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Monthly Report

M acr o economy:

Due to excess liquidity and lack of investment options, asset
bubbles are now expanding in China's economy. The main
challenge isto avoid an asset bubble.

L ong term solutionsto the problems:

RMB appreciation (slow and gradual)

Liberalisation of capital accounts

Short term solutionsinclude:

Increasing domestic investment vehicles and moving liquidity
out of china will ease the excess liquidity, the cause of asset
bubbles.

Accelerating imports and decelerating exports will reduce the
trade surplus and appreciate the RMB, further easing excess
liquidity.

Liberalization of Capital Account asaLong Term Solution
Liberalizing China's capital accounts will provide investors with
more investment alternatives and thus reduce the risk of asset
bubbles. Currently, China only has 28% of its capital accounts
open. Most of China' s capital account items are either restricted
or temporarily prohibited. Strictly controlled itemsinclude:

1) Citizen purchase of overseas securities

2) Money market transactions

3) Derivatives market transactions

4) Real estate market transactions

5) Personal loans

China dtill has a long way to go in liberalizing its capital
account. Based on the past experience of other countries,
liberalization will take an average of 20 years. The U.S. and
Japan, for example, took 27 and 16 years respectively.

RMB Appreciation asa Long Term Solution

Appreciating the RMB will reduce China s large trade surplus
and reduce excess liquidity. We expect RMB to appreciate by
5% in 2011. In order not to undermine China's economy
however, RMB appreciation will be aslow and gradual process.

2011 Investment Themes

1st Quarter:

- Chinaraisesinterest rates

- Housing prices start to decline

- Release of 12th-5 Year Plan

- President Hu Jintao visitsthe U.S.

2nd Quarter:
- Resumption of RMB appreciation
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Hang Seng Index

Index (%) 5Days 1Mth YTD
HSl 2.64 0.50 174
HSCEI 355  (0.40) 1.52
Red Chip 210 (0.17) 151
Shanghai A (0.96) (1.23) (0.00)
Shenzhen A (0.07)  (0.87) 0.00

Source: bloomberg Ended at 3/1/2011

HSI 1M Performance
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- Robust FAI growth

- Bank asset concerns dleviate
- PIIGS debt linger

- G-20 meeting

3rd Quarter:

- U.S. Federal Reserve meeting

- Expectation of U.S. stimulus exit startsto rise
- Chinaraisesinterest rates

- Upbeat listed company’ s semi annual results

4th Quarter:

- Rising expectation of International Board launch
- Market momentum up on upbeat macro data

Recommended Stocks

Current 2011 2011 estimated
Price estimated P/E dividend yield
Zhaojin Mining $33.25 25.58 X 1.615%
(01818.HK)
Meilan Airport $9.90 N.A N.A
(00357.HK)
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Key sectors:

Resour ces Sector:

Currently, China's resources are much cheaper than the global
market. For example, naphtha and jet fuel are around RMB600
per ton cheaper. China' s resource levies for oil, gasoline and coal
stands at around 1%, much lower than developed countries like
U.S. and Australia. We believe a move to free market pricing
will raise the prices of scarce resources and promote its efficient
use. We estimate natural gas, electricity, gasoline & diesel, coal
and oil will increase by 25%, 5%, 3%, 1.5% and 0.83%
respectively.

Consumption Sector:

Incomes of both urban and rural residents have been and will
continue to rise. Most of the major cities in China have seen at
least a 61% increase in minimum wage. As most of rural
residents income comes from household businesses, farming
subsidies have also increased to RMB13 billion up from 2009's
RMB12 hillion. Primary industry in Chinais currently at a level
comparable to middle income countries and consumption rate
has stabilized in recent years. As the country further develops
towards middle income level, its secondary industry will fall
from 47% to 37%. Consumption during this time will grow as
secondary industry declines.

Stock name Stock code | Mkt cap 2011 2011
(Million) | estimated estimated
P/E (x) yield (%)

Zhaojin Mining 01818 48459.55 25.58 1.615
Realgold Mining 00246 12704.53 10.83 0
Zijin Mining 02899 130647 14.17 2.931
Lingbao Gold 03330 5393.20 12.26 2.96
Stock name Stock code Mkt cap 2011 2011

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

Meilan Airport 00357 4684.81 17.89 N.A

Beijing Airport 00694 1775665 | NA N.A
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China's resources are much cheaper than the global
market.

We believe a move to free market pricing will raise the
prices of scarce resources and promote its efficient use.

Incomes of both urban and rura residents have been and
will continueto rise.

Primary industry in China is currently at a level
comparable to middle income countries and consumption
rate has stabilized in recent years.

Gold industry comparison

Airport industry comparison
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Stock picks:

Zhaojin Mining (01818.HK)

Investment Rating & Valuation: We are a bit more bullish in
terms of mine production growth than management's guidance of
15% p.a. The company’s status as a state-owned enterprise,
strong balance sheet and its efficient management will assist in
gaining more low-cost resources in the future.

Key Assumptions: 1) Average gold price will peak at US$1,470
next year, then gradually decline to our long-term price level of
US$1,042 by 2015. 2) CAGR of 20% for the company’s own-
mine production from 2009 to 2015. 3) We factor in an ongoing
2% depreciation in the US¥RMB rate until 2015. 4) Strong
production expansion, through both organic and external growth,
to drive the company’s share price.

Catalysts for share price performance: Surge in the gold price
due to worries about inflation or uncertainties in the next 6
months; earlier-than-expected capacity expansion; increase in
resources from exploration or acquisitions in the next 6 months.

Risks. Faster-than-expected US recovery together with
expectations of low inflation; delays to expansion projects;
larger-than-expected fals in grade and failure in landing new
resources.
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Zhaojin Mining (01818.HK)
2011 estimated P/E 25.58X
2011 estimated P/B 6.14X
2011 estimated

dividend yield 1.615%

Sour ce: Bloomberg

Zhagjin Mining stock price performance
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Meilan Airport (00357 HK) Meilan Airport (00357.HK)
Investment Rating & Valuation: We reiterate ‘Buy’ with 2011 estimated P/E N.A
an updated target price of HK$13.11. TP is based on our 01 Simated P/ NA
3-stage DCF vauation model, considering the acquisition  dividend yield N.A

ahead. TP includes HK$9.09 for existing business, Sous Bleombers

HK$2.69 for acquisition and HK$1.33 for A share listing.  meilan Airport stock price performance
The company will resume trading after disclosure of =
acquisition plan.
Key Assumptions: Acquisition will be approved by
shareholders. Tourists in Hainan province will grow
rapidly with the further tourism development. -
Government policy on passenger and flight tariffswill not .
change materialy in the future.

6.2

0.2
1/12/2009 1/3/2010 1/6/2010 1/9/2010 1/12/2010

How we differ from consensus. The market may be
concern about the acquisition will not enhance the
profitability of Meilan Airport. While we believe that
HAAH will enjoy much higher traffic growth compared
with Meilan Airport.

Catalysts for share price performance: 1) The acquisition
get the approval from shareholders meeting; 2) The A
share listing get approval from CSRC.

Risks: Unfavorable change in airport tariff policy
including the airport construction fee; Liquidity risk.
Delay or cancel of acquisition.
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