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Bottoming Out, Overweight Equities
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Roy Chen, Macro Analyst 22 October 2012
HSCEI: 10683.61 (+0.45% ytd)
CSI300: 2332.47 (-0.57% ytd)

- Head of Research China’'s top picks are: Brightoil
(933.HK) and CMBC (1988.HK).

- We are positive and overweight H and A shares,
favouring A shares. PhillipETF recommends H-Share
Index ETF (2828.HK) as a proxy for the H-share
HSCEI and ChinaAMC CSI 300 Index ETF (83188.HK)
as a proxy for the A-share CSI300.

- PhillipCFD has long/short “H Shares Index HKD5
CFD” and long/short “FTSE China A50 Index USD1
CFD”

- Phillip Unit Trust Department recommends Aberdeen
China Opportunities SGD and Fidelity China Focus A
USD for China equity market investment.

- China Bonds: Neutral/Overweight for short term.

China's GDP growth has slowed down to 7.4% y-y in

3912, compared to the 7.6% y-y growth in 2q12. However,

on g-q basis, GDP growth has accelerated for two
consecutive quarters, reporting 2.2% g-q in 3q12, higher
than the market estimated 2.0% q-q and the 1.8% g-q
growth achieved in 2q12. FAIl and Retail sales growths
have achieved moderate accelerations in both nominal
and real terms. FAIl rose by 20.5% y-y ytd in September,
compared to the 20.2% y-y ytd pace in August. Retail
sales growth accelerated to 14.2% y-y in September,
faster than the 13.2% y-y pace in August. External
demand would likely remain weak in the near term due
to the prolonged Europe crisis and a tentative US as the
fiscal cliff approaches — despite the September export
data achieved a relatively significant pickup in growth
due to pre Christmas order, reporting 9.6% y-y gain,
compared to 2.0% y-y gain in August, on a smoothed
%y-y 3mma basis, exports actually declined. September
Statistics for industrial production and manufacturing
PMI also showed moderate improvement.

The earlier announced infrastructure project investment,
which summed to over 1 trillion RMB, will help keep
growth on even keel. The government’s engagement in
transforming a business tax system to an appreciation
tax system will help improve enterprises’ income.
Inflation remained at a low level in September, reporting
1.9%, compared to 2.0% in August. Property price also
remained tame: In September only 12 out of 70 cities
saw yearly increase in new home price, and 55 saw
decrease, compared to 15 and 53 respectively in August.
Tame inflation and property price growth does grant
scope for further monetary loosening, but a surge in the
banking system’s foreign currency exchanging for RMB
with PBoC might have already done the job for extra
liquidity. We do not rule out the possibility of a further
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2011 Real GDP /Inflation: 9.2%/ 4.1%
2012(f) Real GDP / Inflation: 7.8% / 2.5%
25 bps cut in RRR in the remaining months of 2012. We
maintain our forecast of 7.8% y-y GDP growth and 2.5%
inflation for 2012.

For the Equity market, as we have been guiding our
China strategy reports, we see attractive valuations in
both H share and A share market, whose P/Es are at or
close to their historical low. Therefore, it is a good time
to adopt a buy and hold strategy. We were Overweight
on a 3 to 5yr horizon but Marketweight on a shorter
horizon due to a previously unclear bottoming. However,
due to the recent better-than-expected macro data, we
are of the view that the market would gradually regain
confidence, and a rally is likely on its way. In fact, the H-
share HSCEI index has trended up since September and
the A share CSI300 index is only showing a nascent sign
of rally. As we hold a positive view for the short term
and expect the sentiment discrepancy between H and A
share market to correct (thus favouring CSI300 index
slightly more), we are simply Positive on an absolute
basis both H and A shares, and also Overwieght them
relative to global peers. Bond market is a
neutral/overweight against peers for short term
perspective. And we hold a positive outlook for CNY in
the long run.
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Economic Metrics and Growth Outlook:

Fig.1 y-y GDP growth continued to slow to 7.4% in 3912, but q-q GDP
growth has accelerated for a second straight quarter, adding proof that
China’s growth is bottoming out.
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Fig.2 Export as a driver of GDP growth is weak in the first 3 quarters of
2012; Investment and consumption weighting is more balanced than
2009 and 2010.
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Fig.3 On 3m rolling basis, real growths of retail sales and FAIl are
stabilized and showing moderate pickups, while 3m rolling real export
is still weak despite having reported a relatively significant
improvement in September due to pre Christmas season order.
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Fig.4 The y-y growth of 3m rolling nominal export to US is slowing.
Decline of export to Europe accelerated. Nominal growth of 3m rolling
export to ASEAN, one of best performing economies, is stabilizing.
There is yet no sign that earlier announced QE3 by FED and OMT by
ECB triggered a bull run in global demand, and the fiscal cliff in US is
an added risk to the export outlook for the near term.
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Fig.5 Government backed PMI improved slightly to 49.8, indicating a
slower and tiny contraction in manufacturing activities. Sub-readings

for new orders, production and export orders all picked up slightly.
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Fig.6 Growth of industrial value added, a nominal measure, is still
slowing down on 3m rolling basis, however, the September reading
reported a growth of 9.2% y-y, slightly higher than the 8.9% y-y pace
achieved in August. Moreover, if we roughly adjust industrial value
added by the slowing PPI, we see the real reading actually improving,
adding to our conclusion that real economic fundamental is relatively
sound.
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Fig.7 Despite the slight moderation of nominal disposable income, the
growth of real urban household disposable income continued to
accelerated in 3q12 due to the slower inflation. This would likely
promote consumption in the future. Rural household income would
also likely be boosted in 2012 due to the expected good agriculture
harvest in autumn.
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investors and China’s local investors. We are holding a

Fig.8 Inflation is hovering at a low level, reporting 1.9% y-y in positive outlook for the near term and expect the

September, slightly slower than the 2.0% y-y pace in August. PPI fell

by 3.35% y-y in September, slightly faster than 3.48% y-y decline in discrepancy to s_omewha_t correct itself, therefore we
August, which could help contain inflation going forward. The QE3 favour CSI300 index slightly more over HSCEI In
announced earlier by FED might export inflation in the future, but the addition, the HSCEI ETF (2828.HK) is HKD dominated
effect would likely be limited in 2012. while CSI300 ETF (83188.HK) is CNY dominated. As

—— CPI%y-y ———PPI%y-y HKD is pegged to USD, the open-ended QE3 would
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likely depreciate HKD, meaning potential further haircut

81 on the return from the H-share investment.
6 4
4 Fig.9 Both H-share and A-share market are valuation lows comparable
P to the Lehman meltdown. ETF proxy for the CSI300 is the physically
0 backed 83188.HK, for the H-share is 2828.HK.
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e Equity Market: As we have been guiding our China
strategy report, we see attractive valuations in both CSI 1 3500

300 and HSCEI indices due to their close to historical
low leading and trailing P/E ratios, even lower than the
Lehman crisis. But due to an inconclusive economic
bottoming, we have been recommending Overweight on 0

T 1500

500

_ . . s § § & & & § § &
valuation grounds only for investors with a longer term 3- 3 = = =} = =} = =} 3
. . o Q o o (=) S i = i

5yr perspective, Marketweight for everyone else. But @ o = ® © e - M »

now, from a shorter term perspective, the well-
performing macro data in September would lend support ¢ Bond Market: We observe some pickups in the 2 yr and

to a positive outlook (see economic metrics part above), 10 yr government bond yield, reflecting that the market is
and we expect the market would gradually regain correcting its expectation about further monetary
confidence. Therefore, we are turning positive on China loosening. The tame inflation and property price do grant

on an absolute basis and are simply Overweight on both
HSCEI and CSI 300 indices. As both indices have
underperformed relative to global peers, we do expect
them to outperform in a play on catchup.

e As a proxy to the CSI300, the main A-share
benchmark index, we recommend the physically
backed ETF, ChinaAMC CSI300 ETF (83188.HK). For
H-share we recommend H-Share Index ETF (2828.HK)
which tracks HSCEI. Over the long term, the two
indices track each other well. However, for the near term,
we observe a discrepancy in two indices: The HSCEI
index has been trending up since early September, while
the rally for CSI300 index has just completed a nascent
form. The discrepancy is attributable to the different
sentiments over the two markets between international

30f9

the central bank enough scope for further monetary
loosening, but the recent surge of banking system’s
exchanging foreign currency for RMB with central bank,
which is a way PBoC uses to inject RMB liquidity, might
have done the work. That reduces our expectation for
RRR cut in the very near term. Despite this, we still do
not rule out the possibility of a further 25 bps cut by the
end of this year as the economy is still consolidating its
strength.
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Currency Outlook: We hold a positive outlook for CNY
against major trading currencies in the long term as CNY
is still moderately undervalued. For the near term, the
government has an incentive to maintain CNY stable or
weak to bolster the nation’s faltering export growth.
Therefore, we assign a neutral rating to CNY against
major trading currencies in the short term. To sum up,
we expect CNY exchange rate to remain relatively
stable in the short term, but tilt upward in the long
run. As for HKD, which is pegged to USD, the open-
ended QE3 would likely depreciate HKD against other
major trading currencies.
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STOCK PICKS:

Head of Research China’'s top picks are: Brightoil
(933.HK) and CMBC (1988.HK).

Brightoil (933. HK)
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Brightoil includes four core business divisions: offshore
bunkering, oil storage, tanker transport, upstream
exploration and production. International supply and
offshore bunkering are main sources of the corporate
income, and fuel supply increased from 1.8 million tons
in 2009 to 8.9 million tons in 2011, with rapid business
growth. The business income of offshore bunkering in
2011 reached HKD39.5 billion, substantially increasing
by 624% over 2009.

Brightoil extended its offshore bunkering business to
global nine key ports over the past four years. Singapore
and China are major areas for the Company to provide
offshore bunkering and oil sales for international fleets,
which reflects the Company’s great efforts to extend its
port business in Singapore and China. Currently Brightoil
is Singapore’s second largest offshore bunkering
provider. the Company revenue in Singapore stood at
HKD29.9 billion in 2011, which accounted for 75% of the
group gross revenue.

Brightoil and Petro China are cooperating to develop
Dina 1 gas field in Xinjiang Tarim Basin Tuzi gas field.
Currently the gas field has completed final testing, and is
expected to come on stream in Q4 2012. Daily output of
natural gas and condensate will be 550,000 m? and 25t
respectively, beyond previously expectation. Dina 1 gas
field will be the start of upstream business development
for Brightoil, and future larger Tuzi natural gas field will
provide sufficient and steady cash flow income for the
Company, to become the core drive for the corporate
profit growth.

Brightoil income soared by 190% to HKD36.3 billion in
H1 2012 as a result of sharp increase in the offshore
bunkering business and oil product trading. Gross
margin declined by 5 percentage points to 3% mainly
because the supply port extended overseas, causing
cost rise and increasing proportion of oil trade with low
gross margin. Profits attributable to shareholders stood
at HKD965 million, increased by 64% year-on-year.
However, the Company’s net profit growth mainly came
from HKS794 million, increased fair value of financial
derivatives, while net margin of main businesses
substantially declined.

Brightoil businesses cover offshore bunkering, oil
storage, marine transport and upstream natural gas,
nowadays with absence of comparative listed companies.
In combination with valuation level of oil exploration, port
and oil transport companies, we grant Brightoil 10.4-time
expected P/E in 2013, and 12-month target goal is
HKD1.88, hence “buy” rating granted.
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the quality of loans due to systematic risks from current
bear markets, additionally, NPL ratio of CMBC is still
quite low and would be controlled even it was expected

CMBC (1988.HK)

Fig.12 CMBC to increase continually in future.
il = raileg E/E LS F==IRaimgejE-ERs ? e Therefore, overall, considering strong profit growth and
StockPriee=RH> 5 sharp decrease of share price recently, we upgrade
5 CMBC to Buy with 12-m target price of HK$7.30, 17.7%
7 higher than the latest closing price and equivalent to
P/E3.9x and P/B0.97x in 2013 respectively. The

6 valuation now is quite attractive.

Table 1. Fee and commission income of CMBC

3 T 4 RMB Million 1H2012 1H2011| Growth rate y-y
3 3 5 £ Total fee and commission income 10,708 8181 30.89%
5 = o & Trust and other fiduciary senices 3,115 2,259 37.89%
) Bank card senices 2271 972 133.64%
e As at the end of 1H2012, net profits of CMBC (or the  settlement senices 1693 891 90.01%
Group) recorded to RMB19.053 billion, increased by  credit commitments 1,367 1,436 -4.81%
36.89% y-y, better than our previous expectation. Financial advisory senices 1092 1593 -31.45%
) Agency senices 1017 374 171.93%
e The Group's total assets increased by 16.37% tO  Fiance lease sevices 137 406 -66.26%
RMB2.59 ftrillion compared with the end of 2011, .. 16 250 93.60%
equivalent to BVPS of RMB5.28 with the growth rate of Fee and commission expense 678 262 158.78%

o .
8.87%. Net fee and commission income 10,030 7,919 26.66%

One of strong spots of CMBC's business is micro lending.

In 1H2012, the Group’s total loans decreased from the
affection of market environments, but micro lending still
kept increasing, which recorded to RMB253.041 billion
with the growth of 8.03%, and the portion of such loans
to total personal loans increased from 64.33% in 2011 to
65.29%.

Due to bear markets in internal and external economic
environment, domestic enterprises, especially for small
and medium-sized enterprises are facing more
challenges in operation, which caused the quality of
loans to deteriorate, and the Group’s NPL ratio started to
go up from 0.63% in 2011 to 0.69% in 1H2012, but still
kept in a low level.

CMBC was downgraded by several large international
investment banks because they concerned about its
future development, the price was shorted and touched
the annual lowest point as HK$5.35 in September. After
that, the major shareholders of CMBC continued to
increase their holdings in order to stabilize the price. The
bank’s management also hold the meeting to explain the
operating performance to investors for removing the
doubts in the market.

For recent activities of investors for shorting CMBC's
shares, our view is that the business of CMBC still
continues to develop stably with strong profit growth on
fundamentals. Micro lending is only small part of total
loans although it continued to increase. It's not only
CMBC alone, but all banks are facing the deterioration of

Source: PSR, Company report

Fig 13. Net profit growth of domestic listed banks in 1H2012
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City
Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of
Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms
and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published
by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it,
and notify the sender immediately. Phillip Securities Research shall not be liable for any direct or consequential loss
arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research
has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions
(collectively, the “Research”) contained in this publication are based on such information and are expressions of belief
of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this
information and no representation or warranty, express or implied, is made that such information or Research is
accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research
contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to
maintain or update the information or Research made available or to supply any corrections, updates or releases in
connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip
Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation
or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to
any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage
of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has
been advised of the possibility of such damages. You must make the final investment decision and accept all
responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or
other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date
indicated and are subject to change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This
publication should not be relied upon exclusively or as authoritative, without further being subject to the recipient’s own
independent verification and exercise of judgment. The fact that this publication has been made available constitutes
neither a recommendation to enter into a particular transaction, nor a representation that any product described in this
material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may
be described in this publication involve significant risks and may not be suitable for all investors, and that any decision
to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks
contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete
discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any
decision to purchase any product mentioned in this research should take into account existing public information,
including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may
provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not
limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting
activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the preparation or issuance of this report, may have participated in or invested in transactions with the
issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business
from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
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preparation or issuance of this report, may have provided advice or investment services to such companies and
investments or related investments, as may be mentioned in this publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report may, from
time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign
currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price
or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
preparation or issuance of this report, may at any time engage in any of the above activities as set out above or
otherwise hold a interest, whether material or not, in respect of companies and investments or related investments,
which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research,
or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following
its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of
this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person
or entity in any jurisdiction or country where such distribution, publication, availability or use would be contrary to the
applicable law or regulation or which would subject Phillip Securities Research to any registration or licensing or other
requirement, or penalty for contravention of such requirements within such jurisdiction.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on
Investment Products (FAA-NO1) do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives,
financial situation or particular needs of any particular person. The products mentioned in this material may not be
suitable for all investors and a person receiving or reading this material should seek advice from a professional and
financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such
products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection
with, this document.

This report is only for the purpose of distribution in Singapore.
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derrickhengch@phillip.com.sg

Ng Weiwen
Macro Analyst
Global Macro, Asset Strategy
+65 6531 1735
ngww@phillip.com.sg

Research Assistant
General Enquiries
+65 6531 1240 (Phone)
research@phillip.com.sg
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Contact Information (Regional Member Companies)

SINGAPORE
Phillip Securities Pte Ltd
Raffles City Tower
250, North Bridge Road #06-00
Singapore 179101
Tel : (65) 6533 6001
Fax : (65) 6535 6631
Website: www.poems.com.sg

HONG KONG
Phillip Securities (HK) Ltd
Exchange Participant of the Stock Exchange of Hong Kong
11/F United Centre 95 Queensway
Hong Kong
Tel (852) 22776600
Fax (852) 28685307
Websites: www.phillip.com.hk

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B,

JI Jend Sudirman Kav 33A
Jakarta 10220 — Indonesia
Tel (62-21) 57900800
Fax (62-21) 57900809
Website: www.phillip.co.id

THAILAND
Phillip Securities (Thailand) Public Co. Ltd
15th Floor, Vorawat Building,
849 Silom Road, Silom, Bangrak,
Bangkok 10500 Thailand
Tel (66-2) 6351700 / 22680999
Fax (66-2) 22680921
Website www.phillip.co.th

UNITED KINGDOM
King & Shaxson Capital Limited
6th Floor, Candlewick House,

120 Cannon Street,
London, EC4N 6AS

Tel (44-20) 7426 5950

Fax (44-20) 7626 1757

Website: www.kingandshaxson.com

AUSTRALIA
PhillipCapital Australia
Level 37, 530 Collins Street,
Melbourne, Victoria 3000, Australia
Tel (613) 96298380
Fax (613) 96148309
Website: www.phillipcapital.com.au
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MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3 Megan Avenue II,
No. 12, Jalan Yap Kwan Seng, 50450
Kuala Lumpur
Tel (603) 21628841
Fax (603) 21665099
Website: www.poems.com.my

JAPAN
Phillip Securities Japan, Ltd.
4-2 Nihonbashi Kabuto-cho Chuo-ku
Tokyo 103-0026
Tel (81-3) 3666-2101
Fax (81-3) 3666-6090
Website:www.phillip.co.jp

CHINA
Phillip Financial Advisory (Shanghai) Co. Ltd
No 550 Yan An East Road,
Ocean Tower Unit 2318,
Postal code 200001

Tel (86-21) 51699200

Fax (86-21) 63512940
Website: www.phillip.com.cn

FRANCE
King & Shaxson Capital Limited
3rd Floor, 35 Rue de la Bienfaisance 75008
Paris France
Tel (33-1) 45633100
Fax (33-1) 45636017
Website: www.kingandshaxson.com

UNITED STATES
Phillip Futures Inc
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building
Chicago, IL 60604 USA
Tel +1.312.356.9000
Fax +1.312.356.9005

hillipCapital

Your Partner In Finance
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