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Huatai Best Ideas — May 2018

Market has yet to recover from weak sentiment

As at 27 April, the China/HK market registered small positive returns for the month,
with the HSI and HSCEI edging up 0.62% and 0.57%, respectively. Among the four
risks we highlighted in our 2Q outlook, concerns over rapid overseas interest rate
rises and trade conflicts have become more threatening in the past few days. In
addition, since late March, southbound fund flows turned to net sell, with rotation
into defensive sectors (see 1Q mainland investor allocation review). Overseas fund
flows so far remain supportive, as indicated by resilient inflows into emerging
market equities in April. We think a strong market rebound may not come in the
near term, but we don’t see a high probability of a massive sell-off either, because
the market could be supported by sectors/companies with resilient growth, as
proven by the strong positive price reaction of select companies after achieving
solid 1Q results. We recommend sticking to companies and sectors with resilient
earnings and that are less sensitive to rising overseas interest rates. Huatai Best
Ideas for May are China National Building Materials, Anton Oilfield Services,
TravelSky, CSA, Tencent, GWM, CSPC Pharma, Livzon, Chow Tai Fook, and Luk
Fook.

Risks to our view

1) A sharp rise in US 10-year treasury bond yield and USD strengthening could
reverse inflows from developed markets to emerging markets; and 2) evolution of
the Sino-US trade conflict could dampen risk appetite and derail the global
economic recovery.
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Huatai Best Ideas

Company Code TP (HKD) Rating
CNBM 3323 HK 11.30 BUY
Anton Oil 3337 HK 1.80 BUY
TravelSky 696 HK 27.20 BUY
CSA 1055 HK 11.20 BUY
Tencent 700 HK 498.50 BUY
GWM 2333 HK 11.00 BUY
CSPC 1093 HK 23.80 BUY
Livzon 1513 HK 78.60 BUY
Chow Tai Fook 1929 HK 10.60 BUY
Luk Fook 590 HK 35.00 BUY

Source: Huatai HK Research
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Recommendation rationales

China National Building Materials (3323 HK): 1) on-track demand recovery coupled
with normal inventory level supports 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.

Anton Oilfield Services (3337 HK): 1) signed a milestone contract with Irag National Oil
Company by providing integrated field management services with per annum value of
c. USD100mn, supporting revenue growth in 2018E-2020E; and 2) Sichuan shale gas
market expected to boom in 2018, which should support Anton's China revenue.

TravelSky (696 HK): 1) natural monopoly worldwide; 2) robust air travel demand and
airport expansion driving high growth; 3) three catalysts ahead: IDC, next-gen system and
Umetrip monetization; and 4) unique names in both A and H markets, quite attractive to
southbound investors.

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

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 laying foundation for long-term growth.

Great Wall Motors (2333 HK): overall profitability has recovered due to: 1) procurement
cost reduction by leveraging bargaining power; 2) capitalization of around 50% of R&D
expense; and 3) ramp-up of new models with higher margins.

CSPC Pharmaceutical Group (1093 HK): we see over 30% NP growth in 2018, given:
1) NBP reported 35% yoy revenue growth in 2017, and we expect over 35% yoy growth
in 2018, given expansion of injection on National Reimbursement Drug List (NRDL)
implementation; and penetration of capsules in prefecture-level cities; 2) oncology
segment reported sales growth of 73% in 2017, and we expect this figure to double in
2018E, given sales team expansion and new approval of albumin bound paclitaxel; and
3) decent R&D pipeline, with at least two new molecular entities (NME) slated for launch
in the next 2-3 years.

Livzon Pharma (1513 HK): we predict over 20% net profit growth in 2018, motivated by:
1) fueling up of ilaprazole (accelerated sales of tablets under NRDL implementation, and
injections filing in nine provinces), and we see over 80% growth in 2018; 2) a sales boom
in antiviral granules, spurred by nationwide influenza; and 3) potential blockbusters in
‘MAb+microsphere’ platform to emerge in 2019-2020.

Chow Tai Fook (1929 HK): recovering local retail sentiment, increasing PRC visitors and
better operating leverage.

Luk Fook (590 HK): recovering local retail sentiment, with higher revenue contribution
from HK/Macau market.
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Fig.1. Huatai Best Ideas: May 2018

Ticker Name Industry Rating Total mkt Price Target 2018E 2018E 2018E 2018E 2018E
Group cap (HKD) price PE (x) EPS PB (x) ROE div

(USDmn) (HKD) growth (%) yield

(%) (%)

3323 HK CNBM Materials BUY 5,959 8.87 11.30 6.1 95.9 0.8 13.3 43
3337 HK Anton QOilfield Services Energy BUY 353 1.08 1.80 15.0 158.5 0.9 6.2 2.0
696 HK TravelSky Software BUY 8,260 22.45 27.20 19.0 241 3.0 17.0 1.6
1055 HK CSA Transport BUY 14,473 8.08 11.20 6.6 64.5 1.1 18.3 25
700 HK Tencent Holdings Software BUY 462,878 388.40 498.50 36.5 14.4 9.7 30.0 -
2333 HK Great Wall Motor Auto BUY 13,582 8.17 11.00 7.2 66.5 1.1 16.0 4.2
1093.HK CSPC Pharma Healthcare BUY 16,191 20.35 23.80 334 335 6.7 221 0.9
1513.HK Livzon Pharma Healthcare BUY 5,208 57.75 78.60 21.7 (73.2) 24 10.1 1.1
1929 HK Chow Tai Fook Retailing BUY 13,101 10.10 10.60 21.8 18.4 29 13.6 2.8
590 HK Luk Fook Retailing BUY 2,507 33.35 35.00 16.0 12.1 2.0 12.8 3.3

Note: data as at 27 April market 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; Wenrui YU; Xiaofeng SHEN; Saiyi HE; Zhixuan LIN; Wen DAI; Qian YAO

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 %5 IR BEPFR/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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