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An Opportunity to Accumulate

We think the recent selldown in China Oriental shares is unwarranted as the
company’s fundamentals are unchanged. Also, the company’s upcoming
results, scheduled for release on 21 March 2011, are likely to stand out among
its peers although its profit is expected to be lower h-o-h. Together with the
stock’s undemanding valuation of only 6.6x FY10 EPS and 4.4x FY11 EPS, we
reiterate our BUY recommendation with our fair value maintained at HKD4.25.

Volatile share price movement. China Oriental had recently undergone severe
market volatility. Its share price enjoyed a good run after we initiated coverage on 2
Dec 2010, touching a peak of HKD4.11 on 25 Jan 2011, but subsequently took a
beating amid the recent market and industry-wide correction. Yesterday, the share
price was bashed down, losing some 12.5% in market value in a single day.

2HFY10 numbers likely to stand out. Major steel mills like Angang (347.HK) and
Magang (323.HK) had issued loss alerts for their upcoming 4QFY10 results.
However, others including China Oriental, did not provide any profit guidance.
While we are surprised at the loss warning, we think China Oriental’s FY10 results
are likely to match our projection given its production efficiency and market
leadership in the niche products. Already, China Iron and Steel Association (CISA)
has rated the company’s key production base in Qianxi as the most efficient steel
mill in terms of productivity per employee in 1IHCY10. Meanwhile, we are projecting
for about a quarter of the 1HFY10 numbers in 2H, but believe this is commendable
as most of its peers may have slipped into the red over the same period.

Fundamentally intact. We reckon that sentiment on steel counters may have been
dampened by the government’'s recent tightening measures on bank reserves,
interest rate and the nation’s housing policy. Furthermore, Premier Wen Jiabao set
a lower GDP target of 7% over the weekend. Nonetheless, we think the realised
growth may eventually exceed our base case assumption of 8%. Also, niche
players like China Oriental have bright prospects, particularly from the low usage of
H-sections at only 1% of industry usage in China. The recently issued Senior Notes
also put the company on the right footing to make any good investment.

FYE Dec (RMBm) 2008A 2009A 2010F 2011F 2012F
Total Revenue 19,388.2 20,589.1 30,414.4 35,340.8 36,231.1
Core Net Profit 44.0 884.3 1,062.0 1,501.6 1,645.0
% chg YoY -96.2 1,908.4 20.1 41.4 9.5
Consensus Net Profit - - 1,319.0 1,588.0 1,442.0
Core EPS (sen) 0.015 0.302 0.363 0.513 0.562
Gross DPS (sen) 0.057 0.076 0.073 0.122 0.112
Gross Div. Yield (%) 2.3 3.1 3.0 5.4 5.0
PER (x) 164.4 8.2 6.6 4.4 4.0
P/BV (x) 1.2 1.0 0.9 0.7 0.6
EV/EBITDA (x) 12.0 4.3 35 2.2 1.6
ROE (%) 0.7 13.2 140 17.2 16.3
ROA (%) 0.4 6.0 5.6 6.3 6.4

See important disclosures at the end of this report 1



OSK Research

Financial Summary (FYE 31 December)

Valuation and Growth

Financial Ratios

TravelSky (696.HK)
March 1, 2011

2008A 2009A] 2010F  2011F 2008A 2009A| 2010F| 2011F 2012F
Valuation Ratios Profitability Ratios
PER (Basic) (x) 164.4 8.2 6.6 4.4 40  Gross margin 5.8 14.0 10.2 11.2 11.6
Dividend yield 23 3.1 3.0 5.4 5.0 EBITDA margin 4.0 11.2 8.5 9.5 9.9
P/BV (x) 1.2 1.0 0.9 0.7 0.6  Core net margin 0.2 4.3 35 4.2 45
Growth ROA (Core) 0.4 6.0 5.6 6.3 6.4
Revenue (%) 43.6 6.2 47.7 16.2 25  ROE (Core) 0.7 13.2 14.0 17.2 16.3
EBITDA (%) -60.5 1959 12.4 30.3 6.7 Balance Sheet Ratios
Core Net profit (%) -96.2  1908.4 20.1 414 9.5 Current ratio 0.9 1.0 1.2 12 1.2

Gross debt/equity 0.3 0.4 0.7 0.6 0.5

Per Share Data Net debt/equity 0.2 0.2 0.1 0.1 0.2
(RMB) 2008A 2009A] 2010F 2011F Inventory Days 313 53.6 53.6 53.6 53.6
EPS (Basic) 0.015 0302 0.363 0513 0562 Receivable Days 32.6 21.2 36.5 36.5 36.5
DPS 0.057 0076 0073 0.122 0.112 Payable Days 44.3 35.6 34.2 34.2 34.2
Payout ratio 380.3 25.1 20.0 20.0 20.0
BV/S 214 245 274 322 367 |G \

2012F

(RMBm) 2008A  2009A| 2010F 2011F

Source: Company data, OSK Securities Hong Kong Limited

[ Income Statement 1 1 i | il | Fixed Asset

(RMBm) 2008A 2009AH 201OF‘ AUEISElgkIs  Property, plant & equipments  8,286.8 8,625.6 8,255.1 7,847.2 7,401.8

Total revenue 19,388.2 20,589.1 30,414.4 35,340.8 36,231.1 Investment 28.5 27.9 28.1 28.2 28.4

Cost of sales -18,273.2 -17,699.8 -27,313.7 -31,373.9 -32,024.2 Intangible assets 7.7 0.0 0.0 0.0 0.0

Gross profit 1,115.0 2,889.3 3,100.8 3,966.8 4,206.8  Others 400.4 154.1 154.1 154.1 154.1

Selling & distribution costs -80.3 -57.0 -91.2 -106.0 -108.7 Total fixed assets 8,723.3 8,807.6 8,437.4 8,029.6 7,584.3

General and administrative -281.9 -2835 -456.2 -530.1 -5435 Current Asset

Operating profit/expenses 240 -250.6 30.4 35.3 36.2 Cash and cash equivalents 728.8 644.0 4,852.8 6,197.5 7,937.8

EBITDA 776.7 2,298.2 2,583.7 3,366.0 3,590.9 Amount due from related cos  1,567.4 2,598.0 4,012.7 4,609.2 4,704.7

Depreciation & amortisation -573.5 -8475 -870.4 -907.9 -9454 Inventories 1,734.0 1,197.1 3,037.7 3,529.8 3,618.7

Finance costs -91.6 -137.1 -268.0 -406.8 -406.8 Trade receivables 1,3825 11,9424 2,190.8 2,468.8 2,519.1

Exceptional items 0.0 0.0 0.0 280.0 0.0  Others 5,412.7 6,381.5 14,094.1 16,805.3 18,780.3

Associate / JV's contribution 2.0 0.2 0.2 0.2 0.2 Total current assets

Pre-tax profit 113.6 1,313.7 11,4454 2,3315 2,238.8 Current Liabilities 2,219.4 1,725.8 2,562.7 2,943.6 3,004.6

Taxation -70.6  -341.3 -361.3 -512.8 -559.7 Trade payables 1,697.2 1,796.5 0.0 0.0 0.0

Minority interests 11 -88.1 -22.1 -37.0 -34.2 Short-term loans 0.0 0.0 0.0 0.0 0.0

Reported net profit 44.0 884.3 1,062.0 1,781.6 1,6450  Amountdue to related cos 2,2645 2,7985 5,387.6 6,127.8 6,246.3

Core net profit 44.0 884.3 1,062.0 1,501.6 1,645.0  Others 6,181.1 6,320.7 7,950.3 9,071.4 9,250.9
Total current liabilities

Cashflow Statement | \ Long-Term Liabilities 480.2 7589 0.0 0.0 0.0

(RMBm) 2008A 2009A‘ 2010F‘ 2011F Borrowings 0.0 0.0 5,599.9 53199 5,319.9

Operating cashflow Others 975.7 648.8 648.8 648.8 648.8

Pre-tax profit 113.6 1,313.7 11,4454 2,3315 2,238.8 Total long term liabilities 1,465.0 1,407.7 6,248.7 5,968.7 5,968.7

Depreciation & amortisation 573.5 847.9 870.4 907.9 945.4 Shareholders' funds

Others 2,280.5 246.6 267.8 406.6 406.6  Share Capital 2,501.4 255014 2,501.4 2,501.4 2,501.4

Change in working capital -2,391.8 -2,140.7 -420.2 -2454 -55.1 Reserves 3,763.9 4,667.4 5517.0 6,942.3 8,258.3

Tax paid -427.8 -16.0 -361.3 -512.8 -559.7 Equity attributable to owner 6,265.2 7,168.8 8,018.4 9,443.6 10,759.6

Total operating cashflow 147.9 2516 18022 2,887.8 2,976.1 Minority interests 224.7 292.0 314.1 351.1 385.3

Investing cashflow

Capex -953.6 -930.9 -500.0 -500.0 -500.0

Investments -247.0 207.3 0.0 0.0 0.0

Others -309.8 48.7 0.0 0.0 0.0

Total investing cashflow -1,510.4 -674.8 -500.0 -500.0 -500.0

Financing cashflow

Equity raised 0.0 0.0 0.0 0.0 0.0

Debt raised / paid 982.2 361.4 0.0 0.0 0.0

Dividend paid 0.0 0.0 -268.0 -406.8 -406.8

Others 4275 -22.6 3,1746 -636.3 -329.0

Total financing cashflow 1,409.7 338.8 2,906.6 -1,043.1 -735.8

Net cash inflow / (outflow) 47.2 -84.4 4,208.8 1,344.7 1,740.3

Cash - beg 689.6 728.8 644.0 4,852.8 6,197.5

Others -8.0 -0.4 0.0 0.0 0.0

Cash - end 728.8 644.0 4,852.8 6,197.5 7,937.8
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OSK Research Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months

Trading Buy: Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain
Neutral: Share price may fall within the range of +/- 10% over the next 12 months

Take Profit: Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Disclaimer

This report is published by OSK Securities Hong Kong Limited (“OSKSHK"), a subsidiary of OSK Investment Bank Berhad (“OSKIB”). The research
is based on information obtained from sources believed to be reliable, but we do not make any representation or warranty as to its accuracy,
completeness or correctness. Opinions expressed are subject to change without notice. This report is prepared for internal circulation. Any
recommendation contained in this report does not have regard to the specific investment objectives, financial situation and the particular needs of
any specific addressee. This report is for the information of addresses only and is not to be taken in substitution for the exercise of judgment by
addressees, who should obtain separate legal or financial advice. OSKSHK and OSKIB accept no liability whatsoever for any direct or consequential
loss arising from any use of this report or further communication given in relation to this report. This report is not to be construed as an offer or a
solicitation of an offer to buy or sell any securities. This report is for the use of intended recipients only and may not be reproduced, distributed or
published for any purpose without prior consent of OSKSHK.

OSKSHK, OSKIB and their associates, their directors, and/or employees may have positions in, and may effect transactions in securities mentioned
herein and may also perform or seek to perform broking, investment banking and other services for the company covered in this report. OSKSHK,
OSKIB and/or other affiliates may beneficially own a total of 1% or more of any class of common equity securities of the subject company. OSKSHK,
OSKIB and/or other affiliates may, within the past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company.

Risk Disclosure Statements

The prices of securities fluctuate, sometimes dramatically. The price of a security may move up or down, and may become valueless. It is as likely
that losses will be incurred rather than profit made as a result of buying and selling securities. Growth Enterprise Market (“GEM”) stocks involve a
high investment risk. In particular, companies may list on GEM with neither a track record of profitability nor any obligation to forecast future
profitability. GEM stocks may be very volatile and illiquid. You should make the decision to invest only after due and careful consideration. The
greater risk profile and other characteristics of GEM mean that it is a market more suited to professional and other sophisticated investors. You
should seek independent professional advice if you are uncertain of or have not understood the nature and risks involved in trading of GEM stocks.
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