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Expansion on track. Hidden value of vanadium yet
to be reflected.

We took China VTM’s management on a NDR in Hong Kong (when). Management is very
confident that the Sichuan Province iron ore market will be facing a much larger deficit two years
from now once its 10mt/pa new steel capacity gradually becomes operational, which should also
drive up demand for vanadium and allow China VTM to realise better selling prices.

Management is also delivering the production growth it promised before IPO and China VTM is
likely to beat our current production estimate for 2011E. Currently the transportation cost from the
closest sea port to Sichuan is about RMB240/t, which renders imported iron ore uncompetitive,
and creates arbitrage opportunities for local producers like China VTM when the market faces
rising deficits.

On acquisition front, management is working proactively on a number of projects, and believes it
will not need to come to the market to raise money in the near future, given that it believes it has
strong balance sheet and cash flow positions.

Overall, we feel that the company is still undervalued at 8.9x PER 2011E. Our fair value of
HK$4.2 (assuming US$100/t iron ore price from 2011 onward) implies 33% potential upside.

Production capacity expansion

Management confirmed that its production capacity will reach the following levels:

B [ron concentrate: 2.3mt by October 2010 (up from c.2mt now);

B [ron pellet: 1.36mt by Q2 2010 (up from c.360kt now) when Phase | of the new iron pellet plant
is completed. The construction of Phase Il of 500kt/pa will be dependent on market conditions.

B High-grade titanium concentrate: 420kt by year-end 2010 (up from 220kt now).

The hidden value of vanadium

The vanadium content in the iron ore that China VTM sells is currently given for free as only two
large steel mills (Pangang Group in Sichuan Province and Chengde Vanadium and Titanium Co
in Hebei Province) have scaled capacity to extract vanadium from iron ore. Currently, vanadium’s
(V20s) price is still hovering around RMB100k/t in Sichuan area, down from the RMB300k-400k/t
levels seen pre-crisis in 2008.
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Management is very bullish on where vanadium is going from here. All of Sichuan Province’s
planned new steel capacity of 10mt is engineered to specifically use vanadium-rich iron ores,
which can be used to extract vanadium as a key ingredient to produce high-strength steel. As the
new mill capacity gradually comes on stream (3.8mt in 2010, 4.1mt in 2011, and 2.2mt in 2012), it
should, we believe, inevitably push up the demand for and price of vanadium.

Acquisition pipeline

The management team has been working on an active pipeline of more than ten projects,
although no details have been disclosed yet. We expect it will focus on expanding both resources
and production volume.

The company has already has expanded its iron ore resources to about 366mt via acquisitions,
up from 240mt (including the 78mt in the Xiushuihe expansion plan), when it was listed in
October 2009. The company stated it aims to add another 100mt by the end of 2011.

The company'’s balance sheet is still very strong even after making the acquisitions in 1H 2010.
Currently, it has net cash of about RMB900m, with total equity standing around RMB2.9bn. If we
assume the company increases net debt to 30% while continuing to make operating cash flow of
RMB600m in 2011E (we estimate RMB624m for 2010E), then it would still have a RMB2.3bn war
chest without needing to execute a share placement. Given that in 1H 2010 it acquired an iron
ore resource of ¢.120mt, iron concentrate processing capacity of 1.1mt/pa and high-grade
titanium concentrate capacity of 120kt/pa, all at a cost of RMB1bn, our assumed RMB2.3bn war-
chest would allow the company to engage in some meaningful acquisitions should any interesting
project(s) materialise.

Market outlook

Management is very confident that the iron ore market will gain strength over the next few years
as the new steel capacity hits the market gradually. Once the 10mt/pa new capacity is fully
operational by 2012, the iron ore deficit in Sichuan Province could rise as high as 10mt
(compared with the total iron ore production of about 27mt in Sichuan Province in 2009).

On the other hand, the transportation cost to Sichuan from the closest sea port (which is
Fangcheng Port in Guangxi Province) is about RMB240/t, which is quite high compared with the
current iron ore price of c.RMB740/t in Sichuan). The transportation cost renders imported iron
ore uncompetitive in the Sichuan market, which should create arbitrage opportunities for local
iron ore producers such as China VTM.

Fig 1: China VTM's trading multiples

2009 2010E 2011E 2012E
PE 17.6 114 8.9 7.2
EV/EBITDA 10.0 6.6 4.4 35
PB 2.3 1.9 1.7 14
Dividend yield 0.0% 0.0% 3.4% 4.1%

Source: Standard Chartered Research estimates
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Income statement (RMBm) Balance sheet (RMBm)
Year end: Dec 2008 2009 2010E 2011E 2012E Year end: Dec 2008 2009 2010E 2011E 2012E
Sales 791 1,084 1,388 1,910 2,459 Cash 133 1,884 1,057 1,350 1,967
Gross profit 427 502 750 1,030 1,308 Prepayments, deposits, etc 89 91 91 91 91
SG&A -55 -64 -70 -96 -124  Accounts receivables 88 137 144 198 255
Other income 17 41 0 0 0 Inventory 66 71 75 103 135
EBIT 372 438 680 934 1,184 Other current assets 30 50 50 50 50
Depreciation & Amortization 26 42 50 163 179 Total current assets 406 2,233 1,416 1,792 2,498
EBITDA 398 479 730 1,097 1,363 PP&E 357 496 1,908 2,109 2,109
Intangible Assets 141 142 132 122 111
Net interest -3 -9 0 0 0 Prepaid land lease 23 49 49 49 49
Associates - - - - - Other long term assets 24 153 153 153 153
Other expenses -37 -33 0 0 0 Total long term assets 546 840 2,242 2,433 2,422
Pretax profit 349 437 680 934 1,184 TOTAL ASSETS 951 3,073 3,658 4,225 4,920
Taxation -30 -70 -116 -215 -296
Minority interests -70 -39 -60 -77 -95  Short term debt 0 100 100 100 100
Net profit 249 328 504 643 794  Accounts payables 108 86 106 147 192
Other current liabilities 182 275 275 275 275
Net profit (adjusted) 249 328 504 643 794  Total current liabilities 290 461 481 522 567
Long term debt - - - - -
Basic EPS (RMB) 0.17 0.20 0.24 0.31 0.38 Provision for rehabilitation 5 6 6 6 6
EPS (adjusted) (RMB) 0.17 0.20 0.24 0.31 0.38  Other long term liabilities 52 0 0 0 0
DPS (RMB) 0.00 0.00 0.09 0.11 0.13  Total long term liabilities 57 6 6 6 6
TOTAL LIABILITIES 347 467 487 527 572
Shareholders’ funds 539 2,514 3,018 3,468 4,024
Minority Interests 65 93 153 229 324
TOTAL LIAB AND EQUITY 951 3,073 3,658 4,225 4,920
Net cash / (debt) 133 1,784 957 1,250 1,867
Cash flow statement (RMBm) Key ratios
Year end: Dec 2008 2009 2010E 2011E 2012E Year end: Dec 2008 2009 2010E 2011E 2012E
EBIT 372 438 680 934 1,184 Gross margin (%) 53.98 46.29 54.05 53.92 53.21
Depreciation & amortisation 26 42 50 163 179  EBIT margin (%) 46.97 4040 49.01 48.88  48.16
Net interest -3 -9 0 0 0 Effective tax rate (%) 8.6 17.0 17.0 23.0 25.0
Taxes paid -30 -70 -116 -215 -296 Interest cover (x) 130.6 51.9 na na na
Changes in working capital 72 -106 10 -42 -44  Depn/capex (x) 0.2 0.2 0.1 0.5 1.1
Others 0 0 0 0 0  Quick ratio (x) 1.4 4.8 2.9 3.4 4.4
Cash flow from operations 423 342 624 840 1,023 ROE (%) 71.6 229 19.5 20.9 22.1
Capex -173 -239 -392 -354 -169 ROCE (%) 95.9 67.7 44.8 40.1 48.1
Acquisitions -87 -51  -1,060 0 0 Net gearing (%) net cash net cash net cash net cash net cash
Disposals - 1,251 0 0 0 Inventory days 49 43 43 43 43
Others 0 -1 0 0 0 Accounts receivable days 20 38 38 38 38
Cash flow from investing -267 -328  -1,452 -354 -169  Accounts payable days 94 61 61 61 61
Dividends 0 -20 0 -193 -238  Total asset turonver (x) 0.8 0.4 0.4 0.5 0.5
Issue of shares 0 1,662 0 0 0 PBR(x) 10.8 2.3 1.9 1.7 1.4
Change in debt -30 100 0 0 0 EV/Sales (x) 4.4 35 25 1.9
Other financing 0 0 0 0 0 EVI/EBITDA (x) 12.2 10.0 6.6 4.4 3.5
Cash flow from financing -30 1,737 0 -193 -238  PER (x) 23.5 17.6 11.4 8.9 7.2
0 1 2 3 4 Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Change in cash 126 1,752 -827 293 617  No of shares, fully diluted (m) - 2075 2,075 2,075 2,075
Free cash flow -36 52 233 486 855

Source: Company, Standard Chartered Research estimates
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Disclosures appendix

Global disclaimer

The information and opinions in this report were prepared by Standard Chartered Bank (Hong Kong) Limited, Standard
Chartered Bank Singapore branch and/or one or more of its affiliates (together with its group of companies,”SCB”) and the
research analyst(s) named in this report. SCB makes no representation or warranty of any kind, express, implied or statutory
regarding this document or any information contained or referred to in the document.

DISCLOSURES INCLUDING THOSE REQUIRED BY THE UNITED STATES
The research analysts responsible for the content of this research report certify that

The view expressed and attributed to the research analyst or Analysts in the research report accurately reflect their personal
opinion(s) about the subject securities and issuers and/or other subject matter as appropriate; and

No part of his or her compensation and other benefits was, is or will be directly related to the specific recommendations or views
contained in this research report. On a general basis, the efficacy of recommendations is a factor in the performance appraisals

of analysts.
Our ratings are under constant review.

Additional information with respect to any securities referred to herein will be available upon request.
THIS RESEARCH HAS NOT BEEN PRODUCED IN THE UNITED STATES.
Disclosures Appendix

Where “disclosure date” appears below, this means the day prior to the report date. All share prices quoted are the closing
price for the business day prior to the date of the report, unless otherwise stated.

Company China Vanadium

As at the disclosure date, the following applies:

SCB has managed or co managed a public offering for this company with the past 12 months, for which it received fees.

China Vanadium - current rating is: OUTPERFORM

03/06/10
OP : HKD4.20
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Source: FactSet prices / SCB ratings and fair values

Recommendation Distribution and Investment Banking Relationships

% of covered companies currently assigned % of companies assigned this rating with which

this rating SCB has provided investment banking services over
the past 12 months
OUTPERFORM 57.9% 11.8%
IN-LINE 26.8% 7.8%
UNDERPERFORM 15.3% 10.3%
Research Recommendation
Terminology Definitions

— - >
OUTPERFORM (OP) The total return on the security is expected to outperform the relevant market index by 5% or more

over the next six months

The total return on the security is not expected to outperform or underperform the relevant market
IN-LINE (IL) ) '

index by 5% or more over the next six months

— - 5

UNDERPERFORM (UP) The total return on th_e security is expected to underperform the relevant market index by 5% or

more over the next six months

Country-Specific Disclosures
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If you are receiving this document in any of the countries listed below, please note the following:

United Kingdom and European Economic Area: Standard Chartered Bank is authorised and regulated by the Financial
Services Authority. This communication is not directed at Retail Clients in the European Economic Area as defined by
Directive 2004/39/EC. Nothing in this document constitutes a personal recommendation or investment advice as defined by
Directive 2004/39/EC.

Australia: The Australian Financial Services Licence for Standard Chartered Bank is Licence No: 246833 with the following
Australian Registered Business Number (ARBN: 097571778). Australian investors should note that this document was
prepared for wholesale investors only (as defined by Australian Corporations legislation).

Hong Kong: This document is being distributed in Hong Kong by, and is attributable to, Standard Chartered Bank (Hong
Kong) Limited which is regulated by the Hong Kong Monetary Authority

Singapore: This document is being distributed in Singapore by Standard Chartered Bank Singapore branch only to
accredited investors, expert investors or institutional investors, as defined in the Securities and Futures Act, Chapter 289 of
Singapore. Recipients in Singapore should contact Standard Chartered Bank Singapore branch in relation to any matters
arising from, or in connection with, this document.

United States: Except for any documents relating to foreign exchange, FX or global FX, Rates or Commaodities, distribution
of this document in the United States or to US persons is intended to be solely to major institutional investors as defined in
Rule 15a-6(a)(2) under the US Securities Act of 1934. All US persons that receive this document by their acceptance thereof
represent and agree that they are a major institutional investor and understand the risks involved in executing transactions in
securities. Any US recipient of this document wanting additional information or to effect any transaction in any security or
financial instrument mentioned herein, must do so by contacting a registered representative of Standard Chartered Securities
(North America) Inc., 1 Madison Avenue, New York, N.Y. 10010, US, tel + 1 212 667 0700.

WE DO NOT OFFER OR SELL SECURITIES TO U.S. PERSONS UNLESS EITHER (A) THOSE SECURITIES ARE
REGISTERED FOR SALE WITH THE U.S. SECURITIES AND EXCHANGE COMMISSION AND WITH ALL APPROPRIATE
U.S. STATE AUTHORITIES; OR (B) THE SECURITIES OR THE SPECIFIC TRANSACTION QUALIFY FOR AN
EXEMPTION UNDER THE U.S. FEDERAL AND STATE SECURITIES LAWS NOR DO WE OFFER OR SELL SECURITIES
TO U.S. PERSONS UNLESS (i) WE, OUR AFFILIATED COMPANY AND THE APPROPRIATE PERSONNEL ARE
PROPERLY REGISTERED OR LICENSED TO CONDUCT BUSINESS; OR (ii)) WE, OUR AFFILIATED COMPANY AND
THE APPROPRIATE PERSONNEL QUALIFY FOR EXEMPTIONS UNDER APPLICABLE U.S. FEDERAL AND STATE
LAWS.

GENERAL DISCLAIMER

The information on this document is provided for information purposes only. It does not constitute any offer, recommendation
or solicitation to any person to enter into any transaction or adopt any hedging, trading or investment strategy, nor does it
constitute any prediction of likely future movements in rates or prices or any representation that any such future movements
will not exceed those shown in any illustration. The stated price of the securities mentioned herein is as of the date indicated
and is not any representation that any transaction can be effected at this price. While all reasonable care has been taken in
preparing this document, no responsibility or liability is accepted for errors of fact or for any opinion expressed herein. The
contents of this document may not be suitable for all investors as it has not been prepared with regard to the specific
investment objectives or financial situation of any particular person. Any investments discussed may not be suitable for all
investors. Users of this document should seek advice regarding the appropriateness of investing in any securities, financial
instruments or investment strategies referred to in this document and should understand that statements regarding future
prospects may not be realised. Opinions, forecasts, assumptions, estimates, derived valuations and target price(s) contained
in this document are as of the date indicated and are subject to change at any time without prior notice.

The value and income of any of the securities or financial instruments mentioned in this document can fall as well as rise and
an investor may get back less than invested. Foreign-currency denominated securities and financial instruments are subject
to fluctuation in exchange rates that could have a positive or adverse effect on the value, price or income of such securities
and financial instruments.

Past performance is not indicative of comparable future results and no representation or warranty is made regarding future
performance. While we endeavour to update on a reasonable basis the information and opinions contained herein, there may
be regulatory, compliance or other reasons that prevent us from doing so. Accordingly, information may be available to us
which is not reflected in this material, and we may have acted upon or used the information prior to or immediately following
its publication.

SCB is not a legal or tax adviser, and is not purporting to provide you with legal or tax advice. If you have any queries as to
the legal or tax implications of any investment you should seek independent legal and/or tax advice.

SCB, and/or a connected company, may have a position in any of the securities, instruments or currencies mentioned in this
document. SCB has in place policies and procedures and physical information walls between its Research Department and
differing public and private business functions to help ensure confidential information, including ‘inside’ information is not
publicly disclosed unless in line with its policies and procedures and the rules of its regulators. Data, opinions and other
information appearing herein may have been obtained from public sources. SCB makes no representation or warranty as to
the accuracy or completeness of such information obtained from public sources. You are advised to make your own
independent judgment (with the advice of your professional advisers as necessary) with respect to any matter contained
herein and not rely on this document as the basis for making any trading, hedging or investment decision.

SCB and/or any member of the SCB group of companies or its respective officers, directors, employee benefit programmes
or employees, including persons involved in the preparation or issuance of this document may at any time, to the extent
permitted by applicable law and/or regulation, be long or short any securities or financial instruments referred to in this
document and on the website or have a material interest in any such securities or related investment, or may be the only
market maker in relation to such investments, or provide, or have provided advice, investment banking or other services, to
issuers of such investments. Within the last three years, SCB may also have acted as manager or co-manager for a public
offering of securities of issuers referred to herein. SCB may have received or may expect to receive remuneration for
investment banking services from companies mentioned herein.

SCB accepts no liability and will not be liable for any loss or damage arising directly or indirectly (including special, incidental,
consequential, punitive or exemplary damages) from your use of this document, howsoever arising, and including any loss,
damage or expense arising from, but not limited to, any defect, error, imperfection, fault, mistake or inaccuracy with this
document, its contents or associated services, or due to any unavailability of the document or any part thereof or any
contents or associated services.
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