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China Oriental reported 1H'07 net profit of RMB769mn (EPS of RMB0.26), up Irene Ye >>>
32% YoY and 12% above our estimate, but in line with market consensus. An Research Analyst

| Y l.
interim dividend of HK$0.055/shr vs. HK$0.01/shr in 1H'06 has been proposed. fene_Ye@rmi.com

Raising earnings estimates for 2007-2009
Due to better than expected interim results, and the performance of the new H

beam capacity, we are raising our 07-09E EPS by 10%, 9% and 10% to . Stock Data
RMBO0.50, RMBO0.55, and RMBO0.67, respectively. Price HK$3.80
Investment Opinion C-2-7
New target of 10mn tonnes 2010, over 2x current capacity Volatilty Risk HIGH
M h f han doubli | . 10 52-Week Range HK$1.47-HK$3.97
anagement has set a target of more than doubling stee c_apac!ty to over 10mn Mrkt Val / Shares Out (mn) USSL.416 / 2,905.0
tonnes by 2010 vs. the current 4.3mn tonnes. Also, H-section will account for Average Daily Volume 2,034,966
more than half of revenues post-expansion vs. about 32% now. ML Symbol / Exchange CUGCF / HKG
Bloomberg / Reuters 581 HK / 0581.HK
Need more details, but initiative looks positive ROE(bZOO7E) (06020084 ZSSZA
i st o . s L . Net Dbt to Eqty (Dec- A .9%
ThIS.IS. t_he 1 .tlme management ha; .n.lentloned the |n!t|at|ve, but glven_ 'Fhe lack of Est 5.Y1 EPS / DPS Growth 15.0% / 15.0%
detail it is difficult to assess its feasibility. The expansion could be positive for Free Float 24.20%

cash flows and the valuation, but management needs to come out to meet
investors/stakeholders to sell it, as the capital raising could be huge (~US$1.9B).

Reiterate neutral rating 51

Communication remains limited, especially since Feb. ‘07 when a takeover move 44

began from non-executive Board member, Ms. Chen. The lack of transparency

and internal struggle make analysis difficult, though it has led to market

expectations of better performance. The new initiative is a move in the right

direction, but for now we can’t be sure management is serious or can pull it off. ’ 2005 2006 2007
- China Oriental — HANG SENG INDEX

. Estimates (Dec)

(CNY) 2005A  2006A 2007E 2008E 2009E
Net Income (Adjusted - mn) 847 1,033 1,457 1,595 1,942
EPS 0.291 0.356 0.502 0.549 0.669
EPS Change (YoY) -31.7% 22.0% 41.1% 9.5% 21.8%
Dividend / Share 0.047 0.056 0.100 0.110 0.167
Free Cash Flow / Share (0.182) (0.119) 0.030 0.243 0411

Valuation (Dec)

2005A  2006A  2007E  2008E  2009E

PIE 13.74x 10.97x 7.34x 6.70x 5.50x
Dividend Yield 1.17% 1.43% 2.73% 2.98% 4.54%
EV / EBITDA* 9.54x 7.75x 5.37x 4.58x 3.85x
Free Cash Flow Yield* -4.78% -3.14% 0.781% 6.37% 10.79%

* For full definitions of iQmethod ™ measures, see page 7.

>> Employed by a non-US affiliate of MLPF&S and is not registered/qualified as a research analyst under the NYSE/NASD rules.
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Merrill Lynch does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their
investment decision.
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iQprofile™ China Oriental Group Company, Inc.

Key Income Statement Data (Dec) 2005A 2006A 2007E 2008E 2009E
(CNY Millions)

Sales 9,183 9,782 13,376 14,188 16,214
Gross Profit 1,224 1,424 2,091 2,484 2,979
Sell General & Admin Expense (159) (184) (229) (242) 277)
Operating Profit 1,065 1,241 1,862 2,242 2,702
Net Interest & Other Income (61) (7) (59) (61) (46)
Associates NA NA NA NA NA
Pretax Income 1,004 1,233 1,803 2,181 2,656
Tax (expense) / Benefit (157) (211) (308) (545) (664)
Net Income (Adjusted) 847 1,033 1,457 1,595 1,942
Average Fully Diluted Shares Outstanding 2,905 2,905 2,905 2,905 2,905
Key Cash Flow Statement Data

Net Income (Reported) 847 1,033 1,457 1,595 1,942
Depreciation & Amortization 208 327 398 408 454
Change in Working Capital (694) (1,174) (475) (119) (237)
Deferred Taxation Charge NA NA NA NA NA
Other Adjustments, Net (35) 55 58 40 50
Cash Flow from Operations 326 240 1,439 1,925 2,209
Capital Expenditure (854) (587) (1,353) (1,220) (1,016)
(Acquisition) / Disposal of Investments NA NA NA NA NA
Other Cash Inflow / (Outflow) 33 8 () 0 0
Cash Flow from Investing (821) (578) (1,353) (1,220) (1,016)
Shares Issue / (Repurchase) 2 0 0 0 0
Cost of Dividends Paid (146) (166) (291) (319) (486)
Cash Flow from Financing 32 67 (291) (319) (486)
Free Cash Flow (528) (347) 86 705 1,193
Net Debt 930 499 705 319 (388)
Change in Net Debt 213 (380) 206 (386) (707)
Key Balance Sheet Data

Property, Plant & Equipment 4,236 4,675 5,626 6,441 7,007
Other Non-Current Assets 121 125 121 118 114
Trade Receivables 714 999 1,374 1,462 1,651
Cash & Equivalents 710 435 229 615 1,322
Other Current Assets 2,372 1,988 2,691 2,807 3171
Total Assets 8,153 8,221 10,041 11,442 13,265
Long-Term Debt 294 361 361 361 361
Other Non-Current Liabilities 15 56 56 56 56
Short-Term Debt 1,346 573 573 573 573
Other Current Liabilities 1,766 1,630 2,234 2,318 2,634
Total Liabilities 3421 2,620 3,224 3,308 3,624
Total Equity 4,732 5,601 6,817 8,134 9,641
Total Equity & Liabilities 8,153 8,221 10,041 11,442 13,265
iQmethod*" - Bus Performance*

Return On Capital Employed 15.4% 16.1% 21.6% 20.0% 20.7%
Return On Equity 20.0% 20.5% 24.0% 21.9% 22.4%
Operating Margin 11.6% 12.7% 13.9% 15.8% 16.7%
EBITDA Margin 13.9% 16.0% 16.9% 18.7% 19.5%
iQmethod* - Quality of Earnings*

Cash Realization Ratio 0.4x 0.2x 1.0x 1.2x 1.1x
Asset Replacement Ratio 4.1x 1.8x 3.4x 3.0x 2.2X
Tax Rate (Reported) 15.6% 17.1% 17.1% 25.0% 25.0%
Net Debt-to-Equity Ratio 19.7% 8.9% 10.3% 3.9% -4.0%
Interest Cover 14.4x 24.6x 25.5x 30.7x 37.0x
Key Metrics

* For full definitions of iQmethod ™ measures, see page 7.

Company Description

China Oriental Group Co. Ltd. (COGCL) was incorporated
in Nov. 2003 and listed on the Hong Kong stock market in
March 2004. Its major operating asset is its 97.6%
interest in Hebei Jinxi Steel. Jinxi Steel produces billets,
hot-rolled strips and H beam, and total crude capacity is
4mn tonnes. Besides, it has a JV in Foshan, producing
CRC and galvanized steel. The company is going to build
one more H beam line in Jinxi.

Chart 1: Sales breakdown by products (1H'07)

Billets

H-Section

32%
Strips Cé&
58% HDG
6%
Source: Company, Merrill Lynch
Stock Data
Price to Book Value 1.7x
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Chart 2: CRC-HRC margin
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China Oriental Group Company, Inc.

Big plan of >2x capacity by 2010, little detail
We believe it's a positive move to double capacity in three years’ time; however, it
is difficult to assess the feasibility from management since we have no details.
For example, if we assume 5mn tonnes of capacity at RMB3,000/t (~US$385/t),
then the cost of RMB15B (US$1.95B) would result in a significant increase in debt
and equity via a doubling of the shares outstanding. The expansion would be
positive for cash flows and the valuation, but we think management needs to
come out to meet investors/stakeholders to sell it.

Increase dividend payout ratio gradually

The Board is considering a dividend of HK$0.055, up from HK$0.01/sh for the
2006 interim period. However, it's pending on approval of the Executive of the
Securities and Futures Commission based on the Takeovers Code.

Growth driven by new H-beam capacity

In 1H'07, H-section steel contributed about 42% of the total gross profit, or
RMB457mn, significantly higher (+535%) than RMB72mn earned in 2HO6A, when
the line just started commercial operation.

Output exceeds design capacity

H section sales volume (633K tonnes) was higher than our est. (400K tonnes),
showing that H-section production has exceeded the full capacity target of 1mn
tonnes p.a.

Margins expanding

Thanks to a strong H section market environment, ASP of H section increased by
14% HoH, or 5% higher than our estimates. Meanwhile, COGS per ton cut down
by 1% HoH, or 4% lower than our estimates due to increasing economies of
scale. As a result, gross margin of H section steel quickly climbed to 21.7% in
1H'07 from 06A’s 9.9%, and 6.9ppt higher than our estimates.

Dominant product going forward

We expect the strong momentum of the H section business will continue, since
the company has decided to focus more on this product line. It targets to become
one of China’s largest H-section steel producers and H-section should account for
more than 51% of its revenue by 2010 post-expansion vs. about 32% now.

The company has already started investment in one new H-section line of 1.2mn
tonnes annual capacity, which is likely to be completed in 2H’08.

CRC loss less than expected on lower volume
Foshan JV, which makes CRC and galvanized steel, suffered a loss of
RMB1.05mn in 1H'07, much less than the loss of RMB18.6mn made in 1H'06 and
also better than our expectation. It seems that the company is not eager to
expand the output on the CRC line yet, because the CRC-HRC margin was not
very attractive for a mill without its own HRC resources.

1H'07 sales volume of CRC and galvanized steels as a total was only 73K
tonnes, 35% lower than our expectation and also way below its annual capacity of
450K tonnes. The restricted sales also helped maintain a positive margin vs. our
expected negative 8% gross margin.


http://cfcr.ml.com/GetDoc.aspx?e=8u4ef3gQe2QAUsXc9qYqLhhU2nXw%2fBALlNRCISFk05MdFLJmIjDzbST%2bFBF%2fSXO7wiGrq5%2bmjZAgtYwzjvEMug%3d%3d&ctbDocIDs=10613947&v=1&m=ESQC57IPeDsHm7kz31JgIkDB%2f0Q%3d
http://cfcr.ml.com/GetDoc.aspx?e=8u4ef3gQe2QAUsXc9qYqLhhU2nXw%2fBALlNRCISFk05MdFLJmIjDzbST%2bFBF%2fSXO7wiGrq5%2bmjZAgtYwzjvEMug%3d%3d&ctbDocIDs=10613947&v=1&m=ESQC57IPeDsHm7kz31JgIkDB%2f0Q%3d
http://cfcr.ml.com/GetDoc.aspx?e=8u4ef3gQe2QAUsXc9qYqLhhU2nXw%2fBALlNRCISFk05MdFLJmIjDzbST%2bFBF%2fSXO7wiGrq5%2bmjZAgtYwzjvEMug%3d%3d&ctbDocIDs=10613947&v=1&m=ESQC57IPeDsHm7kz31JgIkDB%2f0Q%3d
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Table 1: Interim results comparison table - China Oriental

1HO7A
Unit Sales Price:
Billets Rmbit 2,519
Strips and strip products 2,825
H-Sections 3,325
CRC 4,567
Galvanized 5113
Average 3,027
Sales Volumes: ‘000t
Billets 113
Strips and strip products 1,373
H-Sections 633
Total steel products (except CR) 2,119
CRC-JV 6
Galvanized 67
Profit & Loss
Revenue Rmb mn
Billets 284
Strips 3,878
H-Sections 2,103
CRC 29
Galvanized 342
Others 12
Total Revenue 6,648
Total COGS -5,559
Gross Operational Income 1,089
SGE&A -114
EBIT 976
Interest income 5
Interest expense -31
Investment income -1
Others -13
Profit Before Tax 937
Income Tax -148
Profit After Tax 788
Minorities -19
Net Income 769
EPS Rmb/sh 0.26
DPS Rmb/sh 0.06

Source: Merrill Lynch estimates, company

ML Est. Variation

1HOBA 2HOBA YoY HoH 1HO7E vs.MLest. 2007E YoY 2008E YoY 2009E YoY
2,331 2,388 8% 5% 2,586 -3% 2,550 9% 2,682 5% N.A. NA
2,504 2,639 13% 7% 2,831 0% 2,781 % 2,893 4% 2922 1%
0 2,917 NA  14% 3,172 5% 3252 11% 3,264 0% 3,311 1%
3,594 3503 27% 30% 3,838 19% 4056 13% 3,806 -6% 3,861 1%
5,101 4,932 NA 4% 5,319 -4% 5,132 3% 5275 3% 5351 1%
2,490 2,717  22% 11% 2,974 2% 2990 15% 3,075 3% 3,184 4%
853 320 -87% -65% 200 -44% 200 -83% 300 50% 0 -100%
1,010 1,192 36% 15% 1,400 -2% 2800 27% 2,800 0% 2,800 0%
0 250 NA 153% 400 58% 1,300 420% 1,300 0% 2,020 55%
1,863 1,762  14% 20% 2,000 6% 4300 19% 4400 2% 4,820 10%
37 8 -83% -21% 45 -86% 16  -65% 40 155% 60 50%
13 64 432% 4% 68 -1% 147  91% 160 9% 200 25%
1,988 764 -86% -63% 517 -45% 510 -81% 805 58% 0 -100%
2,578 3,146  50% 23% 3,964 -2% 7,788 36% 8,102 4% 8,183 1%
0 729 NA 189% 1,269 66% 4228 480% 4,243 0% 6,689 58%
133 28 -78% 3% 173 -83% 64 -60% 152 139% 232 52%
64 317  434% 8% 359 -5% 755  98% 846 12% 1,070 26%
-52 88 -123% -86% 20 -40% 32 -10% 40 25% 40 0%
4,710 5072 41% 31% 6,302 5% 13,376 37% 14,188 6% 16,214 14%
-3,977 -4,381  40% 27% -5,354 4% -11,286 35% -11,703 4% -13235 13%
734 690 48% 58% 947 15% 2,091 47% 2484 19% 2979 20%
-93 90 22%  26% -120 -5% 229 25% -242 6% 277 14%
641 600 52% 63% 828 18% 1,862 50% 2242 20% 2,702 21%
13 6 -59% -14% 9 -41% 14 -21% 12 -11% 28 127%
-23 27 32%  13% -37 -16% -73 45% 713 0% -73 0%
-2 1 -74% -145% 0 N.A. 0 -100% 0 NA 0 NA
72 47 -118%  -72% 0 N.A. 0 -100% 0 NA 0 NA
700 533 34% 76% 800 17% 1,803 46% 2,181 21% 2,657 22%
-111 <100 34%  48% -137 9% -308 46% 545 T77% -664  22%
590 433  34% 82% 663 19% 1494 46% 1636 9% 1,993 22%
-5 15 NA -227% 24 -180% -37 -455% 40 9% 49 22%
585 448  32% 72% 687 12% 1457  41% 1595 9% 1,943 22%
0.20 015 32% 72% 0.24 12% 050 41% 055 9% 067 22%
0.01 0.05 437% 21% N.A. 0.10 80% 0.11 9% 017 52%

Little achievement in the takeover so far

As at 31 August, the First Closing Day, the Offeror, Start Triumph (controlled by
Ms. Chen, non-executive member of the Board of China Oriental) has received

acceptances in respect of 1.83% of the issued shares under the Share Offer and
no acceptances under the Option Offer.

Adding the existing 28.11% shares, Start Triumph may be able to control 29.95%
of the outstanding shares, far below the 50% requirement to get control of China
Oriental.

The Offeror has decided to extend the offer to 14 September and it will then
publish an announcement as to whether the Offers have expired or been revised
or been extended. Under the current offer price, we see minimal chance of
success of the Offer.
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Earnings estimates revised up by ~10%

On the back of better than expected interim results, especially H section
performance, we lifted our 07-09E EPS by 10%, 9% and 10% to RMBO0.50,
RMBO0.55 and RMBO0.67 respectively.

Table 2: Earnings forecasts change

2007E 2008E 2009E

current  previous chg current  previous chg current  previous chg
Profit & Loss
Revenue
Billets 510 1,037 -51% 805 545 48% 0 0 N.A.
Strips 7,788 7,800 0% 8,102 8,114 0% 8,183 8,195 0%
H-Sections 4,228 2,543 66% 4,243 3,264 30% 6,689 5,696 17%
CRC 64 340 -81% 152 761 -80% 232 965 -76%
Galvanized 755 707 % 846 791 % 1,070 803 33%
Others 32 40 -20% 40 40 0% 40 40 0%
Total Revenue 13,376 12,465 % 14,188 13,515 5% 16,214 15,698 3%
Total COGS -11,286 -10,595 % -11,703 -11,212 4% -13,235 -12,983 2%
Gross Operational Income 2,091 1,870 12% 2,484 2,302 8% 2,979 2,716 10%
SG&A -229 -237 -3% -242 -257 -6% 271 -298 -1%
EBIT 1,862 1,633 14% 2,242 2,046 10% 2,702 2,418 12%
Interest income 14 15 -10% 12 15 -17% 28 30 -8%
Interest expense -73 -73 0% -73 -73 0% -73 -73 0%
Profit Before Tax 1,803 1,576 14% 2,181 1,988 10% 2,657 2,375 12%
Income Tax -308 -269 14% -545 -497 10% -664 -594 12%
Profit After Tax 1,494 1,306 14% 1,636 1,491 10% 1,993 1,781 12%
Minorities -37 19 -297% -40 -26 56% -49 21 135%
Net Income 1,457 1,325 10% 1,595 1,465 9% 1,943 1,760 10%
EPS 0.502 0.456 10% 0.549 0.504 9% 0.669 0.606 10%
DPS 0.100 0.068 47% 0.110 0.076 45% 0.167 0.091 84%

Source: Merrill Lynch estimates

Neutral rating
The stock has performed well since the offer period began, reflecting market .

Under the takeover pressure, we sense the current management are more willing
to make a push on strategic approaches for the company’s long term
development. Yet as said, it's hard for us to access the feasibility and impact on
shareholders’ interests now given no more information than the target itself.

Accordingly, we remain conservative and hence maintain our Neutral rating,
though it's the cheapest stock in our Chinese steel universe.



% Merrill Lynch
06 September 2007

Table 3: Global steel universe valuation

China Oriental Group Company, Inc.

Global Steel Universe
ML ticker Blmg
ticker
China
ANGGF 347 HK Angang
BAOSF 600019 CH Baosteel
CUGCF 581 HK China Oriental
MISCF 323HK Maanshan | & S-H
WHNIF 600005 CH Wuhan Steel
North America

ATI ATIUS Allegheny Tech
X TXUS Ternium SA-ADR
NUE NUEUS  Nucor Corp.

X Xus U.S. Steel Corp.

STLD STLD US  Steel Dynamics

GNA GNAUS  Gerdau Ameri
AKS AKSUS  AK Steel
South America
SIDHF CSNA3BZ CSN
GGBUF GGBR4 BZ Gerdau S. A.
Europe and Africa
MTTFF  MTNA ArcelorMital
MTLSF MLA SJ Mital Steel
TYEKF TKAGR  ThyssenKrupp AG

OUTKF ~ OUT1VFH Outokumpu

EREGF EREGL TI Erdemir
Japan
NISTF 5401JP  Nippon Steel
SMMLF 5405 JP Sumitomo Metal
JFEEF 5411JP  JFE Holdings
KBSTF 5406 JP Kobe Steel
Taiwan, India, Korea
SLAUF SAILIN Steel Authority
GLMTF 5009 TT  Gloria Material

PKXFF 005490 KS POSCO
Australia

OSTLF OSTAU  OneSteel

SMUPF  SGM AU  Sims Group

BLSFF BSL AU BlueScope Steel
Russia

XVCHF ~ CHMFRU SeverStal
XNVLF NLMKRU  NLMK
XMGGF ~ MAGNRU MMK

Global average
Asia Pacific (ex. Japan) average
Japan average
China average

Source: Merrill Lynch estimates

Company Name Rating

NEUTRAL
NEUTRAL
NEUTRAL
SELL

NEUTRAL

BUY
BUY
BUY
NEUTRAL
BUY
NEUTRAL
NEUTRAL

BUY
NEUTRAL

BUY
NEUTRAL
NEUTRAL
SELL
NEUTRAL

BUY
BUY
BUY
BUY

BUY
BUY
BUY

BUY
NEUTRAL
NEUTRAL

BUY
BUY
BUY

Mkt Cap Price

(mn US$) Curncy

27,166
45,394
1433
9,155
19,497

9,932
6,098
15,858
11,083
3973
3515
4,592

15,886
14,852

92,224
78
29,525
5,524
6,663

48,040
24,334
40,126
11,154

16,760
603
55,395

4,675
3,126
6,233

16,939
19,418
13,074

HKD
CNY
HKD
HKD
CNY

usb
usb
usb
usb
usb
usb
usb

BRL
BRL

EUR
ZAR
EUR
EUR
TRY

INR
TWD
KRW

AUD
AUD
AUD

usbD
usD
usb

Last
Price

24.95
19.57
3.80
6.79
18.78

97.17
30.42
52.95
93.75
43.82
11.49
41.20

114.70
46.65

47.66
128.00
41.92
21.89
10.10

814
584
7,540
413

164.90
68.70
596,000

6.51
30.10
10.31

16.81
3.24
112

PE (x) PB () Dividend yield (%) ROE (%) EVIEBITDA (x) EPS growth (%)
O7e 08¢ 0%  O7e 08 0%  07e 08 0%  O7e 08¢ (0%  O7e 08¢ 0% 07e 08¢ 0%
164 142 114 24 21 19 31 35 44 214 198 217 74 62 52 234 157 236
218 176 156 35 31 28 21 26 29 175 187 188 92 78 72 210 234 128
73 67 54 16 13 11 27 30 46 240 219 228 52 44 37 411 95 240
204 130 122 19 16 15 18 27 29 112 147 137 99 70 62 -138 563 7.2
26 179 153 56 48 41 27 35 39 290 315 314 119 101 85 672 262 172
121 107 44 31 05 05 441 347 74 66 440 130
77 72 85 15 13 12 201 192 144 42 41 48 29 71 -154
106 96 100 30 26 22 46 46 26 294 285 238 57 53 54 -120 100
88 88 20 16 09 09 263 214 65 61 82 -09
105 97 101 28 22 19 14 14 14 301 268 212 57 53 54 106 79
72 17 15 13 30 07 237 184 46 46 212 -63
121 106 57 37 619 426 91 83 1982 147
112 102 81 34 29 23 27 45 41 355 305 317 61 54 47 1244 98 259
98 97 112 26 22 19 30 31 27 289 244 183 66 63 68 98 0.7 -130
91 80 75 16 14 12 23 23 23 188 189 176 60 55 54 241 136 656
91 86 85 27 23 19 37 39 39 288 289 244 55 51 51 357 55 08
96 68 64 22 18 15 29 30 32 235 288 252 65 58 54 343 427 55
54 77 81 11 10 09 50 50 50 221 137 121 40 53 55 -238 -301 -48
97 85 66 14 12 10 20 24 60 152 152 170 69 58 47 284 142 283
158 145 135 27 25 21 12 14 15 197 201 193 95 82 80 -09 88 78
121 124 108 31 27 23 12 12 14 283 234 231 94 81 74 40 -18 146
150 137 121 29 26 22 16 19 21 213 208 205 83 72 66 -67 99 127
116 133 113 21 19 17 17 17 19 195 152 158 69 65 61 297 -125 17.0
117 97 89 40 30 24 19 23 25 394 356 304 66 56 51 445 209 90
149 115 100 35 30 25 38 44 247 278 274 119 90 16 429 296
120 105 98 18 16 14 1 1 159 160 150 69 64 60 128 143
186 160 104 35 16 15 29 33 52 130 136 145 104 82 62 139 164 529
147 129 124 29 24 21 48 51 53 202 208 193 87 77 72 198 140 37
107 124 146 20 19 18 45 50 50 206 156 125 66 67 73 192 -138 -14.9
96 82 91 14 13 12 26 30 27 155 165 132 51 45 48 529 166 -10.1
89 81 90 22 19 16 33 37 33 281 252 195 56 51 56 275 103 -97
79 65 79 20 16 14 32 38 32 314 274 192 56 47 55 41 211 -168
120 107 102 27 22 19 25 28 34 253 230 201 72 63 60 2717 115 17
156 129 115 30 24 21 29 33 41 215 214 207 86 72 64 265 193 151
136 134 119 27 24 21 14 15 17 222 199 197 85 75 70 65 11 130
168 125 109 31 26 22 24 31 38 214 227 227 90 72 61 315 307 162
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iQmethod*" Measures Definitions

Business Performance

Return On Capital Employed

Return On Equity
Operating Margin
Earnings Growth
Free Cash Flow

Quality of Earnings
Cash Realization Ratio
Asset Replacement Ratio
Tax Rate

Net Debt-To-Equity Ratio
Interest Cover

Valuation Toolkit
Price / Earnings Ratio
Price / Book Value
Dividend Yield

Free Cash Flow Yield
Enterprise Value / Sales

EV/EBITDA

Numerator Denominator

NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill Total Assets — Current Liabilities + ST Debt + Accumulated Goodwill
Amortization Amortization

Net Income Shareholders’ Equity

Operating Profit Sales

Expected 5-Year CAGR From Latest Actual N/A

Cash Flow From Operations — Total Capex N/A

Cash Flow From Operations Net Income

Capex Depreciation

Tax Charge Pre-Tax Income

Net Debt = Total Debt, Less Cash & Equivalents Total Equity

EBIT Interest Expense

Current Share Price Diluted Earnings Per Share (Basis As Specified)

Current Share Price Shareholders’ Equity / Current Basic Shares

Annualised Declared Cash Dividend Current Share Price

Cash Flow From Operations — Total Capex Market Cap. = Current Share Price * Current Basic Shares

EV = Current Share Price * Current Shares + Minority Equity + Net Debt + Sales
Other LT Liabilities
Enterprise Value Basic EBIT + Depreciation + Amortization

iQmethod Vis the set of Merrill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of iQmethod are: A consistently
structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls.
iQdatabase® is our real-time global research database that is sourced directly from our equity analysts’' earings models and includes forecasted as well as historical data for income statements, balance sheets, and cash flow statements for

companies covered by Merrill Lynch.

iQprofile s, iQmethod * are service marks of Merrill Lynch & Co., Inc.iQdatabase ®is a registered service mark of Merrill Lynch & Co., Inc.
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Important Disclosures

China Oriental Group Company, Inc.

CUGCF Price Chart
3-Aug:N 28-Nov:S 3-Apr:N 30-Aui; 15-Feb 18-Jun
Dang PO:HK$1.85 PO:HK$3.20 PO:HK$3.75
HK$5.00 31-AugB 214Feb 1-AJ%:N
Latzer PO:NA
HK$4.00
HK$3.00 wﬁfr
HK$2.00
HK$1.00
HiK$0.00 1-Jan-05 1-Jan-06 1-Jan-07
CUGCF

B :Buy, N:Neutral, S:Sell, PO : Price objective, NA : No longer valid
The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security

is under review with the opinion withdrawn. Chart current as of July 31, 2007 or such later date as indicated.

Investment Rating Distribution: Steel Group (as of 01 Jul 2007)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 22 51.16% Buy 0 0.00%
Neutral 20 46.51% Neutral 4 22.22%
Sell 1 2.33% Sell 0 0.00%
Investment Rating Distribution: Global Group (as of 01 Jul 2007)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1675 47.16% Buy 435 29.21%
Neutral 1633 45.97% Neutral 438 29.67%
Sell 244 6.87% Sell 47 21.66%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months.
FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium, and C - High. INVESTMENT RATINGS, indicators of expected total return
(price appreciation plus yield) within the 12-month period from the date of the initial rating, are: 1 - Buy (10% or more for Low and Medium Volatility Risk
Securities - 20% or more for High Volatility Risk securities); 2 - Neutral (0-10% for Low and Medium Volatility Risk securities - 0-20% for High Volatility
Risk securities); 3 - Sell (negative return); and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend
considered to be secure); 8 - same/lower (dividend not considered to be secure); and 9 - pays no cash dividend.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for

sale: China Oriental.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill

Lynch, including profits derived from investment banking revenues.
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Other Important Disclosures

UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill
Lynch (Taiwan): Merrill Lynch Global (Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited,
Moscow.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
issued and distributed in Taiwan by Merrill Lynch Global (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; and is issued and distributed in
Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No.'s F 06872E and
198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority
of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is required for
publication or distribution of this report in Brazil.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

Copyright, User Agreement and other general information related to this report:

Copyright 2007 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and
may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility
arising out of or in connection with any such referenced website.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on
their particular circumstances from an independent tax professional.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition,
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf.

Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.

iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered
service marks of Merrill Lynch & Co., Inc.
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