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Alternative energy 2010 outlook -Page 3

Based on the robust capacity build-out plan, we reiterate our preference for wind and nuclear power within
China’ s alter na tConwibutorePandléi)gy S pace

China encourages foreign investments in five ways.
Premier Wen Jiabao has laid out five ways to help pull in more investment from overseas at a regular meeting of
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the State Council. (Contributor: Tony Zhou)

2010 Outlook/China: the investment
boom should last long - Page 2

Nearly a year after the stimulus package was launched,
we find China’s i nvest men
strength.

With many projects being started this year, we think
the authorities will be forced to keep monetary policy
loose in 2010-11F.

The anticipated credit boom should boost household
incomes.

Our overall view on China equities heading into 2010 is
bullish. (Contributor: Pan Lei, Zhang Kui)

China Property Update

A Policy Update and Market News B
®m 5 year lock up period restored but other measures are .

unchanged 2.
®  Expect lower volume due to policy change 3.
®  Major land auction scheduled in Jan 10 in Shanghai
B 8 sites classified as idle land by Lands Bureau 4.
®  New Land Price record set in Shanghai
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UAE won't lower 2010 outlook -Page 5

The United Arab Emirates (UAE) will not change
economic forecasts for 2010 as a result of Dubai's
debt crisis. Officials said Dubai may receive more
aid from either the UAE federal government or
wealthy fellow member Abu Dhabi.

(@oﬂr%tm)r: Li'dﬁinLe%)t P gathering

US and Europe: the bills may start coming due in 2010.
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While the pace of growth may slacken a bit in 2010,
most forecasters think it will stay positive in
advanced economies. But unemployment is likely to
remain uncomfortably high, which suggests already
strained government finances will worsen.

(Contributor: Edwin Lee)

(Contributor: Andy Lam)
Real Estate Policy Direction and Implications

Fine Tuning of policies at Micro levels

Restoration of Property holding period from 2 years to 5 years
Overheating to be controlled through land, mortgage lending
and tax policies

End User Demand to be satisfied by adequate supply of
ordinary housing

Increase supply of Affordable Housing

Urbanization to speed up in small to medium cities



2010 Outlook

China: the investment
boom should last long

Nearly a year after the stimulus package was
| aunched, we find Chi
gathering strength. Information on more than 300
projects suggests that much of the ongoing
investment is going into massive multi-year public
infrastructure projects, and the funds in motion are
much larger than the originally announced
RMBA4.0tn.

With many projects being started this year, we think
the authorities will be forced to keep monetary
policy loose in 2010-11F. Our estimates show the
value of bank loans outstanding almost doubling in
three years.

The anticipated credit boom should boost household
i ncomes as bank | oans
pockets, increasing spending power. This, in our
view, spells a consumption boom. Rapidly growing
household wealth should create strong demand for
asset reallocation, putting significant upward
pressure on asset prices.

The investment boom should pave the way for long-
term sustainable growth, but it increases the chance
of economic instability in the future. The potential
damage can be controlled if appropriate regulation is
in place.

On a top-down basis, our overall view on China
equities heading into 2010 is bullish, as we look for
strong economic growth with positive structural
change. We may see differing growth trajectories in
specific regions and sectors of the economy.

Source: Goldman Sachs
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China 2008 2009 2010 2011
GDP Components, % chg, yoy

Utilised For Direct Investment 147.8 103.5 119.0 136.8
Exports of Goods and Senices 7.6 -11.0 15.0 13.0
Imports of Goods and Senices 7.5 8.5 16.5 13.1
Domestic Demand 9.0 13.0 12.4 9.9
Real GDP 9.0 8.7 11.4 10.0

Nominal GDP, US$bn

Output and Prices, %chg, yoy
Industrial Production 12.6 1.8 18.4 16.0
Consumer Prices 5.9 0.9 2.4 2.8
Labour Market

Population - m

External Sector

Gross International Resenes - yoy

4337.8 4639.2 5240.4 5766.4

1328.0 1334.9 1341.8 1348.7

1946.0 2318.8 2698.7 3129.7

Trade Balance, US$bn 297.3 1844 1994 2181
Trade Balance - % of GDP 6.9 4.0 3.8 3.8
Current Account, US$bn 426.1 2961 293.0 3327
Current Account - % of GDP 9.8 6.4 5.5 5.6
Financial Sector, % chg, yoy

Broad Maney 17.8 27.0 18.0 17.0
Public Sector

Fiscal Balance - % of GDP -0.4 3.3 -3.0 -2.9
Exchange Rate Forecasts

USS/CNY, eop 6.8 6.8 6.8 6.8
Comments

In 2009 China's economy has quickly finished

adjustment, and began to recover in the secol
quarter. Benefited from China's rapid econonr
recovery, economic growth in East Asia and even
entire AsiaPacific region are strong, which shov
that Chinas economic growth has greater influenc
on the stability of global economy. However, tt
uncontrollable liquidity and a great amount of mone
flowing into the stock market and real estate cau
asset bubbles again; real estate price rises rapi
inflation expectation is being formed.

We expect that in 2010 the China government v
continue to implement the positive fiscal policy ar
loose monetary policy appropriately, but the polic
practice may be subject to adjustment. The aim is
meet the 8% taget of GDP growth, to control the
fiscal deficit less than 3% of GDP, and to keep
high employment rate and living standar
Investment will continue rising, but at a slower pac
Export market will be greatly improved, an
consumption will steadily imease to stimulate
domestic demand.

dua
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Alternative Energy
2010 Outlook

Since 2009, NDRC Head of National Energy
Administration Mr. Zhang Guobao has noted
that the drafting of the Alternative Energy
Industry Stimulus Plan is underway. We
expect the implementation to be announced
this year. While details on the financial
subsidies are unclear, we believe that the
Chinese government will raise installation
capacity targets for alternative energies. Key
beneficiaries will likely include the wind,
nuclear and solar segments, where we expect
2020F capacity targets of 150GW, 86GW and
20GW, respectively, representing 12-year
CAGRs of 24%, 21% and 54%.

Based on the robust capacity build-out plan,
we reiterate our preference for wind and
nucl ear power wi t h
energy space, but adopt a more cautious
stance on solar names. In an effort to improve
t he countryos p othee
government has been keen to develop wind
and nuclear power, due to their low
generation costs and high scalability. For
years, China has used financial subsidy
schemes, such as preferential feed-in tariffs
and VAT rebates to wind and nuclear power
projects, which generally support project
returns of 8-10% for wind and 15-17% for
nuclear. With the potential new capacity
targets in the stimulus plan, we believe that
equipment and component producers stand to
benefit. For downstream operators, we are
bullish on nuclear operators given their
attractive and stable project returns, but are
less positive on wind farm operators due to
serious grid connection problems in China.

The Chinese government has only started to
offer support for solar power this year, not so
much to encourage domestic consumption of
solar products, but with an aim to bail out
Chinese solar module and component
manufacturers, in our view. So far, the
government (Ministry of Finance) has only
granted two subsidy schemes, BIPV and
Golden Sun, both of which allow system
returns at breakeven level. Without sufficient
financial subsidies, we believe the profit
contribution from solar sales in China would
be limited for Chinese solar manufacturers,
although incremental volume from China
should enhance capacity utilisation rates. As
such, we are more conservative on the solar
names.

We believe that the biggest beneficiaries of

the stimulus plan will be wind and nuclear
equipment and component producers.

Source: NOMURA Report



News

China encourages foreign investments in five ways.

“Foreign invested enterprises
have contributed significantly
to the national economy and
China will continue to build a
more open and optimized
environment to attract foreign

investment. ”

— China Premier, Wen Jiabao

Premier Wen Jiabao has laid out
five ways to help pull in more
investment from overseas at a
regular meeting of the State
Council. Premier Wen noted
foreign invested enterprises have
contributed significantly to the
national economy and China will
continue to build a more open
and optimized environment to
attract foreign investment. The
Premier outlined a five-point
plan to spur investment.

Firstly,

Preferential policies will be
offered to encourage foreign
investment in high-end
manufacturing, technology,
modern service and new energy
industries.Preferential land
supply will be given to the

foreign investment projects

whose land use is intensive.

Secondly,

Investment in labor-intensive
and environmentallyfriendly
industrieswill be promoted in
central and western China.

Thirdly,

Foreign investment will be
allowed to join the merger and
acquisition of domestic
enterprises.Financial institutions
will also continue to improve
their support to foreign invested
companies.

Fourthly,

The examination and approval
process for foreign investment
will be made more transparent.

Finally,

Currency management for the
foreign invested companies will
be improved and the foreign
currency settlement will be
simpler in China.

Source: CCTV.com

Comments

The above plan mainly focuses on tw
points: the first is to further loosen the
restrictions on foreign investments; th
second is to guide foreign investmen
to adjust their investment emphasis
Specifically, on the regional level, th
plan encourages foreign investments 1
focus on the central and wester
regions; on the industrial level, the pla
encourages foreign capit to invest in
emerging industries and the industrie
that need restructuring.

China's State Council general meetil
states the guidance of foreigr
investments; on the other hand i
iterates the economic priorities of the
next phase.

The state guideforeign investments to
match the structure adjustment of
domestic industries, which is intended

to use foreign investments as
promoter to adjust the domestic
economic structure.

Specifically, the industries tha
welcome foreign capital are high
end manufacturing industry, high
tech industry, modern service
industry, new energy and energy
saving and environmenta
protection etc., which are the mair
leading industries in China's ne:
economic phase and match witl
the "Seven Strategic Emergin
Industries". In addition, attracting
foreign investments to central anc
western regions also matches th
structure adjustment purpose of
China's regional economi
development, and narrows the
development gap between the eas
and the west. Moreover,
encouraging foreign investors t
participate in the merger and
reorganization of domestic
enterprises may also speed u
structural adjustment, eliminate
redundant production capacity, anc
inhibit duplication.

The background of above fiymint

plan is like the following. First, sinc
the 80s of last century, china ha
introduced foreign capital to
promote industrial ~ structure
adjustment and economic growth
however, in the previous few years
foreign @pital concentrated more
in the manufacturing industry, anc
had not achieved the expecte
objective. Second, foreigr
enterprises have requested fo
liberalization of restrictions on
mergers and acquisitions for man
years. Compared with investmer
on buildng factories, investment by
M&A will be a faster way to gair
profit.



2010 Outlook - World

UAE won't lower 2010 outlook

The United Arab Emirates (UAE) will not
change economic forecasts for 2010 as a result
of Dubai's debt crisis, which will not have a
'huge reflection' on the Gulf Arab state, the
economy minister said yesterday.

Dubai sent shockwaves through global markets
on Nov 25 when it requested a standstill on
US$26 billion of debts linked to Dubai World
and its two property units, Nakheel and
Limitless. The emirate's total debt has been
estimated at US$100 billion.

Sultan Al-Mansouri, Minister of Governmental
Sector Development, said: 'T don't think so
because of the size of the issue € | f y o u
it, it doesn't really have a huge reflection on the
whole economy of the UAE,' he told reporters
on the sidelines of a conference. 'If you look at
what's happening worldwide and the debts they

have as nations . . . the issue of Dubai World is
smaller in terms of its effect on an economy like
the UAE.'

Saddled with a US$22 billion debt pile and in need of restructuring, the Gulf Arab emirate's flagship
company was expected to formalise a request for a payment standstill at a meeting with some 90 creditors.

Mr Al-Mansouri said Dubai, which faces more debt maturities in 2010, may receive more aid from either the
UAE federal government or wealthy fellow member Abu Dhabi.

Abu Dhabi offered a US$10 billion lifeline to Dubai last week and helped it stave off default on a US$4.1
billion Islamic bond, or sukuk, issued by state-linked developer Nakheel.

Source: Reuters
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US and Europe:

the bills may start coming due in 2010.

Thanks to roughly USD 5 trillion in
special  lending and  spending
programs, world finance leaders have
managed to revive economic growth.
The United States, the euro zone,
Britain and Japan are all expected to
report economic growth for the final
three months of 2009, according to a
recent Reuters poll of more than 150
economists.

While the pace of growth may slacken
a bit in 2010, most forecasters think it
will stay positive in advanced
economies. But unemployment is
likely to remain uncomfortably high,
which suggests already strained
government finances will worsen.

That will leave countries with limited
resources to step in should the
economy falter again. And the rising
debt burden is beginning to raise
alarms with some economists and
investors. The International Monetary
Fund thinks debt as a percentage of
gross domestic product will rise in all
of the Group of Seven wealthiest
countries in 2010, and probably
remain elevated at least through 2014.

"The foundation of the global
economy remains unstable even if the
cracks have been smoothed over and
we are all happy to forget what lies
beneath the heavy layer of the public
sector's liquidity insurance," said Lena
Komileva, an economist with Tullett
Prebon in London. Komileva argues
that the global economy is in the
midst of a "mega cycle of multi-year
economic trends" that won't quickly
be resolved, even after growth is
firmly established.

In addition to high government debt,
many consumers are carrying large
debt burdens, particularly in the

United States and Britain. There is
also the matter of elevated
unemployment in most of the
advanced economies, and credit is still
not flowing normally between banks
and borrowers.

Those factors, along with a tame
inflation outlook, will probably give
the major central banks ample reason
to keep benchmark interest rates
unusually low, at least through the
first half of 2010 and perhaps well
into 2011. Longer-term interest rates,
however, may rise anyway should
investors grow more anxious about
how countries will repay their debt
when sluggish economic growth is
curtailing tax revenues and aging
populations are draining resources.
Higher long-term rates would make it
costlier for businesses to fund
investment or expansion, and for
households to borrow money to buy
cars and homes, putting a drag on the
€conomic recovery.

Bob Eisenbeis, a former research
director for the Federal Reserve Bank
of Atlanta who is now chief monetary
economist at Vineland, New Jersey-
based Cumberland Advisors, said
2010 may be "uneventful” as far as the
US Federal Reserve is concerned.
Eisenbeis said the US central bank is
likely to keep its benchmark interest
rate near zero percent through 2010, in
part because of stubbornly high
unemployment.

Even if the US economy generated
growth in the range of 3% to 4% --
which would be more robust than
most economists predict -- it would
take three to four years to recoup the
jobs that have been lost in this
recession.

US coffers are likely to suffer a
double blow in the coming years.
Starting in 2011, the first of the Baby
Boomer generation -- born after
World War Two -- will begin
drawing retirement benefits, while
millions of younger people who pay
into those plans are still looking for
work.

That is one reason why the IMF
thinks US debt as a percentage of
GDP will creep higher at least
through 2014.

The United States has maintained its
top-notch credit ratings, which helps
it to borrow at low interest rates, but
ratings agencies have made it clear
they want to see the United States
back on a sustainable debt path soon.
They have also begun raising alarms
about the debt sustainability of other
advanced countries, including Japan
and Britain.

Last week, Moody's lowered its
rating on Greece, marking the third
downgrade of the country by a major
credit rating agency this month.
Ireland's sovereign debt rating was
downgraded in November.

Charles Dallara, managing director of
private sector banking group the
Institute of International Finance,
said US Treasury market investors
ought to pay close attention.
"Markets today are focused on
Greece and Ireland. Tomorrow they
may focus on the United States and
other important countries," he said.

Source: Reuters



China Property Update

A. Policy Update and Market News

5 year lock up period restored but other measures are
unchanged

On the Dec 9 State Council general meeting, it was
announced that the 2-year resale lock-up period will be
restored to 5-year after theyearre nd, whi | e
shall remain unchangedo.
the lock up period were required to pay a tax equivalent to
5% of sales consideration before Oct 2008. Since the
incentives were announced in late 2008, the tax is on 5% of
the property profit. It is widely expected that the tax rate
will be reverted to 5% on sales after end Dec 2009. Be
prepared for mild tightening ahead.

Expect lower volume due to policy change:

In any case, secondary transactions in most cities have
increased 50% from early Nov levels, and reflect the
expectation that all policies and lower mortgage rate will
be removed, hence the ff
high base and demand in 2010 may slow. On the other
hand, supply in the secondary market may also drop.

Major land auction scheduled in Jan 10 in Shanghai
The first site triggered under the new Shanghai land
auction system (similar to HK) will be scheduled in Jan 10
2010. The site (Bundside Finance District #8-1 site) is
located in Huangpu district near CR Land Shanghai
Bundside with an above ground GFA of 270,000 sqm. The
minimum bid is RMB 9 billion.

18 sites classified as idle land by Lands Bureau

On December 23, the Lands Bureau revealed 18 sites
which were acquired in 2004-2008 but not yet commenced
construction. Poly, COLI and CRL were among the state-
owned developers which were identified. The Lands
Bureau also disclosed the reasons for setting aside the land,
most of which was due to site planning and site clearance.
The move appears to be warning signals to state-owned
developers, which are blamed to have pushed up land
prices.

New Land Price record set in Shanghai

On December 23, China State Construction, parent of
COLI, outbid others and acquired the New Riverside City
C6 site for RMB 3.72 billion with AV of RMB 32,484 per
sqm which set the new land price record in China.

i

B. Real Estate Policy Direction and

Implications

Following 6 points are policy areas concerning the China
real estate market in recent high-level policy meetings,
their possible implications are analyze as follows:

1. Fine Tuning of policies at Micro levels
Implications: The government would need to keep their
pro growth stance in the near term, hence risk of massive
credit and monetary tightening are considered to be low.

2. Restoration of Property holding period from 2
years to S years

Implications: As stated in the first paragraph of the News

section, the move is a fine tuning exercise only to prevent

overheating in the real estate sector and fits with the

overall framework.

3. Overheating to be controlled through land,
mortgage lending and tax policies

Implications: Government sees overheating in selected
cities only instead of a nationwide phenomenon, so
broad-based austerity measures (eg: raising mortgage
rates) are less likely. However, home buying incentives
will be lifted, mortgage approvals could be tightened and
mortgage rates for second home mortgages may be raised,
also introduction of luxury property tax may be possible.

4. End User Demand to be satisfied by adequate
supply of ordinary housing

Implications: Government would continue to put up

more land in suburban locations to ensure the supply of

ordinary housing.

5. Increase supply of Affordable Housing
Implications: Affordable Housing targets different
populations and should have less impact on the demand
of private housing developments.

6. Urbanization to speed up in small to medium
cities

Implications: Only benefit certain developers with
exposure to third and fourth tier cities and for lower
end housing only as the residency restriction is relaxed to
facilitate the agricultural population to migrate into cities.
No details of when/how/where it would be implemented
though.
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