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Undervalued leader Steel / China
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B U Y (+50%, 6 mths horizon] Price: HK$2.34 HKEx Code: 581 Tue, 10 Aug 2010

China Oriental (“CO”) is the second largest private steel maker in China with 11mn tons of capacity. It is the No.1
maker of H-section steel in China with 28.5% market share. H-section steel is used mainly in high-rise commercial
buildings and infrastructure projects, which are not affected by government’s policies to cool the residential
property market. ArcelorMittal (“AM?”), the world’s largest steel maker, is the second largest shareholder of CO
with 29.6%. AM is actively involved in CO’s operation in management and technology support. CO is a highly
efficient steel maker with the third highest productivity per employee ratio in the industry. Its 1H10 net profit
increased by 122% yoy to 790mn, driven by volume growth and margin improvement of H-section steel.
Recommend BUY, with a TP of HK$3.50, based on 7x FY10E PE, at 50% discount to peer average to allow for
poor liquidity, offering 50% upside.

Strong 1H10 results

= 1H10 revenue +67% yoy to RMB15,350mn, net profit +122% yoy to RMB798mn, enabled by capacity
expansion (+57%) and gross margin improvement from 8% to 9%, mainly driven by significant gross margin
expansion of the H-section steel (from 4.3% to 11.8%).

Second largest private steel maker in China

m Located in Hebei. The only non-state-owned large scale steel maker listed in Hong Kong.

m  Current production capacity of 11mn tons, up 57% from last year. Above the 10mn tons minimum level
required by government, so is able to consolidate smaller players. Intends to increase capacity up to 15mn in
2015, through acquisition and organic growth.

= Highly efficient: Ranked No.3 in terms of employee productivity in 2009, with 669tons/person vs industry
average of 247tons/person. As such, it was able to generate RMB884mn net profit in FY09 (18% higher than
Angang’s RMB752mn although the latter’s revenue was 3.4x times that of CO.)

Largest maker of H-section steel in China

= No.1l maker with 28.5% market share. H-section steel accounted for 27% of production capacity currently and
34% revenue in 1H10. Plans to have H-section steel to account for 50% of capacity in the medium term.

m  H-section steel is widely used in high rise buildings and infrastructure projects. CO’s H-section steel was used
in land-mark buildings such as the Olympic Stadium Bird’s Nest, Water Tube and CCTV Tower.

= Assuch is not affected by the government policies to tighten the residential property market.

Support from AcerlorMittal
= ArcerlorMittal is the world’s largest steel maker and a leader in H-section steel production and innovation.

=AM has appointed 3 board members, including 1 executive director and 2 non-executives. The ED also
acts as Deputy General Manager and a member of the Management Committee, participating in the day-
to-day operation of CO.

=AM has 2 teams of engineers working in CO to share best practice on production and quality control.



Low valuation and solid balance sheet

= Bloomberg consensus: Trading at 5.5x FY10E PE, vs peer average of 13.7x; At 0.77x 1H10 PB vs peer
average of 0.98x FY10E PB.

m Healthy balance sheet, with 14.6% net gearing ratio.

Recommendation

= BUY, with a TP of HK$3.50, based on 7x FY10E PE, at 50% discount to peer average to allow for poor
liquidity, offering 50% upside.

Company Background

The Group is principally engaged in the production and sales of billets and strips.
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Disclaimer
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recommendation with respect to such securities, investment products or other financial instruments.

This research report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the particular
needs of any specific person who may receive this report. This report is not to be relied upon in substitution for the exercise of independent judgment.
Oriental Patron may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented in this report.
Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared them. You should independently evaluate
particular investments and you should consult an independent financial adviser before making any investments or entering into any transaction in relation to
any securities mentioned in this report.

Information and opinions presented in this report have been obtained or derived from sources believed by Oriental Patron to be reliable, but Oriental Patron
makes no representation as to their accuracy or completeness and Oriental Patron accepts no liability for loss arising from the use of the material presented
in this report where permitted by law and/or regulation. Further, opinions expressed in this report are subject to change without notice. Oriental Patron does
not accept any liability whatsoever whether direct or indirect that may arise from the use of information contained in this report.

The research analyst(s) primarily responsible for the preparation of this report confirm(s) that (a) all of the views expressed in this report accurately reflects
his or their personal views about any and all of the subject securities or issuers; and (b) that no part of his or their compensation was, is or will be, directly
or indirectly, related to the specific recommendations or views he or they expressed in this report.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made
regarding future performance.

Oriental Patron, its directors, officers and employees may have investments in securities or derivatives of any companies mentioned in this report, and may
make investment decisions that are inconsistent with the views expressed in this report.

General Disclosure

Oriental Patron, its directors, officers and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted
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securities mentioned in this report.

Regulatory Disclosures as required by the Hong Kong Securities and Futures Commission

Oriental Patron (inclusive of OPSL) which are carrying on a business in Hong Kong in investment banking, proprietary trading or market making or agency
broking are not a market maker in the securities of the subject companies mentioned in this report. Oriental Patron does not have any investment banking
relationship with the companies mentioned in this report within the last 12 months. As at the date of this report, Oriental Patron do not have any interests in
the said company/companies aggregating to a level that requires disclosure in this report.

Analyst Certification:
The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part
of the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Rating and Related Definitions

Buy (B) We expect this stock outperform the relevant benchmark greater than 15% over the next 12 months.
Hold (H) We expect this stock to perform in line with the relevant benchmark over the next 12 months.

Sell (S) We expect this stock to underperform the relevant benchmark greater than 15% over the next 12 month.
Relevant Benchmark Represents the stock closing price as at the date quoted in this report.
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