given current price of HK$26. We
believe this stock is undervalued.

Key Assumptions: We expect Shineway’s 2H results to be strong
due to higher demand for its major products in cold seasons.

How we differ from consensus. As Shineway’s products enjoy
high popularity among patients, we believe the demand for its
major products such as Qing Kai Ling injections will get higher
in cold seasons when more people get sick.

Catalysts for share price performance: 2H results better than
expectation.

Risks: Significant hike of raw material prices.
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Nine Dragons Paper (02689.HK)

2010 estimated P/E 16. 57X
2010 estimated P/B 2.36 X
2010 estimated

dividend yield 1.202%

Source: Bloomberg

Nine Dragon Papers stock price performance
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Shineway Phar maceutical (02877 HK)

Investment Rating & Valuation: Currently the stock is
trading at 15.7x/12x/10x PE/R for 06/2010E/11E/12E Shineway Pharm (02877.HK)
respectively. The current valuation is undemanding, inour 2710 =tmaec > 2308 5
view. We maintain ‘Outperform’ and the TP for the next 010 estimated

6-12 monthsis HK$16.87. dividend yield 1.723%

Source: Bloomberg

Investment highlights: Asacyclical stock, NDP's demand  shineway Pharm stock price performance
is closely linked to downstream consumption. So on the
one hand, the company could easily pass along the rising
costs. On the other hand, NDP's profitability could easily — **
be impacted by the movement of OCC prices. AS we =
believe the pulp and OCC price will inch up after
correcting for 2 quarters, the earnings momentum of NDP
could build in since 3Q10.

How we differ from the market: The busy season is ..
coming around 4Q10. Although the overseas demand ™ ™ ™ =% =%
could not compare with that of pre-crisis period, it till

could boost the sales of paper packaging materials by

some extent, a positive catalyst of share price. Besides, we

believe the downstream enterprises need to replenish their

inventories after destocking since 3Q10, which has not

been priced in share price.

Catalysts for share price performance: Continuing rising
OCC prices and ASPs of NDP's products, RMB
appreciation and steady growth of China's export in 4Q10
and 1Q11.

Risks: Declining raw materials costs, Economic redipping
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