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Summary

By actively expanding the production lines, China Zhongwang Holdings Limited (China
Zhongwang or the Company) strengthened its leading position on the scale and the
technology globally and domestically in 2010. The final countervailing and antidumping
determination by the U.S. makes the Company has almost lost the important export market,
which will drag down its performance. However, Considering domestic wide developing space
of aluminum extrusion products and new project to produce aluminum plates, we don’ t think
its prospect will be pessimistic. We forecast its net profit of RMB960 million and RMB1200
million in 2011 and 2012, increase by -63% and 25% yly respectively; and EPS of RMB0.18
and RMBO0.22. Continuous falling share price has basically reflected the risk of sharply
decreased export. Considering the Company’ s entering into stable growth stage, we take
the P/B valuation method. Giving it 1X P/B to 2012BVPS, the 12-m TP of the Company will be
HK$3.93 with 18% premium. We maintain it Buy rating.

Advantages on the scale and the technology keep on

China Zhongwang is engaged in researching and developing high value-added aluminum
extrusion products for the transportation, machinery equipment and power transmitter sectors.
As of the end of 2010, the Company operated 73 world’ s advancing production lines, 7 more
than that in 2009, with the capacity of 640 thousand tons, 7.7% higher than last year.
Regarding the industrial aluminum extrusion products, it is the second largest manufacturer
and the largest in Asia and China, only after SAPA Profiles Holding AB.

Regarding the technical level, its 125MN oil-driven dual action aluminum extrusion press is
one of the largest and most advanced compressors in China and even in the world. Then the
Company is principally engaged in the production of high precision, large-section and high
value-added industrial aluminum extrusion products. Nowadays no more than five domestic
manufacturers possess the capability. Recently, two 90MN aluminum extrusion presses have
been installed smoothly and reached up to the debug condition. Furthermore, it also owns four
75 MN presses. According to the schedule, another 18 presses above 75 MN will be put into
operation by 2013. From this perspective, we think China Zhongwang will hold outstanding
advantages on the scale and the technology domestically.

Table 1: Leading extrusion press(FY10)

Company Largest extrusion press Number Status
Liaoning Zhongw a 125 MN 1 Operation
MIDAS 110MN 1 Operation
Qinghai Guoxin 100MN 1 Operation
Conglin 100MN 1 Operation
YKJT Light Metal 150MN 1 To operate in 2012

(Sources Phillip Securities)
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The final countervailing and antidumping determination will drag down the
performance

Within past two years, China Zhongwang has been repeatedly suffered from international
anti-dumping investigations, which is also one of major factors negatively impacting on its
share price performance. Australia released its final countervailing and antidumping
determination at the end of October 2010. Apart from certain companies which have been
imposed separately determined duties, the Company, together with other Chinese aluminum
extrusion product manufacturers, is subject to a countervailing duty of 18.4% and an anti-
dumping duty of 25.7%. Therefore, its sales to Australia have been adversely affected by the
rulings to a certain extent.

Figure 1: The export to Australia has decreased sharply(RMB: mil)
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(Sources Company reports, Phillip Securities)

What's more, during April 2010, the Commerce Department of the United States
commenced investigations of Chinese exports of certain aluminum extrusion products to the
U.S. pursuant to their anti-dumping and countervailing regulations. At the end of March
2011, the U.S. Department of Commerce announced its final countervailing duty
determination and final anti-dumping duty determination, and then the Company, together
with the majority of aluminum extrusion product manufacturers in China, will be subject to a
countervailing duty and an anti-dumping duty of 137.65% and 33.18%, respectively. The
determination makes China Zhongwang has almost lost the U.S. market. During 1Q10, its
sales from the U.S. had been nearly RMB 2 billion, accounting for 52%. However, the sales
were only RMB 13 million in 1Q11. Meanwhile, its total sales volume of aluminum extrusion
products has decreased from 105.4 tons to 64.3 tons, which was also the major factor that
let its revenue and net profit decrease 61% and 87% respectively in 1Q11.

Therefore, its senior management is going to adjust the export plans, and will strengthen the
development efforts over Australia, Europe, Canada and others. However, we think its export
markets concentrate on developed economies like Europe and America, because the export
products are with high value and high average sales price (ASP). Meanwhile, increased
global trade protection may let the Company difficult to develop other export markets with a
certain scale. Therefore, it will depend more on domestic market, about 80% or above.
Moreover, the adjustment will drag down its ASP and profitability.

Figure 2: The sales volume and ASP of aluminum extrusion
products have decreased continuously
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New project may bring about growth opportunity

Apart from the market adjustment, China Zhongwang is also going to improve its product
structure. The Company will make the largest investment in medium-heavy aluminum plates
this year, with major products including medium plate, high-end aluminum foil and high-end
aluminum strip, which will start production by 2013 to cash in on the country's surging
demand from high-speed railways and aircraft manufacturers. It is reported that the first
phase of the project aims to be with the capacity of 500 thousand tons and the investment of
RMB 7 billion.

Currently, aluminum extrusion products accounts for nearly 50% of total Chinese semis
aluminum production, and aluminum plates take about 40%. China Zhongwang only
produced the extrusion products in past. Once new project starting up, its product lines will
be expanded greatly, covering nearly all aluminum products, and the Company will become
one of domestic rare comprehensive high-value aluminum products manufacturer.

Figure 3: Chinese aluminum semis production (FY09)
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It is also worth noting that the Company mainly makes industrial aluminum products, and
their downstream demand can be expected to grow rapidly. Nowadays, the proportion of
industrial aluminum extrusion products in total aluminum extrusion products in China is only
about 30%, but that in Europe, North America and Japan is far higher, respectively around
60%, 55% and 40%, which indicates that Chinese industrial extrusion products enjoy wide
space to develop.

According to the guideline to speed up the adjustment of the aluminum industry structure by
the NDRC in 2009, the proportion of high value added processing aluminum will be
improved, and the ratio of industrial aluminum products to construction aluminum products
will be 7:3. Furthermore, benefiting from the advantages such as light weight, recycling
feature and high strength, aluminum extrusion products are in accordance with the energy-
saving and environment-friendly policy, and more suitable for the development of emerging
industries including high-end machinery and equipment.

What’'s more, its processing fees are high and the profitability is more stable benefiting from
the characters of specialization and customization in its production. We expect its gross
profit margin will keep at around 25%.
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Figure 4: Gross profit margin will keep stable
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(Sources Company reports, Phillip Securities)

Risks

The demand is refrained because of slowing GDP growth;
The pricing is weaker by intensified competition.

New project doesn’t go on as expected.

Maintain Buy rating, though cutting down the TP sharply

China Zhongwang holds the advantages on the scale and the technology. Though it has
entered into stable growth stage after the final countervailing and antidumping determination,
new projects may make new growth opportunity and will perfect its product structure. We
forecast its revenue of FY11 and FY12 of RMB7.68 billion and RMB9.03 billion; net profit of
RMB960 million and RMB1200 million, increase by -63% and 25% y/y respectively; and EPS
of RMB0.18 and RMBO0.22.

Regarding the valuation, continuous falling share price has basically reflected the risk of
sharply decreased export. Considering the Company’s entering into stable growth stage, we
take the P/B valuation method. Giving it 1X P/B to 2012BVPS, the 12-m TP of the Company
will be HK$3.93 with 19% premium. We maintain it Buy rating.

Table 2: Valuation comparison of peers

Name Ticker | PIE PB RoE(%) | RoA(%) |Operating Margin(%)
AVERAGE: NA NA 8.97 417 8.44
SUZHOU LOPSKING ALUMINUM-{002333 |  45.96 2.53 5.63 4.91 7.55
ZHEJIANG DONGLIANG NEW -A (002082 | 19.26 3.23 17.60 1248 248
SHANDONG NANSHAN ALUMINU[B00219 |  20.85 1.24 5.94 4.56 1149
China Mainland Average 28.69 2.33 9.73 1.32 Al
CHINA RAILWAY CONSTRUCTION1186 16.01 118 7.67 1.34 1.38
CSRCORPLTD-H 1766 31.39 4.06 13.84 3.93 5.53
CHINA ZHONGWANG HOLDINGS|1333 512 0.95 17.45 10.58 38.10
XINGFA ALUMINUM HOLDINGS L198 10.50 0.98 9.76 3.05 5.15
CHINA RAILWAY GROUP LTD-H (390 8.72 0.98 1.73 2.14 2.3
Hong Kong Average 1447 1.63 12.09 42 10.50
VIOHALCO BIOX NA 0.69 -1.84 -0.60 0.58
EGYPT ALUMINIUM EGAL | 915 1.02 6.41 3.64 6.24
NATIONAL ALUMINIUM COLTD |NACL | 21.45 2.05 9.92 7.67 19.52
HINDALCO INDUSTRESLTD ~ |HNDL | 13.82 117 9.72 3.20 7.31
HITACHI METALS LTD 5486 17.27 1.84 11.05 4.24 8.29
FURUKAWA ELECTRIC COLTD {5801 18.15 1.34 742 147 3.80
FURUKAWA-SKY ALUMINUM CO[5741 5.14 0.89 18.63 573 5.95
NORSK HYDRO ASA NHY 10.80 1.01 3.69 2.21 4.9
MIDAS HOLDINGS LTD MIDAS | 13.68 1.38 11.04 8.33 24.95
KAISER ALUMINUM CORP KALU | 62.02 1.06 1.56 1.16 4.09
ALCOA INC AA 21.70 1.1 1.94 0.65 5.97
Others Average 19.32 1.23 1.23 3.43 8.34

(Sources Bloomberg, Phillip Securities)
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Financials
Profit model (RMB mil) 2009 2010 2011F 2012F | Balance sheet (RMB mil) 2009 2010 2011F 2012F
Revenue 13,853 | 10,522 7,675 9,034 || Total assets 244241 24639| 23268 23,781
Cost of sales (8,563) (6,246) (5,795)]  (6,758)||Total non-current assets 4,820 5,279 5,990 6,760
Gross profit 5,290 4,276 1,880 2,277 ||Property, plant and equipment 4,671 4912 5,600 6,350
Interest income 48 65 85 75 ||Prepaid lease payments 64 151 180 200
Other income, other gains and 44 (13) 10 10 || Total current assets 19,604 19,360 17,278 17,021
Selling and distribution costs (131) (137) (134) (154)||Inventories 862 938 900 1,050
Administrative and Other operg (171) (181) (173) (194)( | Trade receivables 2,349 739 780 880
Listing expenses (37) - - -| |Other receivables, deposits and p 308 404 420 460
Finance costs (327) (363) (385) (410)(|Bank balances and cash 13,710 17,263 | 15178 | 14,631
PROFIT BEFORE TAX 417 3411 1,283 1,604 || Total liabilities 10,247 9,066 6,738 6,056
Income tax expense (1,188) (881) (327) (409)|| Total current liabilities 7170 4,086 2,978 2,988
PROFIT FOR THE YEAR 3,529 2,5% 956 1,195 || Trade payables 367 113 125 145
EPS (RMB) 0.72 0.48 0.18 0.22 ||Bills payable 608 1,100 950 1,100
Other payables and accruals 1,136 601 560 600
owth & margins (% 009 010 0 1pid |Bank loans 2,626 2132 1,200 1,000
Revenue growth 22.98%| -24.05%| -27.06%|  17.71%|Total non-current liabilities 3,077 4,980 3,760 3,068
Gross Profit growth 70.54%| -19.17%| -56.02%|  21.07%||Bank loans 3,027 3,730 2,500 1,800
Net Profit growth 84.76%| -26.44%| -63.17%|  24.96%||Deferred tax liabilities 50 50 60 68
Debentures 0 1,200 1,200 1,200
Gross profit margin 38.20%| 40.64%| 24.50%|  25.20%||Total equity 14176 | 15574| 16,530 17,725
Net profit margin 2547%| 24.67%| 12.46%| 13.23%||BVPS (RMB) 2.62 2.88 3.06 3.28
ROA 18.93%|  10.58% 3.99% 5.08%
ROE 40.61%|  17.45% 5.96% 6.98% | [LCVAELT 009 010 0 0
Asset-liability Ratio 42.00%| 36.80%| 28.96%| 25.47%
Cash flow statement (RMB n 2009 2010 2011F pligpid | Current ratio 2.73 4.74 5.80 5.70
(Loss )/Profit before tax 4,717 3417 1,283 1,604 ||Average Receivable Turnover 38 54 36 34
Net cash flows from operating 4,316 4,317 1,429 1,808 | |Inventory Tumover 4 53 58 53
Net cash flows from investingd ~ (2,847) 7 (967)]  (1,045)(|Average assets Turnover 491 851 1,139 950
Net cash flows from financing4 7,978 (2179)  (2547)(  (1,310)||Average Equity Tumover 229 516 763 692
Net change 9,448 3,554 (2,085) (547)
Valuation 2009 2010 2011F 2012F
PIEX 3.85 578 15.69 12.56
P/B X 1.06 0.96 0.91 0.85
5 P PhillipCapital
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Ratings History

China Zhongwang

m_ CIOSing price (HK$) Fair value (HK$) m

Buy July 9, 2010 5.02 7.24 -

Share price may exceed 10% on the upside over the next 3
months, however longer-term outlook remains uncertain
-10% to 15% from the current price
>10% downside from the current price
Phillip Research Share price may exceed 10% on the downside over the next 3
Stock Selection months, however longer-term outlook remains uncertain

Systems
o We do not base our recommendations entirely on the above quantitative return

bands. We consider qualitative factors like (but not limited to) a stock's risk reward
profile, market sentiment, recent rate of share price appreciation, presence or
absence of stock price catalysts, and speculative undertones surrounding the
stock, before making our final recommendation

P PhillipCapital
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This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City Tower, Singapore
179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of Singapore ( “Phillip Securities
Research”). By receiving or reading this publication, you agree to be bound by the terms and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced distributed or published by you in whole or
in part, for any purpose. If you have received this document by mistake, please delete or destroy it, and notify the sender immediately.
Phillip Securities Research shall not be liable for any direct or consequential loss arising from any use of material contained in this
publication.

The information contained in this publication has been obtained from public sources which Phillip Securities Research has no reason to
believe are unreliable and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in
this publication are based on such information and are expressions of belief of the individual author or the indicated source (as
applicable) only. Phillip Securities Research has not verified this information and no representation or warranty, express or implied, is
made that such information or Research is accurate, complete, appropriate or verified or should be relied upon as such. Any such
information or Research contained in this publication is subject to change, and Phillip Securities Research shall not have any
responsibility to maintain or update the information or Research made available or to supply any corrections, updates or releases in
connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip Securities
Research, including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this report, (i)
be liable in any manner whatsoever for any consequences (including but not limited to any special, direct, indirect, incidental or
consequential losses, loss of profits and damages) of any reliance or usage of this publication or (ii) accept any legal responsibility from
any person who receives this publication, even if it has been advised of the possibility of such damages. You must make the final
investment decision and accept all responsibility for your investment decision including but not limited to your reliance on the
information, data and/or other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are
subject to change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This publication should not
be relied upon exclusively or as authoritative without further being subject to the recipient's own independent verification and exercise
of judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular
transaction nor a representation that any product described in this material is suitable or appropriate for the recipient. Recipients should
be aware that many of the products which may be described in this publication involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made unless all such risks are
understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks
contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such
risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase
any product mentioned in this research should take into account existing public information, including any registered prospectus in
respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the preparation or issuance of this report, may provide an array of financial
services to a large number of corporations in Singapore and worldwide, including but not limited to commercial / investment banking
activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. Phillip Securities
Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the preparation or issuance of this report, may have participated in or invested in transactions with
the issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business from such
issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but
not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may have provided
advice or investment services to such companies and investments or related investments as may be mentioned in this publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the preparation or issuance of this report may, from time to time maintain a long or
short position in securities referred to herein, or in related futures or options, purchase or sell, make a market in, or engage in any other
transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. Investments will be
denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between
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US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on
the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may at any
time engage in any of the above activities as set out above or otherwise hold a interest, whether material or not, in respect of
companies and investments or related investments which may be mentioned in this publication. Accordingly, information may be
available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited
to its officers, directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may, to the extent permitted
by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons
involved in the preparation or issuance of this report, may have issued other material that is inconsistent with, or reach different
conclusions from, the contents of this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any
jurisdiction or country where such distribution, publication, availability or use would be contrary to the applicable law or regulation or
which would subject Phillip Securities Research to any registration or licensing or other requirement, or penalty for contravention of
such requirements within such jurisdiction.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products
(FAA-NO1) do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial
situation or particular needs of any particular person. The products mentioned in this material may not be suitable for all investors and a
person receiving or reading this material should seek advice from a professional and financial adviser regarding the legal, business,
financial, tax and other aspects including the suitability of such products, taking into account the specific investment objectives, financial
situation or particular needs of that person, before making a commitment to invest in any of such products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection with, this document.

This report is only for the purpose of distribution in Singapore.
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