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Robust Sentiments...

We brought a group of investors to visit China Oriental integrated steel plant
in Qianxi, Hebei Province recently. Management appears to be positive on the
outlook, in particular for 1HFY11, following the escalating selling price and
firm demand toward long steel products. The company is also on the active
lookout on possible M&As at attractive prices following the huge amount of
cash raised from Senior Notes issuance. Together with the bullish biased
operating number released to HKSE last week, we reiterate our BUY
recommendation on China Oriental with our fair value maintained at HKD4.25.

Visit to Qianxi. We brought a group of twenty, comprising primarily fund managers
and analysts of asset management companies from Malaysia and Singapore, for “A
Close-Up on China” visit recently. Our first visit was to China Oriental’s Jinxi
production site situated at Qianxi, Tangshan city, Hebei Province at the end of last
month. After an almost four hour journey, passing through the heavy morning traffic
at Beijing Capital, then less developed second to third tier cities, we finally arrived
at Qianxi. Our official visit began with a quick video overview and presentation by
Mr. Muktesh Mukherjee, ED of China Oriental cum chief representative of Arcelor
Mittal in China. Mr. Zhu Jun, ED cum COO of China Oriental then took questions
from investors. After more than an hour of intensive discussion, we visited the 7m
tonne integrated steelmaking capacity in Jinxi Production site, including the Blast
Furnace (BF) control room, sintering plant, and heavy section rolling mill.

Encouraging sentiments. The questions to management were centred on the
market prospects of the steel industry especially with prices and demand seen
weakening post the Lunar Calendar New Year in February 2011. Nonetheless,
management believes demand of steel, in particular long steel products, remains
strong given that China’s economy still driven by government capital investment.
Mr. Zhu also explained that the current weakness in prices for May 2011 is mainly
on flat steel products, while most of the long steel product prices remain firm.
Furthermore, China Oriental told HKSE last Friday that its total sales of steel
products of the group for 1QFY11 were RMB9.6bn, an increase of 44.8% y-o0-y.
Other than sales volumes of various steel products that increased ranging from
10.8% to 57.1%, revenue was also boosted by higher average selling prices of their
products that rose between 15.3% to 23.6%.

FYE Dec (RMBm) 2008A 2009A 2010A 2011F 2012F
Total Revenue 19,388.2 20,589.1 30,135.7 35,340.8 36,231.1
Core Net Profit 44.0 884.3 1,062.8 1,501.6 1,645.0
% chg YoY -96.2 1,908.4 20.2 413 9.5
Consensus Net Profit - - 1,412.7 1,540.5
Core EPS (sen) 0.015 0.302 0.363 0.513 0.561
Gross DPS (sen) 0.057 0.076 0.091 0.152 0.140
Gross Div. Yield (%) 2.2 3.0 3.7 6.5 6.0
PER (x) 169.7 8.5 6.8 4.6 4.2
P/BV (X) 1.2 1.0 0.9 0.8 0.7
EV/EBITDA (x) 12.3 4.4 4.7 29 2.3
ROE (%) 0.7 13.2 13.9 175 16.9
ROA (%) 0.4 6.0 5.9 6.6 6.5
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Success story in H-section steel. China Oriental is the market leader in medium and large H-sections,
with a market share of 28.5% in 2009. The company has introduced new products and established
direct sales channels to improve margins. Given the bright prospects from the growing emphasis on
structural safety and modern buildings plus the current low usage of H-sections at only 1% of total steel
usage in China, investors also questioned on this product segment. The company produces H-sections
with cross-sectional dimensions ranging from 100x100mm to 900x300mm. As the company was only
the third player to enter into H-section steel after Magang and Laigang, its achievement of 25% to 30%
market share is impressive. Mr. Zhu believes China Oriental’s widest product range and biggest
capacity of 3.5m tonne per year (tpy) from its three production lines offers the necessary competitive
edge. The tie-up with its second largest shareholder, Arcelor Mittal also enables the company to enjoy
technical support on this product.

Exhibit 1: Group photo taken with China Oriental management

Source: OSK

On the acquisition mode. The management explained that the issuance of USD850m Senior Notes
not only helped to part refinance the company’s existing borrowings totalling USD300m, but also
provided funding for potential new investments. Among others, China Oriental is on the lookout for
acquisition targets given its proven record in integrating the steel business. It is also targeting to
introduce new products comprising steel sheet piles as well as high speed wire rods to complete its long
steel product range, and to phase out the selling of semi-finished steel. As for the acquisition, Mr. Zhu
assured investors that management will only consider M&A targets that offer attractive returns based on
a low asking price. He also said, China Oriental management has implement a policy to invested in
various first class machinery for the important processes but saves cost on those less important
processes. A key example will be the company continues to use manual processes where economical
given that labour cost remains cheap in China.

See important disclosures at the end of this report 2
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2008A 2009A] 2010A  2011F
Valuation Ratios
PER (Basic) (x) 169.7 8.5 6.8 46 42
Dividend yield 2.2 3.0 3.7 6.5 6.0
P/BV (x) 1.2 1.0 0.9 0.8 0.7
Growth
Revenue (%) 43.6 6.2 46.4 17.3 25
EBITDA (%) -60.5 1959 17.6 16.1 7.2
Core Net profit (%) -96.2  1908.4 20.2 41.3 9.5
Per Share Data 74HQ7
(RMB) 2008A 2009A] 2010A  2011F
EPS (Basic) 0.015 0302 0363 0513 0.561
DPS 0.057 0.076 0091 0.152  0.140
Payout ratio 380.3 25.1 25.0 25.0 25.0
BV/S 2.14 2.45 2.75 3.12 3.54

Income Statement

(RMBm)

Total revenue

Cost of sales

Gross profit

Selling & distribution costs
General and administrative
Operating profit/expenses
EBITDA

Depreciation & amortisation
Finance costs

Exceptional items
Associate / JV's contribution
Pre-tax profit

Taxation

Minority interests

Reported net profit

Core net profit

~ 2008A

19,388.2
-18,273.2
1,115.0
-80.3
-281.9
24.0
776.7
-573.5
-91.6

0.0

2.0
113.6
-70.6

11

44.0
44.0

2009A] 2010A 2011F

20,589.1 30,135.7 35,340.8
-17,699.8 -27,065.7 -31,600.2
2,889.3 3,070.0 3,7405
-57.0 -65.7  -106.0
-283.5 -301.1 -530.1
-250.6 0.3 35.3
2,298.2 2,703.6 3,139.7
-847.5 -894.7 -681.6
-137.1  -195.7  -406.8
0.0 0.0 280.0

0.2 0.2 0.2
1,313.7 1,6135 12,3315
-341.3 -428.0 -512.8
-88.1  -122.6 -37.1
884.3 1,062.8 1,781.6
884.3 1,062.8 1,501.6

. 2012F)

36,231.1
-32,250.5
3,980.6
-108.7
-543.5
36.2
3,364.6
-719.1
-406.8
0.0

0.2
2,238.8
-5659.7
-34.2
1,645.0
1,645.0

Cashflow Statement

(RMBm)

Operating cashflow
Pre-tax profit
Depreciation & amortisation
Others

Change in working capital
Tax paid

Total operating cashflow
Investing cashflow
Capex

Investments

Others

Total investing cashflow
Financing cashflow
Equity raised

Debt raised / paid
Dividend paid

Others

Total financing cashflow
Net cash inflow / (outflow)
Cash - beg

Others

Cash - end

2008A 2009A] 2010A
1136 1,313.7 16135 2,33L5
5735 8479 8920 6816
22805 2466 1955  406.6
-2,391.8 -2,140.7 27741 2,137.7
4278  -160 -4280 -512.8
1479 2516 -501.2 5,044.6
-953.6 -930.9 -503.7 -500.0
2470 2073 431 0.0
300.8 487 -1,204.2 0.0
1,510.4 6748 -1751.0 -500.0
0.0 00 869 0.0
9822 3614 0.0 0.0
0.0 00 -1957 -406.8
4275  -22.6 2,907.4 -725.4
1,400.7 3388 2,798.6 -1,132.2
472 844 5465 34124
689.6 7288 6440 11905
80 0.4 0.0 0.0
7288 6440 1,190.5 4,602.9

Source: Company data, OSK Securities Hong Kong Limited

Profitability Ratios

2010A/

2011F

Gross margin 5.8 14.0 10.2 10.6 11.0
EBITDA margin 4.0 11.2 9.0 8.9 9.3
Core net margin 0.2 4.3 35 4.2 45
ROA (Core) 0.4 6.0 5.9 6.6 6.5
ROE (Core) 0.7 13.2 13.9 17.5 16.9
Balance Sheet Ratios

Current ratio 0.9 1.0 2.0 12 1.2
Gross debt/equity 0.3 0.4 0.8 0.6 0.5
Net debt/equity 0.2 0.2 0.5 0.1 -0.1
Inventory Days 31.3 53.6 55.1 53.6 53.6
Receivable Days 32.6 21.2 42.7 36.5 36.5
Payable Days 44.3 35.6 22.7 34.2 34.2

Balance Sheet

I

(RMBm) 2008A 09A  2010A

Fixed Asset

Property, plant & equipments
Investment

Intangible assets

Others

Total fixed assets

Current Asset

Cash and cash equivalents
Amount due from related cos
Inventories

Trade receivables

Others

Total current assets

Current Liabilities

Trade payables

Short-term loans

Amount due to related cos
Others

Total current liabilities
Long-Term Liabilities
Borrowings

Others

Total long term liabilities
Shareholders' funds
Share Capital

Reserves

Equity attributable to owner
Minority interests

2,219.4
1,697.2

0.0
2,264.5
6,181.1

489.2
0.0

975.7
1,465.0

311.7
5,953.6
6,265.2

224.7

8,625.6
27.9
0.0
154.1
8,807.6

644.0
2,598.0
1,197.1
1,942.4
6,381.5

1,725.8
1,796.5

0.0
2,798.5
6,320.7

758.9
0.0

648.8
1,407.7

311.7
6,857.1
7,168.8

292.0

1,682.7
680.2
0.0
3,696.5
6,059.4

5,791.0
0.0

3718
6,162.9

3117
7,758.0
8,069.8

450.0

2011F

2,964.8
0.0
0.0
6,210.2
9,175.0

3,025.8
0.0
0.0
6,328.8
9,354.6

0.0
5,319.9

371.8
5,691.7

0.0
5,319.9

371.8
5,691.7

311.7 311.7
8,828.0 10,061.7
9,139.7 10,373.4

487.1 521.3
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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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