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Buy: HK$1.84 Relative to HSI (10.2) 53 203.0
Target: HK$2.70
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Highlights

= GCL-Poly Energy is a leading polysilicon producer in China. CIC has bought a
20.09% stake in the company for HK$5.5bn to jointly develop solar-energy
projects. Polysilicon production is expected to reach 21,000 MT this year.

= Polysilicon costs are US$40/kg, with a gross margin of 35%. Costs may fall to
US$25-US$35/kg following capacity expansion, while the gross margin should
improve as polysilicon prices stabilize.

=  The company plans to expand downstream: 1) its solar-energy power plant in
Xuzhou is now complete, and 2) this month it acquired a 70.19% stake in Konca
Solar for RMB854m. The outlook is bullish.

= The stock trades at a 10X FY10E P/E, a deep discount to its peers. Buy below
HK$1.85, targeting HK$2.70, with stop-losses at HK$1.65.

Figure 1: Earnings Summary

Year ending 31 Dec. FY06 FY07 FYO08 FYO09E
Net profit — RMBm 583 (266.7) 131.3 (3,646.9)
Net-profit growth — % 115.5 N/A N/A N/A
EPS — RMB fen 15.0 (57.0) 14.0 (95.7)
EPS growth — % 117.4 N/A N/A N/A
P/E-X 12.3 N/A 13.1 N/A
DPS — RMB fen N/A 0.0 2.0 1.0
Dividend yield — % N/A 0.0 1.1 0.5
BVPS —RMB 313.4 23 2.5 1.1
P/B-X 0.0 0.8 0.7 1.8
Op. cash flow/share — RMB fen 39.6 204 43.6 3.7
Net debt (net cash)/ price — % N/A 150.7 166.1 12.2

Sources: Bloomberg and Sun Hung Kai Financial
Note: Estimates are based on Bloomberg consensus
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Disclaimer

This report / note has been prepared by Sun Hung Kai Investment Services Limited (“SHKIS”), and together with its associates and subsidiaries “Sun Hung Kai Financial” or
“SHKF”). SHKF does and seeks to do business with companies covered in its research reports / notes. At a result, investors should be aware that SHKF may have a conflict of interest
that could affect the objectivity of this report / note. Investors should consider this report / note as only a single factor in making their investment decisions. For analyst certification

and other disclosures, refer to the Disclosure Section at the end of the report / note.
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Company Background

GCL Poly has transformed from a utility company focusing on power and steam
generation into a global polysilicon producer, through the acquisition of GCL Solar
Power, a leading supplier of polysilicon and wafers to the solar industry

Polysilicon is the primary raw material for wafers used in the solar and electronics
industries. GCL’s polysilicon has an average production cost of only about US$40/kg,
lower than many competitors. It is developing new production processes to further
reduce costs.

After a dramatic collapse last year from 2008’s peak of US$450/kg, polysilicon prices
have remained stable, with spot rates hovering between US$50-US$70/kg. A surge is
unlikely after the previous build up in excess supply. Many of these new polysilicon
plants have stopped production given the low prices. Those with low production costs,
such as GCL, will prevail and take advantage of the current demand for cheap and
affordable solar equipment and products.

In January, the company acquired a 70.19% stake in leading PRC solar-wafer supplier
Konca Solar for RMB854m. This can help it expand its wafer business and further
integrate down the solar value chain.

The stock trades at 10X FY10E earnings, a deep discount to the industry average of

19X. A re-rating could be imminent, as the solar division will become the main
earnings driver from 2010.

Figure 2: GCL-Poly Energy — Investment Highlights
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.§ Key investment negatives

= Strategic holding by China Investment Corporation (CIC), - Impairment loss on goodwill. GCL will record a HK$9bn

Key investment positives

which will buy 3.1 billion GCL new shares at HK$1.79/share,
becoming the second largest shareholder. The proceeds will help
GCL pay down debt and increase working capital.

Potential polysilicon market share of 20%. The acquisition of
GCL Solar in July 2009 transformed GCL into one of China’s
largest polysilicon producers. The company had more than 18,000
MT of polysilicon production capacity by end-2009, which could
account for as much as 20% of the polysilicon market.

Rapid growth in polysilicon production. GCL’s 3Q09 polysilicon
production increased more than 250% yoy and 69% yoy to 1,993
MT.

Bottoming polysilicon prices. After a dramatic decline throughout
last year, polysilcon prices show signs of bottoming. Prices
averaged about US$61/kg in 4Q09, still a profit-making level for
GCL.

Low-cost polysilicon producer. GCL’s average production costs
are just US$40/kg, lower than many competitors.

Costs to decline further with success of its trichlorosilane (TCS)
recycling technology. This can help cut costs from US$40/kg to
US$30/kg by 2011, through higher manufacturing efficiency and
lower electricity costs.

Solar-power projects. GCL plans to build 100-200 MW of
solar-farm capacity over the next two years, leveraging its
extensive experience in the power sector.

Stable utilities business. GCL’s power-generation and steam
businesses recorded stable growth of 13% and 2.4%, respectively
for the first 10 months of 2009. These utilities will further benefit
as China’s economy continues to recover.

Increasing ROE due to solar business. GCL’s expansion into
solar power/polysilicon will boost ROE (with the industry average
at 15% vs. only 5% for utilities).

Acquisition of Konca Solar, a leading wafer supplier in China.
This will help GCL expand its wafer business and further integrate
its solar business. Together with the completion of the Xuzhou
plant, total wafer capacity will raised be 800 MW.

impairment loss in FY09 on goodwill from the acquisition of
Jiangsu Zhongneng.

Signs of inventory accumulation. GCL self-produced 1,993 MT
of polysilicon in 3Q09, but sales volumes were estimated at only
about 1,700MT. This implied sales shortfall could be a prelude to
weakening demand in the polysilcon market.

Many customers have in-house wafer production. GCL’s current
customers include Trina, Canadian Solar and JA Solar. These either
have in-house or affiliated wafer-production capacity, reducing the
need to purchase from GCL.

Sharp rebound in polysilicon prices unlikely. Despite
polysilicon prices showing signs of stability, there is still
oversupply in the market, which should cap price increases.

Lower-quality polysilicon. Most of GCL’s current polysilicon
production is of 6N+ quality, which generates lower ASPs than
9N+ products. The company aims to improve its polysilicon
quality, but this should not be seen until late 2010.

Source: Sun Hung Kai Financial
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Figure 3: GCL-Poly Energy — Upside/Downside Price Catalysts

Upside price catalysts

Direct purchase of electricity from IPPs. If GCL could directly
procure electricity from its own or third-party IPPs, this could
lower electricity costs and boost profits.

.§ Downside price catalysts

Further decline in polysilicon prices. Currently, polysilicon
prices are hovering around US$60/kg. Continual declines to near
production cost levels would decrease ASPs, shrink margins and

Short-Term Trading

hit ings.
- Improving polysilcon quality from 6N+ to 9N+ would boost 1 catnings
ASPs and revenues. - Further share issues to reduce debt.
- Divestiture of utility business. Selling the power and steam - Inability to sell all its products.

business can raise funds to pay down debt, and remove the drag on
the company’s ROE.

- Signing up more major customers. GCL’s customers include
Trina, Canadian Solar and JA Solar. But these already have
in-house wafer-making capacity.

Source: Sun Hung Kai Financial

Industry Dynamics

China is the world’s largest producer of photovoltaic cells, with 98% of PV-product sales
exported. The credit crunch led to widespread cancellations of PV-product orders,
particularly from the three largest consumers of Chinese solar-power products: Spain,
Germany and Japan.

This contraction in demand has caused global PV solar-power-equipment prices to slump,
such as PV wafers dropping 50% from RMB47-RMB48/wafer to as low as RMB26/wafer.
In turn, this has created a supply glut in the PRC PV solar-power-equipment industry.

This mean a difficult business environment for upstream equipment makers, but
downstream consumers benefit from lower equipment costs. Industry fundamentals are
becoming further supportive of downstream solar-power businesses, such as building
integrated photovoltaic (BIPV) systems, due to increasing government support.

The Chinese government’s green initiatives give solar power a key role in easing its
reliance on fossil fuels and reducing pollution. Recent environmentally friendly policies
to ensure sustainable development include:

= The Renewable Energy Medium, Long Term Development Plan calls for a 22-fold
increase (20% CAGR) in total solar-power capacity (from the current 80 MW to 300
MW in 2010 and 1,800 MW by 2020). By 2020, a total of 20,000 PV-equipped
rooftops with 1,000 MW total electricity output capacity will be developed.

= [nterim Measures for the Administration of Government Subsidies of Building Uses
of Solar Energy Photovoltaic Power provides an RMB15-RMB20/Wp subsidy for
integrating PV solar-power facilities of at least 50 kW into buildings. This would
reduce the installation cost of such a system by about half.

= Golden Sun Program provides a 50% subsidy for investment in solar-power projects
as well as relevant power transmission and distribution systems.

Various reports have stated that China may further increase its solar-power
electricity-production capacity to 10 GW by 2020. Despite current government policies
supporting solar power, more is needed to reach this target. The mainland may follow in
the path of countries such as Germany in providing further support to develop the
solar-power industry, such as feed-in-tariffs where solar-energy users would be paid for
the solar power they produce.

China’s solar-power-integration program will be driven by its downstream solar-power
industry, which should continue to outperform upstream equipment producers as they
wait for production glut to slowly ease.

Sun Hung Kai Financial 3
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Figure 4: GCL-Poly Energy — Profit and Loss Statement

FY05-08
Year ending 31 Dec., RMBm FY05 FY06 FYO07 FY08 CAGR (%)
Revenue 822.8 910.0 1,844.7 3,693.3 70.4
COGS (675.8) (710.8) (1,482.2) (3,196.0) 72.0
Gross Profit 147.0 199.3 362.4 4973 61.5
Operating expenses (52.1) (65.0) (197.4) (225.3) 57.6
Other operating income 22.5 28.2 72.4 147.8 76.2
Operating profit 117.4 162.5 237.5 419.8 68.6
Finance expenses (68.3) (87.1) (161.5) (258.7) 67.8
PBT 52.6 89.2 (215.8) 206.9 80.6
Tax 0.2 (3.5) 4.0 (27.1) N/A
Net profit 27.0 58.3 (266.7) 1313 127.5
EPS — RMB fen 6.9 15.0 (57.0) 14.0 74.8
Sources: The Company and Sun Hung Kai Financial
Figure 5:  GCL-Poly Energy — Profit and Loss Statement (Year on Year Growth)

FY05-08
Year ending 31 Dec., % FY05 FY06 FYO07 FYO08 CAGR
Revenue 87.7 10.6 102.7 100.2 70.4
COGS 85.0 5.2 108.5 115.6 72.0
Gross Profit 101.0 355 81.9 37.2 61.5
Operating expenses 42.6 24.6 203.9 14.2 57.6
Other operating income 47.1 25.1 156.8 104.1 76.2
Operating profit 126.3 38.4 46.1 76.8 68.6
Finance expenses 109.3 275 85.4 60.2 67.8
PBT 170.8 69.4 N/A N/A N/A
Tax (49.6) (1,856.3) (216.4) (774.0) N/A
Net profit 452.0 115.5 N/A N/A N/A
EPS 360.0 117.4 N/A N/A N/A
Sources: The Company and Sun Hung Kai Financial
Figure 6: GCL-Poly Energy — Profit and Loss Statement (Common Size)

FY05-08
Year ending 31 Dec., % FYO05 FY06 FY07 FYO08 Average
Revenue 100.0 100.0 100.0 100.0 100.0
COGS (82.1) (78.1) (80.4) (86.5) (81.8)
Gross Profit 17.9 21.9 19.6 13.5 18.2
Operating expenses (6.3) (7.1) (10.7) 6.1) (7.6)
Other operating income 2.7 3.1 3.9 4.0 34
Operating profit 14.3 17.9 12.9 11.4 14.1
Finance expenses (8.3) (9.6) (8.8) (7.0) (8.4)
PBT 6.4 9.8 (11.7) 5.6 2.5
Tax 0.0 (0.4) 0.2 (0.7) 0.2)
Net profit 33 6.4 (14.5) 3.6 (0.3)

Sources: The Company and Sun Hung Kai Financial
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Figure 7:  GCL-Poly Energy — Balance Sheet

FY05-08
As at 31 Dec., RMBm FY05 FYO06 FYO07 FYO08 CAGR (%)
Cash and securities 95.7 186.6 804.0 413.7 30.3
Accounts receivable 103.7 111.0 380.5 366.0 46.7
Inventory 36.9 42.0 126.0 258.8 72.8
Other current assets 241.3 231.9 437.1 368.8 9.7
Total current assets 477.6 571.4 1,747.6 1,407.4 29.1
Net fixed assets 2,070.9 2,294.5 4,891.7 5,176.2 33.7
Other long-term assets 33.7 481.6 227.5 485.9 126.8
Total assets 2,582.2 3,347.5 6,866.8 7,069.5 34.7
Short-term debt 387.5 426.3 1,511.6 1,788.5 69.6
Accounts payable 32.9 39.3 139.3 109.6 39.6
Other current liabilities 429.8 428.7 506.4 643.9 253
Total current liabilities 850.1 894.4 2,157.3 2,542.0 49.7
Long-term debt 1,069.3 1,923.8 1,988.0 1,597.2 12.4
Other long-term liabilities 3.7 99 84.7 106.6 143.2
Total liabilities 1,923.1 2,828.1 4,230.0 4,245.8 29.4
Shareholders equity 659.0 519.4 2,636.9 2,823.7 452
Minorities 184.8 206.0 364.1 408.0 23.4
Total equity and liabilities 2,582.2 3,347.5 6,866.8 7,069.5 34.7
Sources: The Company and Sun Hung Kai Financial
Figure 8: GCL-Poly Energy — Balance Sheet (Common Size)

FY05-08
As at 31 Dec., % FY05 FY06 FYO07 FY08 CAGR (%)
Total assets
Cash and securities 3.7 5.6 11.7 5.9 6.7
Accounts receivable 4.0 33 5.5 52 4.5
Inventory 1.4 1.3 1.8 3.7 2.0
Other current assets 9.3 6.9 6.4 52 7.0
Total current assets 18.5 17.1 25.5 19.9 20.2
Net fixed assets 80.2 68.5 71.2 73.2 73.3
Other long-term assets 1.3 14.4 33 6.9 6.5
Total assets 100.0 100.0 100.0 100.0 100.0
Total equity and liabilities
Short-term debt 15.0 12.7 22.0 25.3 18.8
Accounts payable 1.3 1.2 2.0 1.6 1.5
Other current liabilities 16.6 12.8 7.4 9.1 11.5
Total current liabilities 32.9 26.7 31.4 36.0 31.8
Long-term debt 41.4 57.5 29.0 22.6 37.6
Other long-term liabilities 0.1 0.3 1.2 1.5 0.8
Total liabilities 74.5 84.5 61.6 60.1 70.2
Shareholders equity 25.5 15.5 38.4 39.9 29.8
Minorities 7.2 6.2 5.3 5.8 6.1
Total equity and liabilities 100.0 100.0 100.0 100.0 100.0

Sources: The Company and Sun Hung Kai Financial
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Figure 9: GCL-Poly Energy — Key Ratios -
=}
FY05-08 g
Year ending 31 Dec. FYO05 FY06 FYo07 FYO08 average ;
Profitability ratios E
Gross margin — % 17.9 21.9 19.6 13.5 18.2 g
Operating margin — % 14.3 17.9 12.9 11.4 14.1 %
Net margin — % 33 6.4 (14.5) 3.6 (0.3)
ROAA - % 1.1 2.0 (5.2) 1.9 (0.1)
ROAE - % 4.2 9.9 (16.9) 4.8 0.5
Liquidity ratios
Current assets / current liabilities — X 0.6 0.6 0.8 0.6 0.6
Liquid assets / current liabilities — X 0.1 0.2 0.4 0.2 0.2
Cash and securities / current assets — % 20.0 32.6 46.0 29.4 32.0
Cash flow from oper. / curr. liabilities — % 17.9 17.2 6.4 16.7 14.5
Other ratios
Capex / sales — % 58.8 324 14.3 9.1 28.7
Capex / depreciation — % 619.9 311.5 162.3 132.8 202.2
Operating expenses / sales — % (6.3) (7.1) (10.7) 6.1) (8.0)
Net debt (cash) / equity — % 206.5 416.5 102.2 105.2 208.0 o
Inventory / sales — % 45 4.6 6.8 7.0 6.1 _i
Effective tax rate — % 0.4) 3.9 1.9 13.1 6.3 5
Cash-conversion cycle — days 41.9 44.9 48.5 453 46.2 2
ROAA component analysis %
Revenue / average assets — % 34.8 30.7 36.1 53.0 38.7 &
COGS / average assets — % (28.6) (24.0) (29.0) (45.9) (31.9)
Gross profit / average assets — % 6.2 6.7 7.1 7.1 6.8
Operating expenses / average assets — % (2.2) 2.2) 3.9 (3.2) 2.9)
Other operating income/ average assets — % 1.0 1.0 14 2.1 1.4
Operating profit / average assets — % 5.0 5.5 4.7 6.0 5.3
Finance expenses / average assets — % (2.9) (2.9) (3.2) (3.7 (3.2)
PBT / average assets — % 22 3.0 4.2) 3.0 1.0
Tax / average assets — % 0.0 (0.1) 0.1 (0.4) (0.1)
Net profit / average assets — % 1.1 2.0 (5.2) 1.9 (0.1)
ROAE component analysis
Revenue / average equity — % 127.2 154.4 116.9 135.3 133.5 -2
COGS / average equity — % (104.5) (120.6) (93.9) (117.1) (109.0) =
Gross profit / average equity — % 22.7 33.8 23.0 18.2 24.4 z
Operating expenses / average equity — % (8.1) (11.0) (12.5) (8.3) (10.0) é
Other operating income / average equity — % 3.5 4.8 4.6 54 4.6 é
Operating profit / average equity — % 18.2 27.6 15.0 15.4 19.0 ::
Finance expenses / average equity — % (10.6) (14.8) (10.2) (9.5) (11.3) f
PBT/ average equity — % 8.1 15.1 (13.7) 76 43 s
Tax / average equity — % 0.0 (0.6) 0.3 (1.0) 0.3) é
Net profit / average equity — % 42 9.9 (16.9) 4.8 0.5 -
Sources: The Company and Sun Hung Kai Financial
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Sun Hung Kai Financial Research Products

Investment Daily Note is our daily report incorporating views on industries, sectors, securities and markets. It also

provides highlights of our other research reports.

Company Reports incorporate our key views on listed companies, providing a bottom-up approach to equity investment.

Sector Reports provide our overview of an industry or sector, for a top-down approach to equity investment. Combined

with Company Reports, Sector Reports offer a panoramic view for stock selection.

Key Takeaways provide a comprehensive and up-to-date overview on listed companies, with in-depth analysis of current

and future strategies, positioning, earnings drivers and key investment risks.

Trading Express highlights investment ideas with a short-term or speculative approach, including news- and event-driven

strategies, visualization strategies and trading strategies involving quantitative analysis.

Equity Dashboard gives a bird’s-eye view of the Hong Kong stock market and individual sector performances, with a

review of individual sectors and stocks within each sector.

Stock Guides are a user-friendly investment tool putting comprehensive fundamental information at our clients' fingertips.
Each guide provides a clear and structured picture of a stock's financial and business fundamentals and catalysts.

Technical Action reports identify and highlight short-term, speculative investment ideas derived from technical analysis,

with appropriate entry and exit prices.
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SHKIS means Sun Hung Kai Investment Services Limited, and together with its associates and subsidiaries, Sun Hung Kai Financial or SHKF.
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report / note.
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Other Disclosures

This report / note is provided for information and discussion purposes only. Neither any opinion contained in this report / note constitutes a solicitation or an offer by any member of SHKF,
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Although the information in this report / note is obtained or compiled from sources that SHKIS believes to be reliable, it does not represent or warrant, whether expressly or impliedly, the
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purpose, or duties of care, in favor of any third party relying upon this report / note. Information contained in this report / note may change at any time and SHKIS gives no undertaking to
provide notice of any such change. Opinions and estimates stated in this report are a reflection of the judgment of SHKIS as at the date of this report / note and may also change at any time.
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In no event will SHKIS or any other member of SHKF be liable or have any responsibility for loss of any kind, whether direct, indirect, consequential or incidental, resulting from the act
or omission of any third party occurring in reliance upon the contents of this report / note, even if SHKF is aware of such act or omission at the time that it occurs.

© 2010 SHKIS. All rights reserved. This report / note may not be reproduced or redistributed, in whole or in part, without the written permission of SHKIS and SHKIS accepts no liability
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