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Monthly Report

M acr o economy:

As aresult of heightening inflation pressure from both domestic
and overseas, our macro economist raised China's 2011 CPI
forecast to 4.5% from 3.7%, and the frequency of rate hikes in
the next six months to three times, up from two. Housing price
continues to rise strongly in November and December, which
intensifies the likelihood of additional tightening policies to be
announced in the near term.

The HSCEI index is now priced at 10.6x 2011 earnings based on
SWS forecast, barely above the 2008 financial crisis level.
During the worst days of the 2008 financial crisis, between
September 2008 and March 2009, the HSCEI traded on average
at around 9.2x forward earnings. Under the worst case scenario,
we do not see the HSCEI falling to financial crisis level
multiples, which means absolute downside risk is less than 10%.
The MSCI index istellsasimilar story. In our view, despite such
attractive valuation, the market will not rebound in the near term
due to the following factors. Concerns about more rate hikes
and/or RRR hikes in the near term and Property tax overhang.

China's CPI reached a high of 5.1% YoY in November, the
highest it’s been since 2008 and led to recent inflation cooling
measures such as RRR and interest rate hike. Looking forward,
we see inflation pressure to remain high in through 2011 as a
result of rising domestic food prices and overseas commodity
prices, especialy in the next six months. Our macroeconomist
raised the CPI forecast for 2011 to 4.5% from 3.7%. In addition,
we now believe there will be three rate hikes within 1H10, up
from two.

Despite several rounds of tightening policies and measures,
housing prices in China have remained elevated. Of the four
major cities in China, Bejing, Shanghai, Chongging and
Shenzhen, housing prices continued to climb, with the exception
in June, when the four major city’s property prices fell.
Measures so far have yet to significantly put a dent in housing
prices. In November and October, national residential property
sales grew 12.8% Y oY each month, and the average for the year
so far is 33% YoY. With housing prices and volume refusing to
drop, the likelihood of additional tightening policies announced
in the near term remains high.

We expect RMB to appreciate approximately 6% in 2011. The
RMB last appreciated 5.5% between July 2006 and July 2007.
During this time of RMB appreciation, Paper, Financias and
Commodities benefited the most. We believe the RMB
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Hang Seng Index
Index (%) 5Days 1Mth YTD

HSI (149) 179 1.79
HSCEI (0.28)  (1.04) (1.04)

Red Chip (0.65)  (0.42) (0.42)
Shanghai A 353 (0.63) (0.63)
Shenzhen A 418  (7.33) (7.33)
Source: bloomberg Ended at 31/1/2011
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appreciation will accelerate before President Hu Jintao’s visit to
the U.S. in mid January, which will be a positive catalyst for
Airlines and Paper Producers. However, this time round we
believe Airline' s positive benefit from RMB appreciation will be
offset by high ail prices, forecasted to be around US$95 per
barrel by the end of 1Q11, and the high beta nature of Airline
stocks, when we believe January will be a negative month.
Further, headwinds from further expansion of China's high
speed rail network will be along term headwind for the industry.

Recommended Stocks

Current 2011 2011 estimated
Price estimated P/E dividend yield
Intime (01833.HK) $11.38 N.A N.A
ChinaBluechem $6.44 N.A N.A
(03983.HK)
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Key sectors:

Oil price surges will have the following effects on different

sectors

Oil sectors
Revenue effect:

Sinopec: Approx. 2% of total revenue is from overseas.
CNOOC: Approx. 20% of total revenue is from overseas.
Petro China: Approx. 5% of total revenueisfrom overseas.

Cost effect:

Sinopec: Imported crude oil as a % of crude oil needed is

around75%.

Petro China: Imported crude oil, as a % of crude oil needed, is

around 18%.

Exchange loss:

Sinopec: Holds net liability in USS$.
CNOOC: Holds net liability in USS$.

Petro China: Holds around 52% of net foreign assets in foreign

currency.

Airlines sector
Revenue effect:

Air China: Approx. 15% of revenues arein USS.
CEA: Approx. 10% of revenues arein US$.

Cost effect:

Most airline s revenues are settled in RMB while more than half
of the costs are in US$ in the long run such as jet fuel,

depreciation etc.

Exchange loss:

Air China: Would suffer the least.
CSA: Would suffer the most.

Stock name Stock code Mkt cap 2011 2011
(Million) | estimated estimated
P/E (x) yield (%)
Intime 01833 21730.42 N.A N.A
PCD Stores 00331 10351.25 21.15 1.689
Maoye Int'l 00848 17783.90 N.A N.A
Parkson Group 03368 37321.86 N.A N.A
Golden Eagle 03308 41576.43 10.34 N.A
Stock name Stock code Mkt cap 2011 2011
(Million) | estimated | estimated
P/E (x) yield (%)
China Bluechem 03983 29688.40 N.A N.A
Sinofert 00297 30400.53 N.A N.A
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Exchange loss

Revenue effect

Cost effect

Exchange loss

Department store industry comparison

Chemical fertilizer industry comparison




& sus

- Shenyin Wanguo Report (2011-02-01)

Stock picks:

I ntime Department store (01833.HK)

Investment Rating & Valuation: We rate the stock with an
‘Outperform’ and a TP of HK$13.70, representing 23.9% upside
potential.

Key Assumptions: We estimate the department store industry
will maintain at least 14.5% CAGR for the next 3 years, which is
the average growth rate for past several years, mainly driven by
rising disposable incomes, accelerated urbanization and the
consumption upgrade.

How we differ from consensus. 1) Very strong footprint in the
affluent Zhejiang market; 2) Accumulated asset acquisition
know-how and its increasing influence in the Hubei and Anhui
markets will fuel future growth away from its home market; 3)
Intime’s current valuation is undemanding.

Catalysts for share price performance: In the short term, we
expect Intime to benefit from the Christmas and New Year
holiday season. We expect department store retailers to report
robust SSSG after the holiday, which will act as a short-term
catalyst. Another catalyst could come from the announcement of
2010 results in March 2011.Furthermore, M&A activities would
also act as a positive catalyst.

Risks: 1) Dependence on flagship stores, 2) Stronger
competition; 3) Risks associated with network expansion; 4)
Deceleration of the economy or any natural disaster or disease.
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Intime Department Store (01833.HK)

2011 estimated P/E N.A
2011 estimated P/B N.A
2011 estimated

dividend yield N.A

Sour ce: Bloomberg

Intime Department Store stock price performance
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China Bluechem (03983 HK) China Bluechem (03983.HK)
Investment Rating & Valuation: We give China 20llestimated P/E N.A
BlueChemical an ‘Outperform’ rating with a TP of o SimacFe NA
HK$6.48. Estimated EPS for 2010/11/12 are RMB 0.25, dividend yield N.A
0.37 and 0.43, indicating PER of 18.64X, 12.76X and Seurce Bleombers

10.84X. We believe the stock is undervalued. China Bluechem stock price performance
Key Assumptions: 2011's“No. 1 Document” will focuson =2
agriculture.
How we differ from consensus. We've noticed that China .,
BlueChemical has outperformed HSCEI index in January ,,
of the past 4 years and we suspect this is related to the
“No. 1 Document” focusng on agriculture as
government’s support of agriculture tends to result in amaoto
more consumption of fertilizers. We believe it is likely

that the stock will outperform HSCEI index again in

January of 2011.
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Catalysts for share price performance: The release of
“No. 1 Document” in January of 2011.

Risks. Government doesn't support agriculture.
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