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Huatai Best Ideas — April 2018

Launch of monthly product — Huatai Best Ideas

We initiate our monthly product “Huatai Best Ideas” that aims to provide our near-
term market view and to offer Huatai sector analysts’ best trading ideas for the
month. We expect short-term market volatility to continue into April, but upcoming
revival of economic activity and attractive valuation after the panic selling of the
past few weeks could support the H-share market edging higher. The top
recommended stocks from our sector analysts for April are China National Building
Materials, Tencent, CSA, Li Ning, Chow Tai Fook, Anton Qilfield Services, Brilliance
China, and China Longyuan.

Near-term market volatility likely to continue

We highlight four key risks that could extend market volatility in the near term. They
are: 1) concerns on more aggressive interest rate increase and tighter liquidity; 2)
a strong RMB coupled with market volatility; 3) HKD weakness; and 4) fears of a
trade war (as detailed in our 2Q outlook). With the US Federal Reserve announcing
a 25bp interest rate hike on 21 March, and the PBoC following suit by lifting repo
rate by 5bp and HKMA raising the base rate by 25bp, short-term overhang seems
lower on this front. Meanwhile, Sino-US trade tension has become a more
prominent tail risk recently (for overall market and sector by sector implications,
see Sino-US trade conflict: where to look for resilience). Nonetheless, after a spate
of panic selling in the market, and with economic activity likely starting to recover
in April, we think the index could edge higher. Amid market turbulence, we like
companies that have resilient growth prospects or that have low valuation and
improving fundamentals.
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Huatai Best Ideas

Company Code TP (HKD) Rating
CNBM 3323 HK 11.30 BUY
Tencent 700 HK  498.50 BUY
CSA 1055 HK 11.20 BUY
Li Ning 2331 HK 9.90 BUY
Chow Tai Fook 1929 HK 10.60 BUY
Anton Oil 3337 HK 1.60 BUY
BCA 1114 HK 23.50 BUY

China Longyuan

916 HK 7.50 BUY

Source: Huatai HK Research estimates
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Huatai Financial Holdings (Hong Kong) Limited is abbreviated as Huatai HK throughout this report. 1
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Recommendation rationales

China National Building Materials (3323 HK): 1) on-track demand recovery coupled
with normal inventory level support a near-term cement price hike, on top of already high
profitability; 2) stable 2018E supply-demand outlook; profitability to stay at record-high
level; 3) more potential synergies upon completion of CNBM-Sinoma merger (expected
in May); 4) pressure on gearing ratio to ease, relieving market concerns; and 5) low
valuation, with 2018E PE at 5.6x.

Tencent Holdings Ltd (700 HK): 1) certain and high earnings growth boosted by its
gaming and digital media businesses; 2) further monetization potential in cloud, payment
and advertising businesses; and 3) comprehensive online entertainment and social
networking ecosystem lay foundation for long-term growth.

CSA (1055 HK): the greatest beneficiary of the industry upcycle supported by tightening
supply and airfare deregulation.

Li Ning (2331 HK): 1) margin expansion due to enhanced efficiency; and 2) accelerating
topline growth.

Chow Tai Fook (1929 HK): 1) we expect good performance in HK due to recovering retail
sentiment, increasing numbers of PRC visitors, and RMB appreciation; 2) operating
leverage in HK; and 3) better-than-expected expansion of Chow Tai Fook’s business in
China.

Anton Qilfield Services (3337 HK): 1) currently trading at 0.7x 2018E PB, lower than its
historical average PB of 1.3x; 2) after buying back its 40% stake in its Irag subsidiary, we
expect Anton to fully benefit from the growing local market, where large order intake is
expected in 2018; 3) the China market could be another unintended driver as we expect
PetroChina/Sinopec to boost their 2018 upstream gas spending significantly to tackle the
widespread gas shortage problem in north China; and 4) with its debt burden loosened
and balance sheet risk reduced in late 2017 (we expect net gearing to decline to 70% in
2018 vs 109% in 2016), we think Anton is likely to shift its focus from pursuing debt
refinancing to business growth and market expansion.

Brilliance China Automotive (1114 HK): 1) beneficiary of consumption upgrade and
rising demand for premium autos; 2) strong new-model cycle and predictable earnings
growth in 2018E-2020E; 3) attractive valuation; and 4) debut of BMW X3 at Beijing Auto
Show in late April should be a major catalyst.

China Longyuan (916 HK): 1) the utilization hours for wind power in China will continue
to rise in 2018, driven by lower curtailment rate; we expect Longyuan’s utilization hours
to reach 2,180 hours in 2018 and have already seen its wind power generation grow by
33.0% yoy in 2M18; and 2) downside risks from higher interest rates, and direct power
sales dragging down ASP, are already priced in.
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Fig.1. Huatai Best Ideas: April 2018

Total mkt cap

Price Target price

2018E PE 2018E EPS 2018E

2018E 2017E div

Ticker Name Industry Group Rating (USDmn) (HKD) (HKD) (x) growth (%) PB(x) ROE (%) vyield (%)
3323 HK CNBM Materials BUY 5,669 8.24 11.30 5.6 95.9 0.7 13.3 2.4
700 HK  Tencent Holdings Software & Services BUY 523,184 432.20 498.50 40.3 14.4 10.7 30.0 -
1055 HK CSA Transportation BUY 14,762 8.57 11.20 6.9 64.5 1.2 18.3 14
2331 HK Li Ning Consumer Drbls & Appl BUY 2,255 8.12 9.90 21.9 40.3 28 13.6 -
1929 HK Chow Tai Fook Retailing BUY 11,341 8.90 10.60 19.2 18.4 25 13.6 35
3337 HK Anton Qilfield Services Energy BUY 319 0.94 1.60 14.0 141.7 0.7 57 -
1114 HK Brilliance China Auto Auto & Components BUY 11,573  18.00 23.50 8.5 78.4 2.2 28.3 1.5
916 HK  China Longyuan Utilities BUY 6,247 6.10 7.50 8.9 19.2 0.8 9.5 1.9
Note: data as at 27 March 2018 close

Source: FactSet, Huatai HK Research estimates
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Analyst Certification

The views expressed in this report accurately reflect the personal views of the analyst(s) about the subject securities or issuers; and no part of
the compensation of the analyst(s) was, is, or will be, directly or indirectly, related to the inclusion of specific recommendations or views in this
report. Cheng LV; Hanzhi DING; Bruce WANG; Saiyi HE; Xiaofeng SHEN; Qian YAO; Zhixuan LIN; Wenrui YU; Tony LIU

Important Disclosures

Huatai Financial Holdings (Hong Kong) Limited is regulated by the Securities and Futures Commission in Hong Kong and is the wholly owned
subsidiary of HTSC (A joint stock company incorporated in the People’s Republic of China with limited liability under the Chinese corporate name
“EFRIE % R B PFR/AS)” and carrying on business in Hong Kong as HTSC).

Huatai Financial Holdings (Hong Kong) Limited and/or its affiliated companies has acted, currently is acting and/or may act as market maker in
the bond securities of the companies mentioned or recommended in the report.

Guide to Huatai Financial Holdings (Hong Kong) Limited Investment Rating
Huatai Financial Holdings (Hong Kong) Limited investment ratings are according to analysts’ expectations of stock performance within six months
vs relevant market benchmark, as indicated below.

Market Benchmark for is ()

Stock Rating Definitions

BUY: The analyst expects the stock to outperform more than 15% vs the relevant market benchmark.

HOLD: The analyst expects the stock to perform within -10%~15% vs the relevant market benchmark.

SELL: The analyst expects the stock to underperform below -10% vs the relevant market benchmark.

Rating suspended: The rating, target price and estimates have been suspended temporarily to comply with applicable regulations and/or firm
policies.

Not rated: Stocks are not in regular research coverage. Investors should not expect continuing or additional information from Huatai relating to
such securities and/or companies.

Industry Rating Definitions

OVERWEIGHT: The analyst expects the performance of his or her industry coverage universe to be favorable vs the relevant market benchmark.
NEUTRAL: The analyst expects the performance of his or her industry coverage universe to be in line with the relevant market benchmark.
UNDERWEIGHT: The analyst expects the performance of his or her industry coverage universe to be unfavorable vs the relevant market
benchmark.

Additional Information is available upon request.

General Disclosures

DISTRIBUTION TO INSTITUTIONAL AND PROFESSIONAL INVESTOR (AS DEFINED BY SECURITIES AND FUTURES ORDINANCE
(CHAPTER 571)) CUSTOMERS
This document has been furnished to you solely for your information and may not be reproduced or redistributed to any other person.

The information herein is prepared and published by Huatai Financial Holdings (Hong Kong) Limited and is strictly confidential to the recipient.
This publication is intended for Huatai Financial Holdings (Hong Kong) Limited, its clients, Huatai Financial Holdings (Hong Kong) Limited’s
subsidiaries, branches of Huatai Financial Holdings (Hong Kong) Limited, HTSC and its subsidiaries, to whom it has been delivered and may not
be reproduced, transmitted or communicated, in whole or in part, to any other person without the prior written consent of Huatai Financial Holdings
(Hong Kong) Limited. To the extent that onward distribution is permitted by Huatai Financial Holdings (Hong Kong) Limited, the recipient shall
obtain independent local advice to comply with applicable laws and regulations before onward distribution.

Huatai Financial Holdings (Hong Kong) Limited is not a U.S. Financial Industry Regulatory Authority (“FINRA”) registered member, and Huatai
Financial Holdings (Hong Kong) Limited research analysts are not registered/qualified as research analysts with FINRA.

This publication is (i) for your private information, and we are not soliciting any action based upon it; (ii) not to be construed as an offer to sell or
a solicitation of an offer to buy any security in any jurisdiction where such offer or solicitation would be illegal; (iii) based upon information from
sources that we consider reliable, but has not been independently verified by Huatai Financial Holdings (Hong Kong) Limited. This publication
provides general information only. It is not intended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation and the particular needs of any specific person. This publication may contain information obtained from third parties,
including ratings from credit ratings agencies and the distribution of third party content in any form is prohibited except with the prior written
permission of the related third party. Third party content providers do not guarantee the accuracy, completeness, timeliness or availability of any
information, including ratings, and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the
results obtained from the use of such content. Third party content providers give no express or implied warranties, including, but not limited to,
any warranties of merchantability of fithess for a particular purpose or use. Third party content providers shall not be liable for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including lost income or
profits and opportunity costs) in connection with any use of their content, including ratings. Credit ratings are statements of opinions and are not
statements of fact or recommendations to purchase, hold or sell securities. They do not address the suitability of securities or the suitability of
securities for investment purposes, and should not be relied on as investment advice.
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Figures presented herein may refer to past performance or simulations based on past performance which are not reliable indicators of future
performance. Where the information contains an indication of future performance, such forecasts may not be a reliable indicator of future
performance. Moreover, simulations are based on models and simplifying assumptions which may oversimplify and not reflect the future
distribution of returns.

The facts described in this publication, as well as the opinions, estimates, forecasts and projections expressed in it are as of the date hereof and
are subject to change without notice. No representation or warranty, express or implied, is made as to and no reliance should be placed on
information contained in this publication. Huatai Financial Holdings (Hong Kong) Limited accepts no liability whatsoever for any direct, indirect or
consequential losses or damages arising from or in connection with the use or reliance of this publication or its contents. T his publication is not
intended to provide, and should not be relied upon as professional advice (including without limitation, accounting, legal or tax advice or investment
recommendations) and is not to be taken in substitution for your exercise of judgment. Huatai Financial Holdings (Hong Kong) Limited does not
act as an adviser and assumes no fiduciary responsibility or liability for any consequences, financial or otherwise. Investors shall consider whether
any information or recommendation in this publication is suitable for their particular circumstances and, if appropriate, seek professional advice,
including tax advice.

Investors should consider this publication as only a single factor in making their investment decision and, as such, the report should not be viewed
as identifying or suggesting all risks, direct or indirect, that may be associated with any investment decision. Huatai Financial Holdings (Hong
Kong) Limited produces a number of different types of research product including, among others, fundamental analysis, quantitative analysis and
short term trading ideas; recommendations contained in one type of research product differ from recommendations contained in other types of
research product, whether as a result of differing time horizons, methodologies or otherwise.

Huatai Financial Holdings (Hong Kong) Limited, and/or its officers, directors and employees, may, to the extent permitted by applicable law and/or
regulation, deal as principal, agent, or otherwise, or have long or short positions in, or buy or sell, the securities, options or other derivative
instruments based thereon, of issuers or securities mentioned herein. Huatai Financial Holdings (Hong Kong) Limited may, to the extent permitted
by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in this publication, perform services for or solicit
business from such issuers. Huatai Financial Holdings (Hong Kong) Limited may have served as manager or co-manager of a public offering of
securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report or may be providing, or have
provided within the previous 12 months, other investment banking services, significant advice or investment services in relation to the investment
concerned or a related investment. Huatai Financial Holdings (Hong Kong) Limited may also act as market maker or liquidity provider in the
financial instruments of the issuers.

Huatai Financial Holdings (Hong Kong) Limited manages conflicts with respect to the production of research through its compliance policies and
procedures (including, but not limited to, Conflicts of Interest, Chinese Wall and Confidentiality policies) as well as through the maintenance of
Chinese walls and employee training.

© 2018 Huatai Financial Holdings (Hong Kong) Ltd. All rights reserved.

Legal Entity Disclosures

China: HTSC is approved by the China Securities Regulatory Commission under a qualification to carry out “securities investment consulting”
business. Business license no: Z23032000.

Hong Kong: Huatai Financial Holdings (Hong Kong) Limited holds a license issued by the Securities and Futures Commission in Hong Kong to
carry out “advising on securities” business. License no: AOK809.

Unit 5808-12, 58/F, The Center, 99 Queens Road Central, Central, HONG KONG
Tel: +852 3658 6000 Email: research@htsc.com
Fax: +852 2169 0770 http://www.htsc.com.hk/
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