Report Review of April 2014

Industry:

Software(Kay Ng), Mainland financial, Utilities (Xingyu
Chen), Mainland Telecom (Fanguohe),Mainland property,
Oil and gas service (Chengeng), Air, Automobiles,
Infrastructure (ZhangJing), New energy & Environmental
Goods (Zhang Kun)

Software(Kay Ng)

Overall share price of the Software and Internet service
sector reached a record high in the 1Q FY14 and a callback
later on. The drop continued in April which share price
declined 10% to 20% in general during the month. The
industry leader Tencent fell below $ 500 at the last trading
day of April. However, back to fundamentals, companies
were generally recorded good earnings growth for the FY13.
We remain optimistic about the long-term performance of
the industry and believe the valuation can reasonably reflect
companies’ profitability in the long run.

This month our report initially covered two software stocks -
NetDragon (777.HK) and Forgame (484.HK).

NetDragon (777.HK) disposed its entire 51% stake of 91
Wireless to Baidu in August 2013, for a total consideration
of RMB 6.7 billion, which resulted in substantial growth in
net profit of 157 times to RMB 61.41 hillion. After giving up
the 91 Wireless, NetDragon planed to find another blue
ocean, to develop the online education platform. Through
enriching the content of its "open educational cloud
platform” and connecting to various terminal devices,
thereby expanding its market share and thus revenue.
NetDragon had set up two joint venture companies to jointly
develop and operate online education applications.
Althoughthe income from online education was not yet
predictable, the company held over RMB 44 billion, which
provide sufficient capital for the potential merger and
acquisition opportunities. Based on the highly competitive
online gaming environment faced by the company, the
concurrent users even dropped for the 4Q FY13 yoy and
goqg, and doubt for time when its online education business
can provide contribution, we initially give the rating as
"neutral”, target price of HK $ 14.64.

Forgame’s (484.HK) FY13 revenue grew by 52.3% to RMB
1.183 billion. However, net profit turned from profit to loss,
recorded a RMB 469 million loss, which mainly due to a
RMB 741 million of fair value loss of converting all its
existing preference shares to ordinary shares.
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This was a one-off loss, and will not produce any
expected future costs. In fact, revenue from game
development rose 47.8% to RMB 799 million, with
monthly paying user (MPU) increased by 37.1%.
Revenue from game publishing increased 62.6%, and
monthly paid users (MPU) increased 53.5%. All these
reflected Forgame’s operating activities are performing
well. Company acquired 21% stake of Magic Feature Inc.
and indirectly operated its popular mobile game “Tower of
Saviors”. The company on one hand used this game as a
flagship product to enter the mobile gaming industry in
PRC, and on the other hand increased capital investment
in mobile gaming, reflected that it was implementing the
product transformation. The share price dropped more
than 55% from its high but we expected mobile gaming
could bring considerable growth in the future. We initially
give a target price of HK $ 44, relative to 14/14.2/11.2
times PE for the year 2014/2015/2016, rating as "buy."

Mainland Financial (Xingyu Chen)

The market was quite stable in April, HSI moved between
22,200 and 23,200. Most of Chinese banks’ prices went
down. Domestic banks announced 2013 Annual Results
and first quarterly reports of 2014 this month, according
to the data, the banks' profits increased stably, but
growth rates declined, in line with our expectation. The
major reasons include the low level of NIM, and the slow-
down of the growth of interest incomes, especially,
impairment losses increased significantly due to the
obvious deterioration of the asset quality. According to
the current data, as at the end of 1Q2014, the amount of
NPLs of BOC, CMB, BoCom increased by 8.7%, 7.7%
and 5.1% respectively compared with the end of 2013.
We believe the banks’ asset quality will continue to
deteriorate, and the impairment losses will increase
strongly, which may affect the banks’ performance in the
next few years.

However, CITIC Bank still recorded the better
performance among the peers this month, the price
increased from HK$4.45 at the beginning to HK$4.8
currently, up 6.7% approximately. Overall, the banks’
operating performance meets the expectation, and
therefore we maintain Accumulate rating to the sector.
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Mainland Telecom (Fanguohe)

In April, the three carriers published first quarter report one
after another. The traditional performance such as
messages continued to wither, China Mobile’s ARPU (the
average income per family monthly) decreased by 1 yuan to
62 yuan, and the efficiency of 4G business and iPhone 5s
was not good, which both let its net profit decrease by 9.4%
on year-on-year basis, which didn't fulfill market expectation.
With benefits from interconnection settlement cost saving up,
China Unicom's net profit increased by 73.9% on year-on-
year basis to 3.3 bilion RMB. However, reform from the
business tax to a value-added tax will expand to
communication industry, and operators are likely to meet
with the situation of tax burden increase. Plus the 4G capital
expense and marketing investment maintained in a high
position, relevant stock prices are still expected to be
suppressed.

ZTE, the main equipment supplier, also published the
guarter report, whose net profit increased by 203.51% to
0.622 billion RMB. It mainly benefited from a large number
of revenue confirmations of 4G main equipment with high
gross profit margin, progress achieved from overseas
businesses and the decrease of finance expenses brought
by RMB devaluation. As the core supplier of main equipment,
ZTE is expected to obviously benefit from the advent of 4G
investment period and its cellphone terminal business will
also turn around. We keep an optimistic attitude to the
company.

The report of MIIT shows that in the first quarter of 2014,
cellphone shipment volume was 0.1 billion sets, a decrease
by 24.7% on year-on-year basis. Wherein, the shipment
volume of domestic brands was 66.86 million sets, an
decrease by 34.9% on year-on-year basis; while the
shipment volume of international manufacturers, such brand
representatives as Apple and Samsung, was 33.95 million
sets, an increase by 9.2% on year-on-year basis. Just for
smart mobile phones, the shipment volume of the first
quarter was 89.11 million sets, a decrease by 9.8%.
However, we think, 4G cellphones will become the new
engine of cellphone industry in China. Currently, 4G
cellphone sales only account for 4.1% of the sales of
domestic enterprises, while those of international enterprises
account for 20.6%. Shortly before, downstream terminals
such as Coolpad Group have experienced a great call-back,
and we think they still face optimistic opportunities in the
future.

Mainland Property & Oil/Gas service (Chengeng)

In April, 2014 | wrote three research reports on Tencent,
GEG and Antonoil, which got success by unique operation
model. We recommend “Tencent”. Tencent has significant
advantage in Chinese Internet social platform, and it is one
of the most excellent Internet companies in China. Better
business models and more diversified Wechat services will
support the monetization of mobile terminal, which will

become the major driving force for the future share price.
Based on the new upsurge of Internet application and
favorable expectation on the development prospect of
Tencent, we give Tencent Holdings the rate of "Buy", with
the target price of 680 HKD for 12 months, which amounts to
43 times and 32 times of expected P ratio in 2014 and 2015
respectively.

Automobile & Air & Infrastructure (ZhangJing)

We released 4 reports: updated Qingling(1122.HK),
GAC(2238.HK), CSA(1055.HK) and initiated coverage on
Xinyi Glass(868.HK) on April, among which, we recommend
GAC most as the invest values emerged after the
adjustment.

The Company plans to introduce several new models in
2014 including: GAC Honda'’s new FIT, new Odyssey, small-
sized SUV based on the platform of FIT, and updated
Crosstour; GAC Toyota plans to introduce a new compact
sedan and updated Camry. The Company announced to
inject 1.8 billion into GAC Fiat, and expects to import Jeep’s
SUV, which would go into operation as early as the end of
2015. As the importing SUV brand with the largest sales
volume, Jeep will offer the great opportunity for the
Company’s growth. We believe the Company’s performance
will be improved continually in 2014, lifted our 2014/2015F
EPS to RMB 0.72/0.92yuan, respectively for 74% and
29% yoy growth. We revise the Company’s 12-month
target price to HK$9.57, equivalent to 10/8xP/E for
2014/2015 respectively, then Accumulate rating

New energy & Environmental Goods

The stock price of this sector has downward trend and high
volatility this month. The overall valuation level went down
and there is a large upside potential in the future. Market
waits good news and giving guidance to industry. Two new
policies were published in this month. The Ministry of
Environmental Protection published ‘the announcement of
approval of launching environmental service trials’ on April
4th. It means the new development of changing from
environmental protection industry to service. The main tasks
of the service are providing emission reduction, pollution
abatement and environmental evaluation consultant service
to government and other companies. The announcement
also appoints 19 trials, include China Energy Conservation
and Environmental Protection Group and Sound Group, the
subsidies of them, CECEP COSTIN (2228.HK), China
Ground Source Energy (8128.HK) and Sound International
(967.HK) are all listed in Hong Kong market. The National
People’s Congress approved the new ‘Environmental
Protection Law’ on April 22nd. It provides more restrict
requirement to companies, and will punish deregulation
severely. It forces more companies to increase
environmental protection service cost. We feel confident
about the industry’s future development.
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Figl. Performance of Recommended Stocks

Price on Last

Recomm Expecte Month Last Closing

endation Target d Closing Month Price 1M Price

Ticker Analyst Rating Date Price Return Price Return 2M ago Chg

2014-4-2 1122 HK Equity QINGLING VA Accumulate 238 252 5.88% 2.38 0.00% 2.36 0.85%
2014-4-4 1093 HK Equity CSPC PHARMA GH Neutral 6.66 6.96 4.50% 6.45 -3.15% 6.87 -6.11%
2014-4-7 3988 HK Equity BANK OF CHINA XY Buy 3.38 4.1 21.30% 3.41 0.89% 344  -0.87%
2014-4-8 700 HK Equity TENCENT CG Buy 501.5 680 35.59%  483.2 -3.65% 539.5 -10.44%
2014-4-9 2238 HK Equity GAC GROUP 2] Accumulate 8.6 9.57 11.28% 7.82 -9.07% 8.15 -4.05%
2014-4-10 958 HK Equity HN RENEWABLE ZK Buy 264 3.19 20.83% 2.4  -9.09% 263 -8.75%
2014-4-11 13 HK Equity HUTCHISON Dennis  Accumulate 107.5 119 10.70% 106 -1.40%  102.7 3.21%
2014-4-14 552 HK Equity CHINACOMSERV GH Buy 3.71 4.8 29.38% 3.93 5.93% 3.59 9.47%
2014-4-15 939 HK Equity CCB XY Buy 5.52 6.7 21.38% 535 -3.08% 543 -1.47%
2014-4-16 27 HK Equity GALAXY ENT CG Accumulate 68.7 78 13.54% 60.85 -11.43% 67.45 -9.79%
2014-4-17 1055 HK Equity CHINA SOUTH AllZ2J Accumulate 2.43 2.6 7.00% 231  -4.94% 2.52 -8.33%
2014-4-22 777 HK Equity NETDRAGON KN Neutral 13.96 14.64 4.87% 13.22 -5.30% 14.02 -5.71%
2014-4-23 763 HK Equity ZTE GH Buy 16.58 20.25 22.14% 15.82 -4.58%  15.06 5.05%
2014-4-24 3328 HK Equity BANKCOMM XY Buy 4.88 6.1 25.00% 482 -1.23% 5.07 -4.93%
2014-4-25 3337 HK Equity ANTON OILFIELD CG Accumulate 5.29 6.2 17.20% 513 -3.02% 4.93 4.06%
2014-4-28 1300 HK Equity TRIGIANT GH Buy 2.43 3 23.46% 242 -0.41% 216 12.04%
2014-4-29 868 HK Equity XINYI GLASS 2] Neutral 6.14 6.3 2.61% 6.1 -0.65% 6.31 -3.33%
2014-4-30 484 HK Equity FORGAME KN Buy 32.8 44 34.15% 31.25 -4.73% 41.6 -24.88%
Source: PSR
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree
to be bound by the terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities 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 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 only. Phillip Securities has not verified this information and no representation or
warranty, express or implied, is made that such information or Research is accurate, complete 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 shall not have any responsibility
to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no
event will Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of
the information or Research made available, even if it has been advised of the possibility of such damages.

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.

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 financial adviser regarding 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.

This publication should not be relied upon 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 a security. Any decision to purchase
securities mentioned in this research should take into account existing public information, including any registered prospectus in respect of
such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the
listed corporation covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor
any financial interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities
serves as an officer of the listed corporation.

Availability

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 to any registration or licensing or other requirement, or penalty for contravention of such requirements
within such jurisdiction.

© 2014 Phillip Securities (Hong Kong) Limited
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