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The Chinese View on China
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Investment Highlights:

® On the road. We attended CRC’s roadshow in Guangxi last week, visiting
its Nanning cement mill and concrete plant, industry experts and
government officials. We are convinced on the structural improvement in
southern China, where CRC and TCCI will be the biggest beneficiaries.

® Tight supply. Inventory at most of CRC’s cement mills has remained at
less than 50% since July, leading to price hikes of c.Rmb100/t on an
accumulative basis, a similar magnitude to Guangdong Province. Current
overall inventory level in Guangxi is even lower than that recorded in the
same period last year when roughly one-third of production capacity was
suspended in Guangdong after an accident at the facility.

® Improving supply demand dynamics in 2014. According to the
Guangxi Cement Association, infrastructure construction has been
accelerating since June 2013 and the momentum will sustain for at least
two to three years. This will result in incremental cement demand of 10-
12MT or 10-12% growth in Guangxi in 2014. Meanwhile, new capacity in
Guangxi will be very limited at 2-4MT or 2-4% growth in 2014, excluding
removals. Therefore, we are very likely to see 6-10MT incremental
shortage in Guangxi in 2014.

® Higher industry entry barriers ahead with better execution. Cement
experts and government officials confirmed that there will be much
higher industry entry barriers for the cement industry due to higher
requirement for energy intensity cuts and mono-nitrogen oxide (NOx)
reductions. Execution of the new central government’s push for old
capacity elimination is very encouraging. With more than 10MT or c.10%
of old capacity to be eliminated over the next 2 years, structural tightness
of supply will increase.

® Structural improvement in S/D in Southern China to lift profitability.
We expect 10/15MT or 3.8/5.5% new capacity to come on stream in
Southern China (GX/GD) in 2013/14, which is to be more than offset by
old capacity elimination of 14/15MT. Meanwhile, demand is expected to
grow 12/8%, outpacing supply addition significantly. The structural tight
supply will likely to lift industry profit very significantly in Southern
China.

® CRC and TCCI are biggest beneficiaries. CRC, Conch and TCCI take up
more than 70% market share in Southern China. In particular, CRC and
TCCI have ¢.70/50% sales exposure to Southern China respectively, thus
will be the biggest beneficiaries of the structural changes in these regions.
We reiterate Buy call on both CRC and TCCI, with TP of HK$6.50 and
HK$3.52 respectively or 25% and 20% upside potential for each.

® (Catalysts: larger-than-expected price increases and sustainable price
momentum could be catalysts for share performance.

® Risks: the government may tighten monetary policy to rein inflation,
which could negatively impact construction activities and cement
demand.

Please refer to the last page for important disclosures Page 1
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Appendix

Fig 1: Valuation table for HK-listed cement stocks.

Price  NOSH Mkt cap EV/2013 Output PE(x) PB(x) ROE
Company Ticker HKS M M HKS RMB/t 2011A 2012A 2013E 2011A 2012A 2013E  2011A 2012A 2013E
Conch-H 914 HK 27.0 5,299 142,816 557 9.7 178 125 25 23 2.0 26% 13% 16%
CNBM 3323 HK 7.7 5,399 41,735 503 4.1 5.9 6.3 13 11 1.0 30% 18% 15%
Shanshui 691 HK 2.9 2,816 8,025 300 28 "42 "ss 0.8 0.7 0.7 29% 18% 12%
wcc 2233 HK 1.2 4,263 5,030 403 6.2 10.9 6.7 1.0 0.8 0.7 16% 8% 11%
CRC 1313 HK 5.2 6,519 33,900 508 "81 "s81 T115 1.8 1.6 1.4 22% 11% 12%
TCC 1136 HK 2.9 3,296 9,689 320 "77 "65 753 0.6 0.6 0.6 11% 4% 9%
ACC 743 HK 4.3 1,556 6,614 413 3.9 184 7.2 0.6 0.6 0.6 16% 5% 8%
AVG 429 6.1 103 7.9 1.2 11 1.0 21% 11% 12%

Source: Bloomberg, SWS Research

Fig 2: Cement prices in major regions.
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Fig 3: Cement price in North China. Fig 4: Cement price in Northeast China.
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Information Disclosure :

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves
as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any
third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the
group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making
activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the
Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are& conferred the Professional Quality of Securities Investment Consultirclig Industry by the Securities Association of China and have registered as
the Securities Analyst. | hereby issue this report independently and objectively with due diligence, Erofessional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a qualified securities investment consulting institute approved by China Securities Regulatory Commission with the code number ZX0065.
Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating,
etc. by issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications > the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating :

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report, we
define the terms as follows:

Buy : with a markup more than 20% better than that of the market :

Outperform : With a markup 5% to 20% better than that of the market

Neutral : with a markup less than 5% better or worse than that of the market ;

Underperform : with a markup more than 5% worse than that of the market.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the repo
rt, we define the terms as follows:

Overweight : Industry performs better than that of the whole market

Neutral : Industry performs about the same as that of the whole market ;

Underweight : Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative rat
ing method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation, such a
s their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and informatio
n and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The industry classifi
cation is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer :

This report is to be used solely by the clients of SWS Research Co., Ltd. (hereinafter referred to as the “Company”). The Company will not deem any other
person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the
sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up
explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under no
circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to the
risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for
this report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report.
Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the
Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used
in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service
marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

Please refer to the last page for important disclosures Page 4
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This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the
Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within
Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as
“Relevant Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this
document or any of its contents.
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