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Sufficient cash and cash flow to repurchase CB

to summarize...

Q3 results in line at 10.2% gross and 4.8% net margin on n-type wafer sales
Net-debt-to-equity at 6.0% end of Sep; to repurchase CB and cancel warrants
China launches policies and raises targets to drive domestic demand

Comtec sales to Philippines facilities of SunPower posed less political risk

Remains focus on n-type wafers and targets to diversify to Sanyo in 1H 13F

Continue to see Comtec bottomed mid-2012. Remain BUY; TP HK$1.48

Q3 results in line at 10.2% gross and 4.8% net margin on n-type wafer sales.
Comtec Solar announced Q3 results last Fri during lunch break. For the latest 3
months, revenue was high at RMB311.9m on stabilizing wafer ASP and increased
shipment with its 600MW capacity. Table 1 shows Q3 key financial figures. While its
wafer peers are yet to announce Q3 results, we expect Comtec to out-perform its
peers with 10.2% gross margin and 4.8% core net margin. For the 9 months this
year, revenue and core net profit were RMB768.1m and RMB59.7m respectively,
which excluded RMB166m one-off fair value loss items relating to CB and warrants
issued. For 2012F, our previous forecasts of RMB990.3m revenue and RMB89.4m
core net profit remain achievable, in our view; and we slightly adjust the numbers to
RMB1,094.0m and RMB84.3m on higher volume and slower margin recovery.

Table 1. Q3 key finaical figures

12 November 2012

RMBm 1H 11A 2H 11A 1H 12A Q3 12A
Revenue 574.7 442.0 456.2 311.9
Inventory write-down - (66.0) - -
Reported gross profit 135.4 (42.9) 56.8 31.9
CB & warrants related - 41.0 (151.2) -
Loss on other one-off items - (135.3) (14.8) -
Reported net profit 101.6 (147.9) (121.1) 14.8
Adjusted net profit 101.6 12.4 44.9 14.8
Adjusted gross margin 23.6% 5.2% 12.5% 10.2%
Adjusted net margin 17.7% 2.8% 9.8% 4.8%

Source: SBI E2-Capital

Net-debt-to-equity at 6.0% end of Sep; to repurchase CB and cancel warrants.
For end of Sep, Comtec indicated that its net-to-equity ratio was 6.0%. By end of the
period, Comtec had RMB510.9m cash and other financial assets. On debt side, the
company had RMB472.5m short-term bank loan, RMB19.5m long-term bank loan
and RMB109.6m CB on the balance sheet. After Friday market close, Comtec also
announced to repurchase remaining RMB163.6m CB. Due to accounting treatment,
upon repurchase of the CB, RMB163.6m is to settle RMB109.6m CB liability on the
balance sheet. As such, net-debt-to-equity would still be healthily low at 9.6%.

Chinalaunches policies and raises targets to drive domestic demand. National
Energy Administration (/3 [EVfi%) issued  (NPRER PR AL S 3T )
raising solar installation target by 40% to 21GW by end of 2015F. Original 10GW
distributed generation target for BIPV (building integrated photovoltaic) and BAPV
(building attached photovoltaic) was further raised to 15GW in Oct. As a package of
support towards, there were also plans of China Development Bank (=13 /£ 47)
extending credits towards “6 big and 6 small” solar companies and rumors about
proposal of RMBO0.4-0.6 per kWh FiT in China. With these measures, China targets
to driver domestic demand to offset external pressure such as trade conflicts.
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Comtec sales to Philippines facilities of SunPower posed less political risk. US International Trade Commission (ITC) voted 6-0 to
approve duties on Chinese solar panels in Nov. EU started subsidy probe of Chinese solar panels and China took EU solar dispute to WTO.
As for Comtec, we believe its sales to SunPower (SPWR US) in Philippines and potential sales in 2013F to Sanyo (6764 JP) in Malaysia
are less affected by trade conflicts. As we have discussed in post-6-month interim update, of RMB456m revenue in 1H FY12/12A, 74.6%
was sales to SunPower, which accounted for almost all of Comtec n-type wafer sales. Table 2 and 3 show our quick assessment of
SunPower financial position by Q3 2012A. We expect Comtec to stay focus with particular customer for it to better monitor counterparty
risk. At Sep end 2012, net debt-to-equity ratio of SunPower was slightly lowered to satisfactory level of 37.9% from 39.5% 3 months earlier.

Table 2. Comtec reliance on SunPower in 1H 2012A
1H FY12/12A

Comtec Solar

Total revenue RMB456m
Revenue of n-type wafers RMB340m
Revenue to SunPower in Philippines RMB339m

Table 3. SunPower’s key financial figures in Q3 2012A
Q3 FY12/12A

SunPower

Market capitalization US$736m
Capacity Ramping-up from 680MW to 1,200MW
Total revenue (non-GAAP) US$607m
Gross margin (non-GAAP) 14.1%
Operating income (non-GAAP) US$1im
Total debt (CB plus bank loan) UsS$827m
Total cash (cash on hands plus pledged cash) US$402m
Net debt-to-equity ratio 37.9%

Source: SBI E2-Capital

Remains focus on n-type wafers and targets to diversify to Sanyo in 1H 13F. In additional to current client, SunPower, Comtec is
working to diversify its customer base in a controlled manner. Sanyo (6764 JP) is another potential n-type customer for Comtec. Comtec is
working with Sanyo on qualification process. While their standards on product quality and reliability are rigorous, according to the
management, Comtec targets to receive approval by the end of the year. As such, the management targets to commerce sales in 1H
2013F. According to our channel checks, Panasonic (6752 JP), parent company of Sanyo, planned to establish a new solar manufacturing
plant of 300MW in Malaysia after Sanyo closing Californian solar facility earlier this March.

Continue to see Comtec bottomed in mid 2012. Remain BUY with TP slightly revised to HK$1.48 from HK$1.44. Comtec was
trading up to HK$1.21 from HK$0.67 since our last update in Sep after interim results announcement. We maintain our view that Comtec
was bottoming-out in mid of the year that outperforms its peers in short-term. 10% to 15% gross margin in 2H is generally achievable partly
on price stability of polysilicon. There is potential for improvement in volume in 2H. While Comtec continued to emphasis on counterparty
risk with limited number of customers in short-term, sales of n-type wafers may continue to support higher utilization of its 600MW capacity.
With 100-120MW wafer sales in 1H, we further review the number up to as much as 263MW with 87.5% utilization for 2H. Table 4 shows
revised selected key operational data. Table 5 and Table 6 show profit and loss and selected balance sheet items respectively. Noted that
we simply assume remaining CB repurchase to take place at end of Q3, and the one-off loss on the repurchase is assumed at RMB54m,
which will be included in 2H this year. Our target price is slightly adjusted to HK$1.48 from HK$1.44, representing 16.0x and 8.3x P/E on
revised core net profit of RMB84.3m and RMB162.7m for FY12/12F and FY12/13F respectively. Remain BUY for medium-term prospects.

Table 4. Revised selected key opeational data on half-yearly basis

1H FY12/11A 2H FY12/11A 1H FY12/12A 2H FY12/12F
Nameplate capacity MW 600 600 600 600
Shipment MW 109 113 135 263
Revenue (RMBm) 575 442 456 638
Overall gross margin 24% -9.7% 12.5% 14.6%
Overall net margin 18% -33% -27% -2%
Net profit (RMBm) 101.6 (147.9) (121.1) (14.6)
EPS (RMB) 0.090 (0.130) (0.107) (0.013)
Adjusted net profit (RMBm) 101.6 12.4 44.9 39.4

Source: SBI E2-Capital
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Table 5. Profit and loss forecast (Full-year)

RMB m FY12/10A FY12/11A FY12/12F FY12/13F FY12/14F
Revenue 1,021.4 1,016.7 1,094.0 1,335.3 1,655.5
Cost of sales (690.8) (924.3) (944.1) (1,034.3) (1,282.6)
Gross profit / loss 330.6 92.5 149.8 301.1 372.9
Other income 26.6 40.1 38.7 0.0 0.0
Other expenses 9.1) (61.4) (220.0) 0.0 0.0
Selling and distribution expenses (1.8) (1.8) (4.8) (5.9) (7.3)
Administrative expenses (75.8) (48.7) (53.5) (65.3) (80.9)
EBIT 270.5 20.6 (89.8) 229.9 284.6
Finance Costs (7.4) (38.6) (34.6) (32.7) (40.1)
EBT 263.1 (18.0) (124.4) 197.2 2445
Income tax expenses (40.2) (28.3) (11.3) (34.5) (42.8)
Reported profit for the year 222.9 (46.3) (135.7) 162.7 201.7
Reported EPS (RMB) 0.210 (0.041) (0.120) 0.143 0.178
Adjusted net profit 222.9 155.1 84.3 162.7 201.7

Table 6. Selected balance sheet items

RMB m FY12/10A FY12/11A FY12/12F FY12/13F FY12/14F
Non-current assets 1,136 1,324 1,206 1,593 1,910
Property, plant and equipment 716 856 763 1,150 1,468
Other non-current assets 420 469 442 442 442
Current assets 77 1,330 894 942 939
Inventories 248 218 246 269 307
Trade and other receivables 155 214 277 302 329
Cash and cash equivalent 294 746 267 267 198
Other current assets 80 152 104 104 104
Non-current liability 4 484 42 42 42
CB 0 402 0 0 0
Other non-current liabilities 4 81 42 42 42
Current liabilities 397 517 539 812 949
Trade and other payables 194 199 239 262 299
Short-term bank loans 170 318 300 550 650
Other current liabilities 33 0 0 0 0
Total Equity 1,511 1,654 1,518 1,681 1,858

Source: SBI E2-Capital
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SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: shie2capital.com, thomsononeanalytics.com,
factset.com and multex.com

SBI E2-Capital stock ratings:
STRONG BUY : absolute upside of >50% over the next three months

BUY : absolute upside of >10% over the next six months
HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other related businesses with the companies in this report.

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject securities and that the analyst has not
received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

Disclaimer: This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. 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 the Research Department of SBI E2-Capital
Financial Services Limited (‘SBI E2-Capital’) from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI
E2-Capital 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 SBI E2-Capital as of the date of this report only and are subject to change without notice. Neither SBI E2-Capital nor any other person accepts any
liability whatsoever for any loss howsoever arising from any use of this report or its contents or otherwise arising in connection therewith. Each recipient of this
report shall be solely responsible for making its own independent investigation of the business, financial condition and prospects of the companies referred to in
this report. SBI E2-Capital 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 positions in, and buy or sell, the securities of companies referred to in this report (or related investments); (2) have a consulting,
investment banking or broking relationship with any company referred to in this report; and (3) to the extent permitted under applicable law, have acted upon or
used the information contained or referred to in this report including effecting transactions for their own account in an investment (or related investment) in
respect of any company referred to in this report, prior to or immediately following its publication. This report may not have been distributed to all recipients at
the same time. This report is issued only for the information of and may only be distributed to professional investors and dealers in securities and must not be
copied, published, reproduced or redistributed (in whole or in part) by any recipient for any purpose. This report is distributed in Hong Kong by SBI E2-Capital.
Any recipient of this report who requires further information regarding any securities referred to in this report should contact the relevant office of SBI E2-Capital
located in such recipient’'s home jurisdiction.
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