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Thematic Report: Cement Industry in Xinjiang

Strong Xinjiang development to continue to
drive better-than-expected cement demand
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Event:

Inventories of cement producers in parts of Xinjiang have been caught short recently. Some areas in
northern Xinjiang (such as Urumgi, in particular) are exhibiting wider supply gaps, thus requiring cement
shipments from neighboring Kuerle. We understand from local dealers that the selling price of 32.5 grade
cement has already risen to more than Rmb600/tonne, up a significant Rmb150/tonne from the previous
month. Shortages in regional cement markets were obvious. Our comments are as follows:

Comment:

Better-than-expected demand is the key reason; shortages in some
areas expected to continue until Oct 10E

The recent shortage of cement in parts of Xinjiang was primarily the result of better-than-expected
demand. With the successive commencement and gradual entry into peak construction periods of several
major infrastructure projects (as represented by the second Lanxin Railway line), cement demand has
grown rapidly. While the Xinjiang region is forecast to see the heaviest supply pressure due to new cement
capacity in 2010E, new production lines entering operation during the period are mainly concentrated in
2H10E. Hence, genuine supply pressure is not expected to materialize until after Oct 10E. Taking both
supply and demand into account, the cement shortage in parts of Xinjiang is expected to continue in the
short-term.

Strong Xinjiang development expected to continue to drive
better-than-expected cement demand going forward; we remain
positive about the business climate of Xinjiang’s cement industry

Successive construction starts of a large number of infrastructure projects to drive
accelerated growth in Xinjiang’s cement demand; heavy infrastructure investment in the “12th
five-year plan” is expected to drive rapid growth in regional cement demand. From a demand
perspective, the CAGR of Xinjiang’'s cement demand over the last three years was 19.2%, slightly lower
than China’s total FAI CAGR (21.7%). It benefited primarily from concentrated construction starts of a large
number of infrastructure projects. Based on the plans of infrastructure projects in Xinjiang (including
railways and highways), Xinjiang’s demand for cement in 2010E is expected to reach 25.5m tonnes (+25%
YoY). At the same time, we believe that Xinjiang’s imminent announcement of its “12th five-year plan” may
involve a sharp increase in the intensity of infrastructure investment (projected average annual investment
of ~Rmb400-500bn for the next five years), which would further boost cement demand. Given that 2011E
is to be the first year of the “12th five-year plan”, we expect Xinajing’s cement demand to increase to 33m
tonnes (+30%) next year.
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Disclaimer

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell
any securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained
in this report has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited) ("CSBHK")
from sources that it believes to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations
contained in this report are based on such information and are expressions of belief only and no representation, warranty or guarantee is made or
given by CSBHK or any other person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise
indicated) entirely those of CSBHK as of the date of this report only and are subject to change without notice. Neither CSBHK nor its parent and
affiliates accept any liability whatsoever for any direct or consequential loss arising from any use of material contained in this report or otherwise
arising in connection therewith.

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this
research report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (ii) that no part of his or her
recommendation was, is or will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this report.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income
from any investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures
results. This report does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors
are expected to make their own investment decision without relying on this publication. Before acting on any advice or recommendation in this
report, clients are recommended to consider seeking professional advice.

CSBHK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or
issuance of this report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this
report; and (2) have provided significant advice or investment services to the companies referred to in this report. One or more directors, officers
and/or employees of CSBHK, its parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report.

If this report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for
distribution.  Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require
further information. This report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and neither
CSBHK, its parent, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential
loss arising from their use of this report or its content.

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this
report is not permitted under the applicable laws or regulations of such places.

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All
rights are reserved.

Regulatory disclosures

(] No part of the analyst compensation was, is or will be directly related to the specific recommendations or views contained in this research
report.
(] CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency

broking in relation to securities have no disclosable financial interests in the stocks reviewed in this research report.

(] CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency
broking in relation to securities have not received compensation from or mandated for investment banking services in the past 12 months to
listed corporations whose stocks are being reviewed by CSBHK in this research report

° CSBHK and each its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking
in relation to securities do not have an individual employed by or associated with them serving as an officer of the listed corporation whose
stocks are being reviewed by CSBHK in this research report

(] CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency
broking in relation to securities are not market makers in the stocks reviewed by CSBHK in this research report.

(] Further information on the securities discussed in this report is available upon request.
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Performance of stock or sector relative to MSCI-China Index over next 6 months after research publications

Rating Remark
Buy Relative performance over MSCI-China Index >20%
Overweight Relative performance over MSCI-China Index 5% ~ 20%
Stock rating Hold Relative performance over MSCI-China Index -10% ~ 5%
Sell Relative performance over MSCI-China Index > -10%
NR Not rated
Outperform Relative performance over MSCI-China Index >10%
Sector rating Neutral Relative performance over MSCI-China Index -10% ~10%
Underperform Relative performance over MSCI-China Index > -10%
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