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% Weak US data causing significant gyration in equity markets. The Bull-Bear
index last week approached the level that generates a Buy signal.

Highlights % Shanghai Composite index is consolidating below 2720 level. But market
breadth is strong and improving which suggests that a breakout will happen
soon.

% Golden Week theme plays should attract investors’ attention next few weeks.
Hengdeli & Trinity could benefit.

% Trade: Long China Lilang (1234 HK)...recommended on Sept 1
Equity Market:

“When the market is doing something different from what it is supposed to do, it is
doubly significant.” — Justin Mamis

Death Cross, the Hindenburg Omen, the Lusitania Omen, the Kindleberger Cycle,
etc. In the past few months, the stock market was filled with warnings of impending
doom. After reading an article on the Hindenburg Omen, a panicky friend called
and asked whether she should sell her small stock holdings since the newspaper
said the stock market was about to crash. Indeed, after two crashes in less than a
decade, investors’ psychology has been fragile. The Bull-Bear index shows that
since peaking in the summer of 2003, the index has steadily trended lower. Even
with last year’s strong rebound in the market, the index barely reached above the
+20 level which was considerably lower than July 03 period when the index was
Last week, the Bull- above +60. One important thing to note with regard to the Bull-Bear index. (Except
Bear index reached in 2008, when there was a financial crisis and money condition was unsually tight,
-28.7 indicating that when the index reached -30 level or lower, it had almost always indicated a buying
marlfet bounce was opportunity.) As recently as early July, the index hit -36 level and the S&P500
coming soon marked the bottom for the July period. As of last week, the index was at -28.7
indicating that pessimism in the market was strong. Right on cue, the US market
had a follow-through day this wednesday after strong ISM mfg number.

Investors’ sentiment is
fragile
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Exhibit 1: S&P500 and (Bull — Bear) index, from 1987 to present
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Source: Bloomberg, Daiwa Capital Markets Hong Kong Ltd.

Despite the macro news with regard to the US economy, which had caused wild
Chinese stock market had gyrations in the equity markets, we believe that investors should pay more attention
been supporting the global to the Chinese economy (now the 2™ biggest in the world) and its stock market for
markets clues to the end of the current bull market. Indeed, you can argue that since July
the Chinese market had propped up the global equity markets. The market breadth,
represented by % stocks above 50 and 200 MA, indicates that momentum is

If government’s monetary coming back to the market as expectations of soft landing begin to take hold with
tightening eases up, the investors. Daiwa’s economist Kevin Lai expects one more RRR hike and a 27 basis
Shanghai Comp index point hike in September. If that is the case, the Shanghai Composite index should
;%’g'd break out above break through the 2720 level which had capped the index the last 4 weeks.

Exhibit 2: Shanghai Comp with % of stocks above 50 and 200 days moving average
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Source: Updata, Daiwa Capital Markets Hong Kong Ltd.
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Parsing through this week’s HK retail data, the data point that stood out was the
Jewelry and watches sales  “Jewelry, watches & clocks” segment which reported a 36% YoY growth. In HK,
in HK and China continues | uk Fook (590 HK) is up over 1000% in less than 2 years and continues to be on a

to be strong strong uptrend on expectations of robust spending during the Golden week holiday
Hengdeli should benefit in China. Even more amazing is King Fook (280 HK) which is up over 35% this
from the Golden Week week. Another stock that should also benefit is Hengdeli (3389 HK) which is
theme consolidating after last week’s share placement. Daiwa’s Peter Chu reported that

Hengdeli disclosed that its total sales in HK and China rose by 25-30% YoY for July.
Also China’s July retail sales data indicated that Jewelry sales increased 44.2%
YoY. Below is Peter’s O-PF report on Hengdeli.

https://Izone.jp.daiwacm.com/auth/user/OpenPDF ?report id=2010082600016&LANG=E

Exhibit 3: Hengdeli (3389 HK) and Luk Fook (590 HK) daily price chart
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Source: Bloomberg, Daiwa Capital Markets Hong Kong Ltd.

Trade (Recommended on Sept 1):

Long China Lilang (1234 HK): We recommend going long Lilang. Catalysts: 1)
The upcoming mid-Autumn festival in late September and the Golden Week

Upcoming holidays in (National Day) holidays in early October which should drive sales growth. The
China a catalyst for company announced that winter orders increased 33%. In general, ASP for 2H is
sales approximately 40% higher than 1H. 2) Introduction of a new sub-brand, “L2”,

targeting consumers aged between 20 and 30 which should help extend the brand

) ) and increase sales. 100 “L2” stores are expected to be open by end 2010.

Strong execution with Background: China Lilang sales grew by 31% in 1H10 with 14% volume growth
Increasing ASP. and and 15% increase in ASP. Operating profit increased by 47.8% with operating
margin expansion margin at 20.2%. The company has zero long term debt. Stop loss: HK$9.4.
Trinity, another Another stock that should benefit from the Golden Week holidays is Trinity (891 HK)
interesting stock which is rated a Buy by Daiwa analyst Peter Chu. Below is Dawai’s report on Trinity.

https://Izone.jp.daiwacm.com/auth/user/OpenPDF ?report id=2010082500053&LANG=E
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Exhibit 4: China Lilang (1234 HK) daily chart with 20 and 50 MA
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Source: Bloomberg, Daiwa Capital Markets Hong Kong Ltd.
Exhibit 5: Valuation table for other potential beneficiaries of Golden Week theme
Eloomberg|harket cap | Share price Target price PER. (x) EBIT margin (%)
Company name tode (US$hn) | (HKE) Rating (HEE) |+ (36| Vear end 2008 200E 2011E 2008 2010E 20MME
China Consumer Discretionary 1-Sep-10
Apparel
Ports Design 539 HK 14 1944 1 2480 2B Dec. 204 167 138 340 3m0 M0
Trinity 391 HE 12 613 1 | 738 _I 204 Dec) 412 208 212 167 202 232
Department stores
Golden Eagle 3308 HEk 53 2045 1 2085 | 20 Dec| 1308 373 284 525 498 438
Infirme Dep't Store 1833 HK 23 00 2 000 08 Dec, 338 280 247 351 288 27
Wew World Dep't Store. 825 HK 15 6.75 3 670 0.7 Jun 207 188 180 358 389 338
Parkson 3368 HE 48 1318 2 1440 0 132 Dec. 354 284 230 340 338 37
Footwear
Belle 1880 HK 148 1350 3 1270 59 Dec. 384 303 280 143 167 171
Sportswear
ANTA Sports 2020 HE a0 1548 2 1685 829 Dec, 270 223 184 238 M2 2B
China Dongxiang 3818 HK 30 413 2 5893 438 Dec) 140 122 95 427 44 433
LiMing 2331 HE 33 2415 2 2800 158 Dec, 233 200 165 160 151 151
Peak Sport 1968 HE 15 538 1 653 214 Dec) 130 125 97| 229 230 232
Vatches
Hengdeli 3339 HK 19 359 2 434 209 Dec) 335 220 183 108 11.1 118
Source: Bloomberg, Daiwa Capital Markets Hong Kong Ltd.
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IMPORTANT NOTICE
SALES AND TRADING NOTE

THIS NOTE IS ISSUED TO INSTITUTIONAL INVESTORS AND IS NOT TO BE VIEWED AS AN INVESTMENT RESEARCH REPORT. THE OPINIONS CONTAINED
ARE THOSE OF THE SALESPERSON AND ARE FOR GENERAL REFERENCE ONLY.

The information as contained in this Note has been prepared by Daiwa Capital Markets (“Daiwa”) for private distribution to selected institutional clients of Daiwa and/or its
affiliates solely for the purpose of supplying information and it may not be reproduced or distributed (in whole or in part) to any other person without Daiwa’s written consent.
This Note is not, and should not be construed as, an offer or solicitation or a personal recommendation to buy or sell any securities or related financial products in any
jurisdiction.

The information contained in this Note has been obtained from public sources and such information is believed to be correct and reliable but has not been independently verified
and its accuracy and completeness cannot be guaranteed. Daiwa and/or its affiliates do not make any guarantee, representation, warranty or undertaking, express or implied, as to
the fairness, accuracy, reliability, completeness, adequacy or appropriateness of any information or opinions contained. Information contained herein may not be current due to,

among other things, changes in the financial markets or economic environment. Any reference to past performance should not be taken as an indication of future performance.

Unless otherwise stated, all views or opinions herein (including any statement or forecasts) are solely those of the author as at the date of publication and are published for the
general information of the recipients, but are not to be relied upon as authoritative or taken in substitution for the exercise of judgment by any recipient, and are subject to change
without notice. Daiwa and/or its affiliates have no obligation to update or amend any information contained in this note. This Note has been prepared without regard to the
financial circumstances, objectives or needs of any particular investor and is not intended to be the sole basis for any evaluation by you of the transaction, security or instrument
described herein. Investors must make their own assessment and investigation as they may consider necessary or appropriate before making any investment decision.

By virtue of this publication, neither Daiwa nor any of its affiliates, nor data provider or any of its or their employees shall be responsible for any investment decision.

Daiwa and/or the relevant sales and trading person has prepared and published this note wholly independently of any of Daiwa’s affiliates, and thus any view, comments, opinion,
outlook, ratings, recommendations, strategies, target prices/levels expressed in this note may differ substantially from any similar notes/reports issued by Daiwa’s affiliates which
may have been based upon different sources/methodologies.

Daiwa and/or its affiliates may make markets, effect or have effected a transaction for their own account in the investments referred to in the material contained in this Note or
any related investment, including transactions which may be contrary to any analysis herein. On the date of this Note, Daiwa and/or its affiliates and their respective directors
and/or representatives and/or employees may have a long or short position in any of the investments mentioned in this Note and may purchase and/or sell the investments at any
time, in each case either as principal or as agent. Additionally, Daiwa and/or its affiliates may have, within the previous twelve months, acted as an investment banker or may
have provided significant advice or investment services to the companies or in relation to the instruments mentioned in this report.

The securities mentioned in this note may not be eligible for sale in all jurisdictions or to all categories of investors. This note is not directed to, or intended for distribution to or
use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to any law regulation or rule.

Neither Daiwa nor any of its affiliates accepts any liability whatsoever for any direct, indirect or consequential losses or damages arising from the use of or reliance on any
information or opinion contained in this Note.

Asia Ex-Japan / Ex-Singapore
This note, when distributed in Asia ex-Japan/ex-Singapore, is distributed by Daiwa Capital Markets Hong Kong Limited at Level 26, One Pacific Place, 88 Queensway, Hong
Kong and may only be distributed to professional investors in accordance with local regulatory requirements.

United Kingdom / European Economic Area

This note, when distributed in the United Kingdom, is distributed by Daiwa Capital Markets Europe Limited (‘DCME”) at 5 King William Street, London ECAN 7AX, United
Kingdom. DCME is authorized and regulated in the UK by The Financial Services Authority (“FSA”). This note has been produced for marketing purposes and has not been
prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing
ahead of the dissemination of investment research. For the avoidance of doubt, this note is prepared for professional investors only and not intended for Retail Clients as
defined in FSA rules and should not be passed on to any such persons. This note is not a ‘personal recommendation’ within the meaning of the FSA rules. This note may be
distributed in other states of the European Union by DCME.

United States
This note is not to be distributed into the United States and/or to any U.S. persons.

Singapore

This Note, when distributed in Singapore, is distributed by Daiwa Capital Markets Singapore Limited, at 6 Shenton Way #26-08, DBS Building Tower Two, Singapore 068809,
Republic of Singapore, to “institutional investors”, “accredited investors” and “expert investors” as defined in Section 4A of the Securities and Futures Act. It is solely for the use
of such investors only and shall not be distributed, forwarded, passed on or disseminated to any other person. Investors are advised to consult their financial advisors as to the
legal, business, financial, tax and other relevant aspects before participating in any transaction in respect of securities covered by this Note. Such investors should also note that

Sections 25, 27 and 36 of the Financial Advisers Act do not apply in respect of this Note.
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