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Key takeaways from analyst meeting

The solar industry is still suffering from over-capacity problem with no
sign of recovery in the short term. Comtec recorded a loss in 1H2012 but
its relatively low gearing and product differentiation strategy should
allow the group to survive through the downturn. We estimate 2012 FD
EPS to be -Rmb0.0572. We give it a 1-year target price of HK$0.46,
based on 0.3x 2012 PB. Sell.

Recorded net loss: In 1H2012, revenue dropped 20.6%YoY to
Rmb456.2mn; GP dropped 58.0%Y0Y to Rmb56.8mn and the group posted
net loss of Rmb121.1mn versus net profit of Rmb101.6mn in 1H2011.

Product differentiation: Comtec differentiates itself from other wafers
players by producing super-mono wafers which can achieve 23% of cell
conversion efficiency, versus 17-18% of industry average. The super-mono
wafers involve higher production costs but also allow the group to charge a
premium over p-type wafers. However, in our opinion, as total solar
installations costs are still expensive relative to wind and hydro power,
prices instead of conversion efficiency are still one of the major reasons in
driving demand. Comparing with less efficient wafers, there are more
rooms for production costs reduction for super mono wafers, but the group
will eventually have to share the benefits to the customers through lowering
their ASP. We are in doubt that whether the group can actually expand their
GP margin through better products.

Healthy balance sheet but may deteriorate with market: We did see an
increase in inventories turnover days and trade receivables turnover days
since the end of Dec 2011. It is likely that the group’s financial health will
deteriorate with the worsening market. Nevertheless, given its relatively
low gearing and product differentiation strategy, we believe the group can
survive through the market downturn.

Valuation: We estimate 2012 FD EPS to be Rmb-0.0572. We give it a
1-year target price of HK$0.46, based on 0.3x 2012 PB. Sell.

Risks: Policy risks on polysilicon imports, faster drop in ASP and demand,
expected loss making in FY12

Results and valuation

(FY ended Dec 31) FY0O9A  FY10A FY11A FY12F FY13F
Revenue (Rmb mn) 5069 10214 10167 10400 1,179.8
YoY Chg (%) -335%  101.5% -0.5% 23%  13.4%
Net Income (Rmb mn) 24.9 222.9 -46.3 -73.2 26.7
YoY Chg (%) -81.0%  793.9% -120.8% 58.0% -136.5%
FD EPS (Rmb) 0.0322 0.2101  -0.0409  -0.0572 0.0209
YoY Chg (%) -86.3%  5525% -119.5% 39.9% -136.5%
NBV (Rmb/share) 1.0290 1.3332 1.4585 1.2539 1.2775
PE (x) - - - - 26.06
PB (x) 0.37 0.43 0.43
ROAA (%) 2.24%  1342%  -2.03%  -3.38% 2.21%
ROAE (%) 1.94%  15.20% -2.99%  -10.29% 5.03%
Net D/E (%) -23.9% -8.2% -1.5% 21.4% 24.9%

*We assume Rmb1 = HK$1.23; Source: Company, ABCI Securities estimates
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Key takeaways

Recorded net loss: In 1H2012, revenue dropped 20.6%YoY to Rmb456.2mn;
GP dropped 58.0%YoY to Rmb56.8mn and the group posted net loss of
Rmb121.1mn versus net profit of Rmb101.6mn in 1H2011.

Although shipments increased by 99.8%YoY to 218.6MW, revenue dropped
due to 63.5%Y0Y decline in ASP. Average ASP in 1H2012 was US$0.31/W
compared to US$0.85/W in 1H2011. Polysilicon costs, on the other hand,
dropped 54.2%YoY to US$29.2/kg in 1H2012. As production costs dropped
at a slower pace than wafer prices, GP margin of the group dropped from
23.6% in 1H2011 to 12.5% in 1H2012.

Product differentiation: Comtec differentiates itself from other wafers
players by producing super-mono wafers which can achieve 23% of cell
conversion efficiency, versus 17-18% of industry average. The super-mono
wafers involve higher production costs but also allow the group to charge a
premium over p-type wafers. However, in our opinion, as total solar
installations costs are still expensive relative to wind and hydro power, prices
instead of conversion efficiency are still one of the major reasons in driving
demand. Comparing with less efficient wafers, there are more rooms for
production costs reduction for super mono wafers, but the group will
eventually have to share the benefits to the customers through lowering their
ASP. We are in doubt that whether the group can actually expand their GP
margin through better products.

Healthy financial positions in comparison with peers: The group
repurchased, in Jan 2012 75% of the convertible bonds issued in Jun 2011,
for a cash payment of approx. Rmb491mn and warrants issuance of approx.
HK$117mn with exercise price at HK$1.24. The proceeds from the CB
issuance were originally for capacity expansion but due to industry-wide over
capacity and continues decline in ASP, the group decided to reduce debt level
instead of expanding. The repurchase of CB is expected to lower non-cash
finance costs to Rmblmn/month from Rmb4mn/month. We believe the
repurchase is a prudent move to remain financially healthy so as to survive in
current environment. As at 30 Jun 2012, net debt to equity of the group was
10.6%, much lower 80.4% of Solargiga (757) and 113.5% of GCL-Poly
(3800). However, we did see an increase in inventories turnover days from 92
days by the end of 31 Dec 2012 to 145 days by the end of 30 Jun 2012 while
trade receivables turnover days increased slight from 66 days to 70 days for
the same period. It is likely that the group’s financial health will deteriorate
with the worsening market. Nevertheless, given its relatively low gearing and
product differentiation strategy, we believe the group can survive through the
market downturn.

Valuation: Assuming GP margin to be 12.8% in 2012, we estimate 2012 FD
EPS to be Rmb-0.0572. We give it a 1-year target price of HK$0.46, based on
0.3x 2012 PB. Sell.

Risks: Policy risks on polysilicon imports, faster drop in ASP and demand
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Exhibit 1: Consensus

New Forecast Consensus Difference
FY ended Dec 31 (Rmbmn) 2012F 2013F 2012F 2013F 2012F 2013F
Revenue 1,040 1,180 1,016.00 1,606.00 2.36% -26.54%
Gross profit 133 132 142.75 267.51 -7.11% -50.55%
Net profit -73 27 -24 83 204.93% -67.84%
FD EPS (Rmb/share) -0.0572 0.0209 -0.0188 0.065 204.42% -67.88%

Source: Bloomberg, ABCI Securities estimates
Half-year results

FY ended Dec 31 (Rmbmn) 1H11 2H11 1H12 HoH YoY
Revenue 574.7 442.0 456.2 3.2% -20.6%
Cost of Sales (439.3) (485.0) (399.4) 17.6% -9.1%
Gross Profit 1354 (43.0) 56.8 - -58.0%
Other income 155 24.6 38.7 57.8% 149.8%
Other gains and losses 14.1 (75.5) (166.0) -119.9% -
D&S 0.8) (1.0) (2.0) -92.7% 162.2%
Admin (18.8) (30.0) (22.6) 24.7% 20.3%
EBIT 145.5 (124.9) (95.1) 23.9% -
Finance costs (8.0) (30.6) (23.1) 24.6% 188.6%
EBT 1375 (155.5) (118.1) 24.0% -
Tax (35.9) 7.6 (3.0) - -91.7%
Net profit to owners of company 101.6 (148.0) (121.1) 18.1% -

Source: Company, ABCI Securities estimates
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Profit Forecast

FY ended Dec 31 (Rmbmn) 2009 2010 2011 2012F 2013F
Revenue 506.9 1,021.4 1,016.7 1,040.0 1,179.8
Cost of Sales (451.8) (690.8) (924.3) (907.4) (1,047.5)
Gross Profit 55.1 330.6 925 132.6 132.3
Other income 49 26.6 40.1 25.0 25.0
Other gains and losses 1.8 9.1) (61.4) (170.0) (50.0)
D&S (2.2) (1.8) (1.8) (3.1) (3.5)
Admin (18.2) (75.8) (48.7) (37.4) (41.3)
Other expenses (3.4) 0.0 0.0 - -
EBIT 38.0 270.5 20.6 (53.0) 62.4
Finance costs 6.7) (7.4) (38.6) (33.1) (31.0)
EBT 31.3 263.1 (18.0) (86.1) 314
Tax (6.4) (40.2) (28.3) 129 4.7
Net profit to owners of company 24.9 222.9 (46.3) (73.2) 26.7
D&A 22.6 39.2 52.9 47.4 0.0
EBITDA 60.6 309.7 735 (5.6) 62.4
No. of issued shares (mn) 1,031.7 1,133.6 1,133.9 1,133.9 1,133.9
Issuable shares (mn):
Share option scheme - exercise @HK$1.49 - 2.6 24 24 2.4
Share option scheme - exercise @HK$0.98 9.9 9.9
Share option scheme - exercise @HK$2.51 - - 0.5 0.5 0.5
Warrants - exercise @ HK$4.1 95.1 23.8 23.8
Warrants - exercise @ HK$1.24 - - - 94.4 94.4
CB - convertible@HK$3.9 - - 200.0 50.0 50.0
Total 1,031.7 1,136.2 1,136.3 1,278.8 1,278.8
Per share value (Rmb)
Basic EPS (Rmb) 0.0322 0.2103 (0.0409) (0.0645) 0.0235
FD EPS (Rmb) 0.0322 0.2101 (0.0409) (0.0572) 0.0209
NBV (Rmb/share) 1.0290 1.3332 1.4585 1.2539 1.2775

Financial Ratio Analysis

FY ended Dec 31 (Rmbmn) 2009 2010 2011 2012F 2013F
Profitability

GP Margin 10.9% 32.4% 9.1% 12.8% 11.2%
EBITDA Margin 12.0% 30.3% 7.2% -0.5% 5.3%
EBIT Margin 7.5% 26.5% 2.0% -5.1% 5.3%
NP Margin 4.9% 21.8% -4.6% -7.0% 2.3%
ROAA 2.2% 13.4% -2.0% -3.4% 2.2%
ROAE 1.9% 15.2% -3.0% -10.3% 5.0%
Liquidity

Inventories turnover days 57 94 92 150 150
Trade receivables turnover days 93 57 66 90 120
Trade payables turnover days 124 104 77 120 150
Current ratio 2.15 1.96 2.57 1.56 1.60
Quick ratio 1.84 1.33 2.15 0.91 1.02
Equity/ Assets 75.3% 79.0% 62.3% 58.7% 57.6%
Net Debt/ Total Equity -23.9% -8.2% -1.5% 21.4% 24.9%

Source: Company, ABCI Securities estimates
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Balance Sheet Forecast

As of Dec 31 (Rmbmn) 2009 2010 2011 2012F 2013F
PPE 427.6 715.8 855.6 675.5 635.2
Prepaid lease 15.2 215 40.1 40.7 39.8
Others 224.9 398.5 428.7 428.7 428.7
Non-current assets 667.7 1,135.8 1,3245 1,144.9 1,103.8
Inventories 108.4 247.8 218.0 527.8 505.3
Trade and other receivables 166.1 155.5 214.0 298.9 476.8
Bills receivable 32.0 2.0 36.7 8.9 42.8
Advance to suppliers 36.9 77.2 82.2 191.1 191.1
Prepaid lease payments -current 0.3 0.5 0.9 0.9 0.9
Taxation recoverable 0.0 0.0 15.2 15.2 15.2
Bank balances and cash 399.2 293.7 17.3 97.7 41.3
Pledged bank deposits 0.0 0.0 746.1 136.0 136.0
Current assets 743.0 776.6 1,330.3 1,276.4 1,409.3
Trade and other payables 198.5 193.7 198.7 398.0 463.0
Customers’ deposits received 0.0 13.8 0.2 0.2 0.2
Taxation payable 0.7 19.1 0.0 0.0 0.0
Short-term bank loans 146.0 170.0 318.2 420.0 420.0
Current liabilities 345.3 396.6 517.2 818.2 883.2
Deferred tax liabilities 3.8 45 9.6 9.6 9.6
Convertible bonds 0.0 0.0 402.4 100.0 100.0
Long term bank loans 0.0 0.0 18.1 18.1 18.1
Provision for onerous contracts 0.0 39.1 39.1 39.1
Warrants 0.0 14.6 14.6 14.6
Other financial liabilities

Non-current liabilities 3.8 45 483.8 181.4 181.4
Total assets 1,410.7 19124 2,654.8 2,421.3 2,513.1
Net assets 1,061.6 1,511.3 1,653.8 1,421.7 1,448.5
Capital & reserves:

Share capital 0.9 1.0 1.0 1.0 2.0
Reserves 1,060.7 1,510.3 1,652.8 1,420.8 1,446.5
Equity to owners 1,061.6 1,511.3 1,653.8 1,421.8 1,448.5

Source: Company, ABCI Securities estimates

Cash Flow Forecast

As of Dec 31 (Rmbmn) 2009 2010 2011 2012F 2013F
EBITDA 60.6 309.7 735 (13.1) 62.4
Change in inventories. (49.2) (139.4) (36.2) (309.9) 22.6
Change in trade and other receivables (73.3) 7.9 (58.5) (84.9) (177.9)
Change in in bills receivable (32.0) 30.0 (34.7) 27.8 (33.9)
Change in advance to suppliers (18.0) (136.0) (129.1) (108.8) 0.0
Change in trade and other payables 41.9 (18.3) 41.0 199.3 65.0
Change in customers’ deposits received 0.2) 13.7 (13.5) 0.0 0.0
Others 0.4) 44.8 126.2 0.9 411
Cash (used in)/generated from operations (70.5) 112.4 (31.4) (288.8) (20.7)
Income tax paid 1.3 (20.3) (57.5) 129 4.7)
CF from operating activities (69.2) 92.1 (88.9) (275.8) (25.4)
Cash flows from investing activities (171.2) (400.8) (256.0) 590.1 0.0
Cash flows from financing activities 4745 203.2 797.4 (233.8) (31.0)
(Decrease) increase in cash and cash equivalents 234.1 (105.6) 452.4 80.4 (56.5)
Cash and cash equivalents at beginning of the year 165.1 399.2 293.7 17.3 97.7
Cash and cash equivalents at end of the year 399.2 293.7 746.1 97.7 41.3

Source: The group (for historical figures only), ABCI Securities estimates
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Disclosures

I, Lee Oi-yee, Lisa , being the person primarily responsible for the content of this
research report, in whole or in part, hereby certify that all of the views expressed in
this report accurately reflect my personal view about the subject company or
companies and its or their securities. | also certify that no part of my compensation
was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report.

Definition of equity rating

Rating Definition

Buy Stock return > Market return rate

Hold Market return — 6% < Stock return < Market return rate
Sell Stock return < Market return — 6%

Stock return is defined as the expected % change of share price plus gross dividend
yield over the next 12 months
Time horizon of share price target: 12-month

Definition of share price risk

Rating Definition

Very high 2.6 <180 day volatility/180 day benchmark index volatility

High 1.5 <180 day volatility/180 day benchmark index volatility < 2.6
Medium 1.0 <180 day volatility/180 day benchmark index volatility < 1.5
Low 180 day volatility/180 day benchmark index volatility < 1.0

We measure share price risk by its volatility relative to volatility of benchmark index.
Benchmark index: Hang Seng Index.

\olatility is calculated from the standard deviation of day to day logarithmic historic
price change. The 180-day price volatility equals the annualized standard deviation of
the relative price change for the 180 most recent trading days closing price.

ABCI Securities Company Limited and/or its member companies (“ABCI”) may
pursue financial interests to the companies mentioned in the report.

Disclaimers

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient.
It is published solely for informational purposes and is not to be construed as a
solicitation or an offer to buy or sell any securities or related financial instruments. No
representation or warranty, either expresses or implied, is provided in relation to the
accuracy, completeness or reliability of the information contained herein. This report
should not be regarded by recipients as a substitute for the exercise of their own
judgment. Any opinions expressed in this report are subject to change without notice
and may differ or be contrary to opinions expressed by other business areas as a result
of using different assumptions and criteria. The analysis contained herein is based on
numerous assumptions. Different assumptions could result in materially different
results. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of
gathering, synthesizing and interpreting market information. ABCI Securities
Company Limited is under no obligation to update or keep current the information
contained herein. ABCI Securities Company Limited relies on information barriers to
control the flow of information contained in one or more areas within ABCI Securities
Company Limited, into other areas, units, Groups or affiliates of ABCI Securities
Company Limited. ABCI Securities Company Limited will not pay any research
analyst any bonus, salary or other form of compensation that is based upon a specific
investment banking transaction. The analysts’ compensation shall be based upon
several factors. Chiefly among such factors is the quality of the research and financial
advice provided to our customers and the impact that the analysts’ research has on the
success of the Company’s overall business. The final compensation of the analyst who
prepared this report is determined exclusively by research management and senior
management of ABCI Securities Company Limited. The securities described herein
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may not be eligible for sale in all jurisdictions or to certain categories of investors.
The price and value of the investments referred to in this research and the income
from them may fluctuate. Past performance is not necessarily indicative of future
results. Foreign currency rates of exchange may adversely affect the value, price or
income of any security or related instrument mentioned in this report. For investment
advice, trade execution or other enquiries, clients should contact their local sales
representative. Neither ABCI Securities Company Limited nor any of its affiliates,
directors, employees or agents accepts any liability for any loss or damage arising out
of the use of all or any part of this report. Additional information will be made
available upon request.

Copyright 2012 ABCI Securities Company Limited
No part of this material may be (i) copied, photocopied or duplicated in any form by
any means or (ii) redistributed without the prior written consent of ABCI Securities
Company Limited.
Office address : ABCI Securities Company Limited, 13/F Fairmont House,

8 Cotton Tree Drive, Central, Hong Kong.
Tel : (852) 2868 2183




