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Special Views:

(1) China’s titanium
concentrate saw supply
shortage due to restricted
titanium concentrate export
from Vietnam, leading to a
surge in domestic titanium
concentrate prices;

(2) The Company’s iron ore
prices stayed steady given he
relatively closed market;

(3) Cheap valuations offer
long-term investment

opportunity.
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titanium concentrate prices have been surging since 2011 on Vietnam’s export
restriction. Average price of the Company’s high-grade titanium concentrate
reached RMB1138/tonne in 1H11, up over 100% from the same period last
year. Revenue contribution from titanium concentrate rose to 8.8%.
Production cost of its titanium concentrate was only around RMB400/ tonne,
implying a gross margin of over 60%, the highest among all of its products. It
is estimated that its high-grade titanium concentrate production could reach
110,000 tonnes and over 150,000 tonnes in 2011 and 2012, respectively.
Together with the strong titanium concentrate price due to supply shortage,
we expect the product will become the new earnings driver in the future.

Titanium concentrate prices climb on tight supply. The recent surge in
titanium concentrate was mainly supported by supply shortage. The country
Currently consumes around 3.5m tonnes of titanium concentrate every year, of
which some 2m tonnes were imported. Imports from Vietnam accounted for
approx. 30% of the total domestic consumption. Since Vietnam announced in
June 2011 that it will ban the export of titanium concentrate to China starting
from late 2011, China will face a severe supply shortage of titanium
concentrate in the future. As an expansion in domestic production capacity is
rather unlikely and other countries may not largely increase their exports of
titanium concentrate to China in the near future, we believe China will see
tight supply in the next 2-3 years, driving up titanium concentrate prices.

The Company’s iron ore prices stay steady given the relatively closed
market. Iron ore concentrates and iron pellets, the principle products of the
Company, are mainly supplied to steel enterprises in Southwest China such
as Sichuan. The market is relatively closed and their prices are mainly affected
by the demand and supply relationship in the region. The second steel bases
of Pansteel located in Xichang will commence operation in 2011YE. This
project has a designed annual production capacity of 4m tons. It is expected
that an additional 6m tons of iron ore concentrates are required in the
production, but Pansteel Group could supply 3m tons only and the remaining
3m tons have to be relied on local market or imports. Therefore, we think iron
ore supply in Southwest China will tighten after 2011YE and selling price of
iron ore could stay steady.

Maintain “Buy”. Supply shortage in domestic titanium concentrate market
will support the growth in titanium concentrate price. Meanwhile, the
Company’s iron ore prices stay steady given the relatively closed regional
market. We believe the Company could achieve steady profit growth in the
next 2 years. We trim its FY11F/FY12F EPS from RMB0.33/RMB0.42 to
RMB0.32/RMB0.38, corresponding to FY11F/FY12F P/E of 3.5x/2.9x.
Maintain “Buy” rating on cheap valuations while we cut its TP from HK$4.7
to HK$2.8 on prudent principle, equivalent to FY12F P/E of 6.0x.

Valuations

Revenue (RMB m) 1,084 1,554 1,844 2,306 2,823
Net profit (RMB m) 328 533 667 788 940
Basic EPS (RMB) 0.20 0.26 0.32 0.38 0.45
Core EPS (RMB) 0.20 0.26 0.32 0.38 0.45

Change (%) 17.6% 30.0% 23.7% 18.0% 19.3%
P/E 5.8 44 35 2.9 24

DPS (RMB) 0.00 0.05 0.06 0.08 0.09
Dividend yield (%) 0.0% 4.6% 5.7% 6.9% 8.2%
NAVS (RMB) 13 1.7 1.6 1.9 2.3
P/B 0.9 0.7 0.7 0.6 0.5

Source: Company, BOCOM Int’l
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Chart 1: Estimated income statement (Unit: RMB m)

2009 2010 2011F 2012F 2013F
Sales revenue 1,084 1,554 1,844 2,306 2,823
Cosé;;’falzf(‘)nncslpal 582 724 874 1,071 1,331
Gross profit 502 830 970 1,236 1,491
Distribution costs 28 44 37 46 56
Management fee 36 79 77 69 85
Finance costs 9 18 -17 15 34
Pre-tax profit 437 701 873 1,106 1,319
Income tax expenses 70 117 131 276 330
Profit in the year 367 584 742 829 989
Pr‘fgﬁ?ﬂ’;ﬁf to 328 533 667 788 940
EPS (RMB) 0.20 0.26 0.32 0.38 0.45

Source: BOCOM Int’l

Chart 2: Estimated balance sheet (Unit: RMB m)

2009 2010 2011F
Cash and bank balance 1,884 1,096 467 461 565
Trade receivables 137 208 147 185 226
Inventories 71 70 70 70 67
Total current assets 2,233 1,473 868 946 1,139
Fixed assets 496 1,476 2,498 3,445 4,319
Total assets 3,073 3,733 4,177 5,225 6,310
Short-term borrowings 150 150 200
Total current liabilities 461 813 463 848 1,136
Long-term borrowings 0 125 325 325 330
Total liabilities 467 944 795 1,179 1,473
Share capital 183 183 183 183 183
Reserves 2,514 2,775 3,185 3,849 4,640
Minority interests 93 14 14 14 14
Total owners’ equity 2,607 2,789 3,383 4,046 4,837
Total liabilities and owners’ equity 3,073 3,733 4,177 5,225 6,310

Source: BOCOM Int’l
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Chart 3: Estimates on key financial ratios

Growth rate

Revenue 37.0% 43.4% 18.6% 25.1% 22.4%
Profit from principle operations 17.5% 65.5% 16.8% 27.4% 20.7%
Net profit 15.1% 59.2% 27.0% 11.8% 19.3%
Profitability
GM% 46.3% 53.4% 52.6% 53.6% 52.8%
NM% 33.9% 37.6% 40.2% 36.0% 35.0%
ROE 14.1% 20.9% 21.9% 20.5% 20.4%
ROIC 12.6% 18.2% 16.6% 18.6% 18.9%
Indemnity
Gearing ratio 15.2% 25.3% 19.0% 22.6% 23.3%
Current ratio 4.8 1.8 1.9 11 1.0
Quick ratio 4.7 1.7 1.7 1.0 0.9

Source: BOCOM Int’l
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Company Rating

Buy: Expect more than 20% upside in 12 months

LT Buy: Expect more than 20% upside but longer than 12
months

Neutral: Expect low volatility

Sell: Expect more than 20% downside in 12 months

Sector Rating

Outperform: Expect more than 10% upside in 12 months
Market perform: Expect low volatility

Underperform: Expect more than 10% downside in 12
months

Analyst Certification

The authors of this report, hereby declare that: (i) all of the views expressed in this report accurately reflect their personal
views about any and all of the subject securities or issuers; and (ii) no part of any of their compensation was, is, or will be
directly or indirectly related to the specific recommendations or views expressed in this report; (iii) no insider information/
non-public price-sensitive information in relation to the subject securities or issuers which may influence the recommendations
were being received by the authors.

The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of
Conduct issued by the Hong Kong Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this
research report within 30 calendar days prior to the date of issue of the report; (ii)) neither they nor their respective associates
serve as an officer of any of the Hong Kong listed companies covered in this report; and (iii) neither they nor their respective
associates have any financial interests in the stock(s) covered in this report.
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Disclaimer

By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is
entitled to receive such report in accordance with the restrictions set forth below and agrees to be bound by the limitations
contained herein. Any failure to comply with these limitations may constitute a violation of law.

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This
report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied,
photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or
indirectly, to any other person in whole or in part, for any purpose without the prior written consent of BOCOM International
Securities Ltd.

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or
employees may own or have positions in securities of the company(ies) covered in this report or any securities related thereto
and may from time to time add to or dispose of, or may be interested in, any such securities. Further, BOCOM International
Securities Ltd, its affiliates and its related companies may do and seek to do business with the company(ies) covered in this
report and may from time to time act as market maker or have assumed an underwriting commitment in securities of such
company(ies), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform
investment banking, advisory, underwriting, financing or other services for or relating to such company(ies) as well as solicit
such investment, advisory, financing or other services from any entity mentioned in this report. In reviewing this report, an
investor should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest.

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of
issue of this report. This report does not purport to contain all the information that a prospective investor may require and
may be subject to late delivery, interruption and interception. BOCOM International Securities Ltd does not make any
guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of
any such information and opinion contained in this report and accordingly, neither BOCOM International Securities Ltd nor
any of its affiliates nor its related persons shall not be liable in any manner whatsoever for any consequences (including but
not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst
BOCOM International Securities Ltd’s clients generally and does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific person who may receive this report. The information and opinions
in this report are not and should not be construed or considered as an offer, recommendation or solicitation to buy or sell the
subject securities, related investments or other financial instruments thereof.

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International
Securities Ltd or any of its affiliates, and are subject to change without notice. BOCOM International Securities Ltd has no
obligation to update its opinion or the information in this report.

Investors are advised to make their own independent evaluation of the information contained in this research report, consider
their own individual investment objectives, financial situation and particular needs and consult their own professional and
financial advisers as to the legal, business, financial, tax and other aspects before participating in any transaction in respect of
the securities of company(ies) covered in this report. The securities of such company(ies) may not be eligible for sale in all
jurisdictions or to all categories of investors.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be

contrary to any law, regulation, rule or other registration or licensing requirement.

BOCOM International Securities. Ltd is a wholly owned subsidiary of Bank of Communications Co Ltd.
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