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Maintain Overweight on continued economic recovery and cheap valuation

Roy Chen, Macro Analyst 28 January 2013
CSI300: 2571.67 (+1.93% ytd); HSCEI: 12001.81
(+5.77% ytd); HSI: 23580.43 (+4.95% ytd)

- Head of Research China’s top picks are: China Life
(2628.HK) and China Lumena New Material (67.HK));
Head of Research Hong Kong's top picks are: AIA
(1299.HK and HSBC (5.HK).

- We continue to Overweight CSI300, HSCEI and HSI.
PhillipETF recommends ChinaAMC CSI300 Index
ETF (83188.HK) as a proxy for the A-share CSI300, H-
Share Index ETF (2828.HK) as a proxy for the H-
share HSCEI, and Tracker Fund of Hong Kong
(2800.HK) as a proxy for HSI.

- 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.

- Marketweight CN bonds & Underweight HK bonds

In the last quarter, China’'s GDP grew by 7.9% y-y,
exceeding the market expected 7.8% y-y pace, after the
7.4%y-y gain in 3q12. Overall, China closed 2012 with an
upward surprise in GDP growth, achieving 7.8% y-y
growth for the whole year, beating the average market
expectation of 7.7% y-y but right on our estimate. The
outperformance adds a more positive sentiment towards
nation’s economic outlook in 2013.

In our last CN & HK strategy report on 19 Dec 2012, we
included a detailed discussion on the guidelines and
tasks of 2013 economic policies set by the government
during the central economic work conference held in
Dec last year. To reiterate, the government is committed
to forging an “efficient and quality” growth, which we
believe is beneficial to a sustainable growth in the long
term, rather than simply of high speed. Economic data
for the past few months adds to our case of economic
bottoming out in a moderate pace. Domestic demand is
sound while exports could be fragile amid a EZ
recession and US fiscal uncertainties. We expect no
massive monetary loosening in the near term as it risks
exacerbating property prices and inflation; meanwhile
the continued recovery reduces the urgency of doing so.
Going forward, the key growth drivers would be more
about consumption and investment associated with the
nation’s continued urbanization process. We maintain
our call for the year of 8.0% y-y GDP expansion with
inflation of 3.0%. PBoC is not expected to tighten its
current 6% benchmark rate as the economy is only just
bottoming.

MCI (P) 145/11/2012
Ref. No.: SG2013_0022

Phillip Securities Research Pte Ltd

2012 China Real GDP / Inflation: 7.8% / 2.5%

2013(f) China Real GDP / Inflation: 8.0% / 3.0%

In Hong Kong, consumption and exports both are

coming in above expectations for 4q12, prompting us to

raise 2012 GDP growth forecast to 1.5% from 1.2%,

inflation expected at 3.9%. The improvement is mainly

attributable to the rising demand from China and

improved retail sales in US. Property price continued to

a new record, which may prompt the government to add

curbs to housing market. Due to its privileged position

of taking ride on China’'s recovery, we hold a positive

outlook in Hong Kong economy, expecting growth to
accelerate this year to 3%, with inflation at 4%.

We maintain our Overweight on all 3 indices: the CSI300,
the HSCEI, and the HSI on attractive valuations and
China’'s economic reacceleration, noting that all the 3
indices have cleared some resistance levels and are
likely to aim higher (2700 for CSI, 12800 for HSCEI and
24000 for HSI). We marketweight China bond market and
underweight Hong Kong bond market. We hold a
positive outlook for CNY and negative outlook for HKD
against peers in the long run.

1of 13

China Economic Metrics and Growth Outlook:

Fig.1 China’s GDP growth reported 7.9% y-y in 4q12, higher than the
market expected 7.8% y-y pace. GDP for the whole year 2012 expanded
7.8% y-y from 2011, right at our estimation. Going forth, we expect the
nation’s economic recovery to continue at a moderate pace mainly on
domestic demand as export is likely to remain fragile amid a Eurozone
recession and US fiscal cutbacks.
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Fig.2 Retail sales has beaten market expectations for a fourth straight
month, reporting 15.2%y-y in Dec, compared to consensus of 15.1%y-
y growth and prior 14.9 % y-y for Nov. The continued improvement in
retail sales indicates a better outlook for domestic consumption, which
is also aligned with the government’s long term strategy of gradually
reducing the growth reliance on investment and export.
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Fig.3 Fixed Asset Investment grew by 20.6% y-y in the 12 month period
ended in Dec, a slightly slower pace compared to the 20.7% y-y gain
during the 11-month period till Nov. Despite the slight pullback, the
above 20% growth should be still considered as more than decent.
Going forward, the government would continue to forge a balanced
growth path rather than simply speed, and we expect that average 25%
growth has become athing of the past. Nonetheless, we do not expect

a major investment slowdown due to the nation’s continued
urbanization process.
40 A w2 -rolling FALnOmMi-growth Yoy-y
w2 rolling FAI nomi growth %hy-y
35 A
30 ~
25
"\
20 A ’
15 4
10

g0/uEr
L0/uEr
30/UEr
30/Uer -
Il uer
| LAUEr
Z| e
£lLuer

Source: PSR, CEIC

Fig.4 Export growth unexpectedly surged to 14.1% y-y in Dec, far
exceeding the market expected 5.0% y-y gain, after the 2.9% y-y
growth in Nov. The improvement in export is a combination of a major
acceleration in demand by ASEAN, a stabilizing demand from US and a
narrower contraction of demand from EU. Data of exports to ASEAN is
encouraging; however the boosting effect is limited as it contributes to
only 10% of China’'s total export, while exports to US and EU
contribute around 20% each. Going forward we do not expect the Dec
exports growth rate to sustain as although the global economy is in a
cyclical rebound, weak demand from industrialized nations remain.
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Fig.5 Official manufacturing PMI stayed unchanged at 50.6 in Dec,
indicating a mild expansion in manufacturing activities. On the other
hand, the 51.9 preliminary reading of Jan HSBC manufacturing PMI,
beat the market's forecasted 51.7 and Dec’s final reading of 51.5,
reflected a faster than expected expansion in small and medium
manufacturing business, the sector which bred the most concern
during the slowdown due to heavy borrowing from non-traditional
sources (i.e. non-bank). The fact that business has picked for SMEs
allays concerns of default risk. Official non-manufacturing rose further
to 56.1 in Dec, from 55.6 in Nov, indicating accelerating non-
manufacturing activities; the rise contrasts to a slight drop of HSBC
services PMI, from 52.1 in Nov to 51.7 in Dec, indicating a slightly
slower expansion in the nation’s small and medium businesses in the
service sector.
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Fig.6 The growth of industrial value-added continued to improve for a
fourth straight month, reporting 10.3% y-y in Dec, beating the market
expected 10.2% y-y and prior 10.1% y-y pace in Nov, adding to our
case of bottoming-out.
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Fig.7 Along with the economic re-acceleration, risk of inflated housing
price bubble revived. In Dec, 54 out the 70 major cities saw monthly
increases in new residential apartment price; this compares to 53 in
Nov and 35 in Oct. As the government commits a “steadfast” effort to
curbing property prices, the likelihood of massive monetary loosening
to is reduced in the near term. On the other hand, we do not expect an
aggressive tightening measure by the government as well because it
might hamper the nascent economic recovery.
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Fig.8 In Dec, inflation picked up to 2.5% on rising vegetable price due
to the coldest winter in 27 years, from the 2.0% in Oct, exceeding the
market expected 2.3% pace. PPl continue to stabilize, reporting a
narrower y-y drop of 1.9% in Dec, after the 2.2% y-y drop in Nov,
reflecting stabilizing production activities. As holiday season of
Chinese New Year approaches, the increasing household demand is
likely to maintain prices at a high level, which also erodes the scope of
further loosening by the government.
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China Growth & Inflation Forecast:

e Inour last CN & HK strategy report on 19 Dec 2012, we
included a detailed discussion on the guidelines and
tasks of 2013 economic policies set by the government
during the central economic work conference held in Dec
last year. To reiterate, the government is committed to
forging an “efficient and quality” growth, which we
believe is beneficial to a sustainable growth in the long
term, rather than simply of high speed. Economic data
for the past few months add to our case of economic
bottoming out in a moderate pace. Domestic demand is
sound while exports could be fragile amid a likely EZ
recession this year and US fiscal uncertainties. We
expect no massive monetary loosening in the near term
as it risks exacerbating property price bubble and
inflation; meanwhile the continued recovery reduces the
urgency of doing so. Going forward, the key growth
drivers would be more about consumption and
investment associated with the nation’s continued
urbanization process. We maintain our call for the year
of 8.0% y-y GDP expansion with inflation of 3.0%.
PBoC is not expected to tighten its current 6%
benchmark rate as the economy is only just
bottoming.

HK Economic Metrics and Growth Outlook:

Fig. 9 HSBC manufacturing PMI for Hong Kong stepped down from the
9 month high of 52.2 in Nov, reporting 51.7 in Dec, indicating a slightly
slower expansion in the city’s business activities. Along with China’s
economic bottoming out, HSBC PMI for Hong Kong has indicated
expanding business activities in 5 out of the past 6 months. Going
forward, we expected the re-accelerating China economy to keep
lending support to Hong Kong, though the pace could be slow.
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Fig.10 Retail sales rose by 9.5% y-y in Nov, beating market expected
4.2% pace after the 4.0% y-y gain in Oct, reflecting improving domestic
consumption.
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Fig.11 Growth of total export improved to approximately 7.0% y-y in
the 3 month period ended in Dec, with single month y-y growth
achieved double digit gains in 3 out of the past four months. The
improved export is mainly attributable the rising demand from China’s
re-acceleration and a recent improvement in US retail sales.
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Fig.12 Nov property price renewed record, reporting 30% higher than
the 1997 peak where last housing price bubble burst. The price bubble
is fueled by the huge influx of China mainland buyers, imported near
zero percent US Fed Funds Rate, and open-ended US QE. The
government has introduced a series of tightening policies such as
tightening mortgage requirement and imposing 15% tax on overseas
buyers and company buyers, and we expected further government
intervention in housing market.
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250 - policy meeting held by China’s new central politburo.

230 | Property Price Index 1999 = 100 Domestic Premise Since then, _C_S|300 inde)_( has rallied by 23%, and along
the way positive economic data such as PMI, retail sales
210 1 and industrial production contribute further to the
190 1 improved sentiment in China’s A share market. In our 19
170 - Dec strategy report, we said the CSI300 was aiming at
150 - the resistance level near 2500, which has already been
130 1 cleared and turned into a support level within the last
110 | one month. Backed by the improving macro data and still
90 ‘ VR ‘ ‘ i ‘ cheap valuation, the current sentiment is unlikely to
- [ [ Lu [ [ &) [ . . . . .
202 2 2 > g ] ] 2 o 2 reverse despite a possible consolidation in the near term,
wd 8§ 8 B B8 2 8 EB & which we view as gathering strength to challenge the
strong resistance level at 2700. HSCEI has also stood
Source: PSR, CEIC upon the 12000 target level of in our 19 Dec report.
Presently the HSCEI is consolidating at the 12000 level
Fig.13 Hong Kong’s underlying inflation stayed unchanged at 3.8% in after breaking through and is likely to turn it into support,
Nov. The recent hiking inflation in mainland China would likely export it could then aim for the resistance level near 12800.

inflation to Hong Kong, and the city’s price is also vulnerable to the . . . .
inflation pressure introduced by QE in the long term. Going forward, While for HSI, the nice UDward trend is unbroken, and is

we expect a slight pickup in Hong Kong’s inflation. grinding through the massive resistance region between
23000 and 24500.

10 ——— China CPI % y-y ——HK underlying CPI % y-y
g | Fig.14 All 3 indices have PE ratios near their respective historical low
at Lehman Meltdown, indicating attractive valuations.
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e Due to the recent upside surprise in retail sales and
exports data, we adjust our 2012 forecast of Hong 30 trailing PE - LHS T 22000
Kong’'s GDP growth upward from 1.2% to 1.5% (3.9% ——leading PE - LHS T 20000
inflation) and maintain a preliminary call of 3.0% 25 ——HSCEl index - RHS + 18000

GDP growth and 4.0% inflation for 2013 in
consideration of the effects from a rebounding China
economy and importing open-ended QE and low
interest rates from US.

Asset Strategy

e Stock Market: We maintain our Overweight rating 5 o~ + [ o o . 200
(since 22" Oct 12) for all 3 indices. P/E ratios for g 2 2 2 ] 8 3 3 3
CSI300 (12X), HSCEI (9.5X) and HSI (12X) are all S S & 3 S = N & =~
residing near the lower end of their respective historical
ranges, indicating still cheap valuations despite recent
rallies and therefore continued attractive buys from a
long term perspective. HSI and HSCEI have displayed
nice upward trends since 2" half of last year, driven by
the nascent signs of China’'s economic bottoming and
subsequent US QE3, while the A-share CSI300 index
has been sluggish until the start of last December, from
which we observed a strong rally, triggered by economic
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We recommend the physically backed ETF,
ChinaAMC CSI300 ETF (83188.HK) as a proxy for A-
share CSI300 index. For HSCEI we recommend H-
Share Index ETF (2828.HK) as a proxy. And we
recommend 2800.HK as a proxy for HSI. CSI300
contains 300 major big cap Chinese companies listed in
Shanghai and Shenzhen exchange and the CSI300 ETF
is denominated in CNY. HSCEI contains all the Chinese
enterprises listed in Hong Kong market and the
corresponding 2828.HK ETF is denominated in HKD.
HSI contains 49 largest companies listed in Hong Kong
and the constituent companies also have significant
business exposures in China. The corresponding index
ETF 2800.HK is denominated in HKD. In the long run,
we see 3 indices tracking each other well as the indices
are all highly correlated with the well-being of China’s
economy. Nevertheless there could be short term
discrepancies in the 3 indices due to the different
constituent companies and differences in market
sentiments of buyers. The majority of CSI300 constituent
stock buyers are mainland domiciled while HSCEI and
HSI is open to international investors.

Bond Market: We observe a mild pickup in the yields of
especially the 10 yr government bonds as China’s bond
market is gradually losing favour to stocks due to the
nation’s economic recovery. However, considering the
higher yields against peers, the relatively tame inflation
and the positive long term outlook for CNY, we still like
China bonds. The reported acceleration in Dec property
price and inflation is likely to deter the yields from going
lower but do not erase the possibility as the yet
economic recovery might still need support from a
relatively weak borrowing cost environment. So on
balance we maintain our marketweight rating for
China bond market.

We assign an underweight rating to Hong Kong’s
bond market as the yield is already so low and there is
not much room to going down further.
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Fig.15 China Government 2y/10y bond yields and spread
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Fig.16 Hong Kong Government 2y/10y bond yields and spread
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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, there
are competing forces. On one hand, the recovery of
China’s economy would likely induce fund inflow to
China (i.e. CNY appreciation) to take advantage of
China’'s bottoming out. On the other hand, the
government has an incentive to maintain a stable or
weak CNY to bolster the nation’s faltering export growth.
Therefore, we assign a neutral rating to CNY against
major trading currencies in the near term. To sum up, we
expect CNY exchange rate to remain relatively stable
in the short term, but continue to appreciate in the
long run. As for HKD, which is pegged to USD, the
open-ended QE by FED would likely depreciate HKD
against other major trading currencies.
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Fig.17 USD:CNY, HKY:CNY exchange rates would decrease approximately by 38% y-y to RMB11.4

8.5 - ———USD:CNY - LHS 11 billion with the EPS of RMB0.40 in 2012;
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81 ' e However, recently there was news that CSRC would
75 | T1 approve domestic insurance companies to open retail
1 0.95 fund management business in future, which may help
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+ 0.9 . o . .

65 diversified investment channels. Therefore we believe
S T 0.85 the insurers’ incomes, especially the investment incomes,
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e We believe the profits of the Group would increase
significantly in the next two years, and we hold optimistic
views for its future performance. We increase the 12-
month target price to HK$31.66, as its share price had

. reached our previous target price recently. The new

STOCK PICKS: target price is around 17.25% higher than the latest

closing price, and equivalent to 2013P/E34.9x and

P/B3.4x respectively. Maintain Buy rating.

Source: PSR, Bloomberg

e Head of Research China top picks are: China Life
(2628.HK) and China Lumena New Materail (67.HK)

) ) Figure 19. Growth of the premiums of China Life
China Life (2628. HK)
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Figure 20. Changes of main insurers’ market shares in terms of life
e According to the data from CIRC, the premium incomes insurance premiums in China
of China Life (or the Group) reported RMB298.772 billion  varket share
in Nov 2012, 0.81% lower from year ago. The premium ;;; oo -
incomes has been decreasing since Feb 2012, but the o .. | ENCI Taikan Life
recent contractions have narrowed;

China Life China Pingan MCPIC

80.00% | | B
Il I
e The Group’'s total assets increased significantly by ;2222 I I I [l | i I i I [ | I
12.6% y-y to RMB1.78 trillion as end of 2012, equivalent ; i [ | I I I I I I
to BVPS of RMB7.50, 10.7% higher than that of 2011; %0.00%
40.00% |-
00+ M B B EBEEEREEREERBEBE- B B B B >

e As of end of Sep 2012, accumulated net profits of China
Life reached RMB7.428 billion, 55.57% lower compared  20-00% |
to a year ago and also much lower than our expectation.  10.00%
This was because of the significant increase in  0.00% e
impairment losses, which reported RMB29.024 billion, i
3.84 times the reading of a year ago;
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Nov-12

Source: CIRC, PSR
o Due to much slower-than-expected profit growth in the
first three quarters of this year, we reduce our previous
profit estimation, and forecast the Group’s net profits
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Figure 21. Annualized TIR of Chinalife e The unit price of thenardite in the 2HY of 2012 is in low
13%30/:“7 Quarterly total investment return (TIR) range, therefore there _is higher probability of_ir_1creas_es
. annualized TIR cqmpared_ to the 0(_1ds in 2011. The potential rising price
will benefit thenardite business.
12.00%
10.00% e Both the market demand and unit price of PPS products
8.00% |- has b_een increasing, which would likely improving
REEEE B N operating results.
ROl R B
WAl e ° CLMN_ had finished_ the _refinan_c_e of 25_OM senipr notes,
et R R BEEFEEFEFII EEE L BEE e N reflecting a good financial position which contributes to
2.00% the ability of further business expansion.
000k e e D N g e dN®aa~e o TheEPSin 201l is CNY 0.23. The increase of issued
EEEE8883838888833238]¢7F share results in a lower nominal EPS. We estimate that
SRSRJJIIISLRIIIIKKI]IRKIRIRER the operation results of the 2H will be improved. With the
Source: Company report, PSR adjustment of business structure, the growth in medium
and long term will be stable. We estimate that the EPS in
Figure 22. Estimation of China Life’s profit growth 2012 and 2013 will be CNY 0.24 and 0.39 respectively.
Growth rate yoy -ﬁsttﬁ:zsi Zremiums Considering the current market condition, the target price
100.00% - M Net profit of quity holders of the company in next 5 months is HKD 245’ equalent to 5X PE

according to our estimation. The rating is BUY.
80.00%

Fig 24.Revenue of CLNM in 5 years

7,000

60.00%

40.00% —

5,000 -
4,000
3,000 -
2,000
-
0 + .

= Revenue

20.00%

0.00%
2009A

2010A

-20.00% |

-40.00% [

-60.00% -

Source: Company report, PSR
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China Lumena (67.HK) Fig 25.Net Profit of CLNM in 5 years
2500
Fig. 23 China Lumena 2000
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e Since the unit price of thenardite is stable, CLNM's 015 |
thenardite business will be steady. Thanks to its 0.10
business advantages, the negative effect from external ol | ‘ _
competition pressure will be low. 2009 2010 2011 2012E 2013E
mEPS (CNY)

Source: Company report, PSR
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Head of Research Hong Kong's top picks are: AIA
(1299.HK and HSBC (5.HK)

AIA (1299.HK)

Fig. 27 AIA
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Source: PSR, Bloomberg
e The Group announced to acquire ING insurance

business in Malaysia. The consideration to be paid is
Euro $1.336 billion (equivalent to US$1.73 bhillion). The
acquisition has yet to be approved by the local and
Netherland's regulatory authorities. Reviewing the ING
Malaysia business, its market share is around 13.5% by
the earned premiums in 2011, which is the third largest
in Malaysia (AIA is the fourth largest insurance
company). It serves 1.6 million customers and employing
9200 insurance agents. Its bancassurance services are
the second largest in Malaysia. The annualized new
premiums accounted for 18% of the market share. 65%
of the annualized new premiums were come from the
agent, and the rest was from the bancassurance
business. Reviewing its results in the last year, net profit
was US$ 91 million; the embedded value was US$ 952
million. Using approximately 19x P/E and 1.8x
embedded value multiple, the consideration is
reasonable. In addition to the profit margin of the value
of new business of only 25.4%, comparing to the AIA
Group's up to 41.4%, synergies are significant to
enhance the profit margin of ING Malaysia business after
acquisition.

After acquisition, the combined customer base will
become 2.6 million and the number of agents will
increase to 16,000. It will become the Group's fourth-
largest contribution region of net profit, contributing
nearly 13% of the Group's profit. We expect AIA to
become the market leader in that region after the
acquisition of the business and market share will be
doubled to 25%, result in higher revenue weight on its
banking insurance business.

Coupled with launching Islamic insurance products last
year, the Group effectively expanded its market share in
that region. The management expects the acquisition to
be paid by internal cash or debt financing. The Group
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are financially strong and has healthy balance sheet, we
don't see the equity financing needs. The Group is
expected to use US$55 million to integrate the business
within three years, and the synergies generate US$24
million at the end of 2015. Therefore, we are optimistic
about the operation prospects of that region.

The Group's annualized new premiums, and the value of
new business rose steadily. As we expected in the report
on first quarter results, 1H2012 annualized new
premiums in the emerging market region, including
Vietnam, Indonesia, Philippines and other markets
reached US$ 260 million, rose by 28% yoy, marking the
best region in the Group. We estimate that with the
sustained economic growth in the three emerging
countries (Vietnam, Indonesia, the Philippines), the value
of the new business and the annualized premiums
growth are expected to outperform the Group's average,
becoming the growth engine of the Group in the future.

Assumption for H Model:

Dividend in 1H FY12 =$0.1233 HKD
Long term Average Growth rate =6.3%
Short-term Average Growth rate = 9%
Required Retun = 7.5%

Length of high growth period= 7 years
Source: PSR

We expect that the Group to grow at 9% annually in the
first seven years ahead and at 6.3% annually afterwards.
e. The Group distributed dividend of HK$12.33 cents per
share in the first half of 2012, slightly higher than last
year's HK$11 cents. In addition, earnings per share rose
by about 9% yoy to US$0.11.

By H model, we calculated the intrinsic value per share
to be HK$ 34. Corresponding to P/B rate about 2 times
and P/E ratio about 18.88 times, embedded value
multiples of the new business is around 19 times.

Operating performance was slightly better than we have
expected before, so we raised our valuation of the Group
accordingly. Beyond the significant synergies from
Group's acquisition of the ING's Malaysian business, a
positive impact is expected on the Group's overall
operations. As we have yet to see any improvement in
the operations in Korea, we only increased our target
price and valuation modestly.
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We expected the performance of HSBC to be driven by

HSBC (5.HK) good cost control in the next year. First of all, HSBC has
_ continued to cut costs and improve the cost-
Fig. 28 HSBC effectiveness ratio since the strategy day in 2011.
o trailing PE - LHS ——leading PE - LHS —— share price - RHS 140 According to the results of the third quarter of this year,
301 1120 o However, the cost-efficient ratio has been deteriorating,
25 4 + 100 mainly because of the extraordinary spending of US$ 1.2
20 1 + 80 billion in the Q3 of this year, including restructuring costs
15 4 1leo of US$ 660 millions, compensation to British customers
10 | 110 of about US$ 1.7 billion, a provision of US$ 1.5 billion to
W the U.S. anti-money laundering investigation. In total, the
5] 720 extraordinary spending was nearly US$ 4 billion.
0 ‘ ‘ ‘ ‘ ‘ 0
“; 5 5 § 5 5 5 § e As these costs are likely to be one time and are not
< & 3 = = N & = related to core operations, we expected a better profit

Source: PSR, Bloomberg

On 11th May 2011, group's strategy day, the senior ®
management presented future target of group as below:

margin in the years ahead.

The current P/B of HSBC is about 1.2X, close to the five-
year average. The Group's cost-efficient ratio is slightly
higher than its peers. However, with the on-going global

o] Maintain the return of equity 12-15%

o Before 2013 Cut cost US$ 2.5-3.5 billion, cost business restructuring and an improving global market,
efficient rate achieved 48-52% we expect double-digit growths in EPS during 2012 and

o Maintain target dividend payout ratio 40-60% 20_13. We ma_intain "accumulate" investment rating, and

) Restructure the global business raise target price to HK$ 95.

o] Actual Operating performance in Q3

o] ROE about 10%

o] Cut cost US$ 3.1 bhilion, cost efficient rate

achieved 57.5%
Maintain target dividend payout ratio 40-60%
o Sold and exit 41 non-core businesses

e In first month of 2013, our Quarter target price 85 HKD
was achieved, mainly due to strong market conditions.
However, we recommended clients to be more cautious
as the current prices of HSBC fully reflected the value of
its fundamentals. We expect the results of HSBC to
improve comprehensively in mid of 2013. However, as
the market is likely to be affected by news on U.S. debt
ceiling and China enterprises’ performance of last year,
we recommend investors to be more cautious

e The operation of HSBC has gradually improved; we
maintained our profit forecasts of the group for this year
and next year, at HK$8 and HK$9.34 respectively. We
project earning growths at 11.7% and 16.75% yoy.
Expected P/E are about 10.625X and 9.1X, while
forecasted P/B are 1.2X and 1.124X respectively in 2012
and 2013. EPS is expected to reach HK$8, and HK$3.6
would be paid out as dividend; the dividend payout ratio
can be sustained at 45%. Our forecast is conservative,
considering the good cost control and the potential
improvement in operating performance in 1H2013; we
raise the target price to HK$95, and maintain
"accumulate" rating. If the situation is as good as we
expect, the target price can be achieved in 1Q2013. To
be more optimistic, the share price may reach HK$100 in
the first half of 2014.
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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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Contact Information (Singapore Research Team)

Chan Wai Chee
CEO, Research
Special Opportunities
+65 6531 1231
yebo@phillip.com.sg

Magdalene Choong, CFA
Investment Analyst
Gaming, US
+65 6531 1791
magdalenechoongss@phillip.com.sg

Ken Ang
Investment Analyst
Financials
+65 6531 1793
kenangwy@phillip.com.sg

Nicholas Ong
Investment Analyst
Commodities
+65 6531 5440
nicholasonghg@phillip.com.sg

Joshua Tan
Head of Department
Global Macro, Asset Strategy
+65 6531 1249
joshuatan@phillip.com.sg

Go Choon Koay, Bryan
Investment Analyst
Property
+65 6531 1792
gock@phillip.com.sg

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

Peter Johnson Lee
Research Assistant
General Enquiries
+65 6531 1240 (Phone)
+65 6336 7607 (Fax)
research@phillip.com.sg
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Derrick Heng
Investment Analyst
Transportation, Telecom.
+65 6531 1221
derrickhengch@phillip.com.sg

Travis Seah
Investment Analyst
REITS
+65 6531 1229
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Roy Chen
Macro Analyst
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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
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
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