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Monthly Report Hang Seng Index
Index (%) 5Days 1Mth YTD
. HSI 469 3.7 484
M acro economy: HSCEI 537 573 7.05

Since late January, the HK$ has stabilized against the US$ at  Red chip 593 7.00 5.34
around HK$7.79 to US$1.00 after a period of depreciation which ~ Shagha A (0.5 085 568

started in November 2010. This suggests that the fund flow out Sofc‘eerlz.?oe,:bﬁg = (l'SGE)ndedat 4,E$£ﬂ
of Hong Kong has actually slowed. A great earnings season may
very likely cause fund to flow back into Hong Kong again. HSl 1M Performance
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The HSCEI index is now priced at 10.6x forward earnings, moow/\ﬂ\/\
approximately 10% above the 2008 financia crisislevel. During ]

the worst days of the 2008 financial crisis, between September ... |
2008 and March 2009, the HSCEI traded at an average of around 2200
9.2x forward earnings. Compared to other major markets around >
the globe, the HSCEI is trading at a much more attractive level. j‘;iji
HSCElI a 10.6 times forward earnings on Chinads 2011 s ‘ ‘
estimated nominal GDP growth of 14% is more attractive than R R
the U.S. market, which is trading at 14 times forward earnings

and 5.10% nominal GDP. and other developed economies. The o ¢, 1v performance

HSCEI is also more attractive than most emerging markets such o,
as Singapore and South Korea which are trading at 14 times and
10 times forward earnings and 8.35% and 7.85% nominal GDP
respectively. Russia and India are arguably the only two major

markets that are as attractive as the Hong Kong market. 12600 |
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I nvestment themes from the 12th 5-Year Plan

Construction of Energy Bases in Shanxi, Ordos Basin, Eastern |
Inner Mongolia, Xinan and Xinjiang. These five bases will =%~ - S—
generate 80% of the country’s energy supply by 2015.

Completion of the high speed rail network, urban rail transit sycomp im Performance

systems, highways and deep water ports. 3100 {
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By 2020, reduce carbon dioxide emissions by 40% through ..
energy saving and new energy initiatives. Energy saving 21001
includes transforming and upgrading traditional industries. New anvaon
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energy generation includes utilizing hydro electricity, nuclear,
wind and solar power and biomass.

Expansion of domestic consumption will be achieved through
urbanization, raising of minimum wages, improvement of public
services and improvement of consumer environment (logistics).

Development of manufacturing service sectors including
finance, insurance, business services, information technology,
research and development, logistics, marketing and supply
chains.

We've separated the Hong Kong market sectors into 3
categories:

Expensive: Sectors trading at around 1 standard deviations
above historical average multiple.

Reasonable: Sectors trading around the historical average
multiple.

Inexpensive: Sectors trading at around 1 standard deviations
below historical average multiple.

Recommended Stocks

Current 2011 2011 estimated
Price estimated P/E dividend yield
XingdaInt'| (01899.HK) $7.57 9.089X 2.405%
Anhui Conch $47.20 14.632X 1.258%
(00914.HK)
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Stock picks:

Xingda I nternational (01899 HK) Xingda Int'l (01899.HK)
Investment Rating & Valuation: We revise our EPS 20ilestimated P/E 9.089X
forecasts for 2011/12 to RMBO.72 and RMBO.9L so1 esimaed 1515
respectively. According to our sum-of-the-parts valuation, Jdividend yield 2.405 %

we revise our TP from HK$9.95 to HK$10.61. Our TP Source: Bloomberg

represents over 40% upside potential from the current xingdaint'l stock price performance
trading price. o
Key Assumptions. We believe that the product of radial **
tire cord was benefited from the strong growth in tire
replacement demand, and China's radialization rate will
maintain the increased trend.
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How we differ from consensus: 1) We believe that Xingda
will become the leader in China's radial tire cord market. =
2) We believe that Xingda s sawing wire business will be
another growth driver. 3) The stock is currently trading at
arelatively cheap valuation.

Catalysts for share price performance: 1) Capacity
expansion of sawing wire; 2) Over-expected orders from
the product of radial tire cord.

Risks. 1) Slower-than-expected capacity expansion of
sawing wire; 2) The slowdown of demand of radial tire
cord.
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Anhui Conch (00914.HK)
Investment Rating & Valuation: We call long on Conch

. ’ Anhui Conch (00914.HK)
with TP_of HKS|_548.6, because the company’ s key mark_ets 2011 estirmated PIE 14.630X
see continuous improvement of supply-demand dynamics. 2011 estimated P/B 3.319X
As the market leader, Conch’s pricing power isincreasing 2011 estimated

. g . . dividend yield 1.258%
significantly. Even 1Q is normally a trough season, with
more cooperation among large players, we expect the source Bloomberg
price correction could not be as much as expected.

Anhui Conch stock price performance

Key Assumptions: Volume will be 170M tonnes and 200 .,
M tonnesin 2011 and 2012, which can be secured by new M
lines in the pipeling; ASP will improve to RMB/tonne
265/270 in 2011 and 2012.

How we differ from consensus. Price correction in 1Q11
and further tightening policy are maor concern of the
market. With low inventory level and improving e
cooperation among big players, we believe the price
correction would not be as much as expected. Further,
lower-than-expected concern over inflation could also

ease the concern over further tightening policy.

Catalysts for share price performance: 1) Stronger-than-
expected cement price recovery; 2) Release of 2010
financial results.

Risks. Policy execution over capacity curbing.
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