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Introduction

The launch time of Shenzhen-Hong Kong Stock Connect is approaching and how the market
will be affected by this launch? How can investors make money? How can investors make
money? In this regard, we will issue serial reports of "Investment Opportunities of
Shenzhen-Hong Kong Stock Connect". This report will focus on the main points concerning
the investment in Shenzhen-Hong Kong Stock Connect, and presents special introductions
and guidelines about mainland market of Northbound Shenzhen Trading Link.

When will Shenzhen-Hong Kong Stock Connect be officially launched?

On August 16, Premier Li Kegiang made it clear at the executive meeting of State Council
that "the State Council has approved the Implementation Program of Shenzhen-Hong Kong
Stock Connect".

On the same day, the China Securities Regulatory Commission and the Hong Kong Securities
and Futures Commission signed the Joint Announcement about Shenzhen-Hong Kong Stock
Connect, indicating that the preparations for the launch of Shenzhen-Hong Kong Stock
Connect kicked off. Given that the existing Shanghai-Hong Kong Stock Connect has been
launched for more than one year, it only takes 3 to 4 months for Shenzhen-Hong Kong Stock
Connect from approval to final implementation. And it is in all likelihood that Shenzhen-
Hong Kong Stock Connect will be launched before the end of 2016.

What are the thresholds of including listed companies into Shenzhen-Hong Kong Stock
Connect?

For the northbound market, the scope of eligible shares of Northbound Shenzhen Trading
Link under Shenzhen-Hong Kong Stock Connect are constituents of the Shenzhen
Component Index and Shenzhen Small/Mid Cap Innovation Index with a market value of
RMB6 billion and above, as well as the stocks of Shenzhen-listed companies with both A and
H shares.

For the southbound market, the scope of eligible shares of Southbound Hong Kong Trading
Link are all the constituents of the Hang Seng Composite Large Cap Index and Hang Seng
Composite Madcap Index, constituents of Hang Seng Composite Small Cap Index with a
market value of HKDS5 billion and shares of all companies listed on SEHK.

What are the differences between Shenzhen-Hong Kong Stock and Shanghai-Hong Kong

Stock Connect?

1) The scope of eligible shares will be broader. There are 881 shares eligible to be traded ZRmci::gAnalyst
through the Northbound Shenzhen Trading Link under Shenzhen-Hong Kong Stock Connect,  (+ 86 51699400-103)
more than the 568 shares eligible to be traded through the Northbound Shanghai Trading  zhangjing@phillip.com.cn
Link under Shanghai-Hong Kong Stock Connect. There are 417 shares eligible to be traded

through the Southbound Hong Kong Trading Link under Shenzhen-Hong Kong Stock Connect,

99 shares more than those eligible to be traded through the Southbound Hong Kong Trading

Link under Shanghai-Hong Kong Stock Connect.
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2) Compared with the aggregate quotas of RMB300 billion/RMB250 billion of
Shanghai-Hong Kong Stock Connect, Shenzhen-Hong Kong Stock Connect will not set
aggregate quota, but the daily quotas of RMB13 billion/RMB10.5 billion will be
maintained. However, in view that Northbound Trading Link uses less than half of the
aggregate quota, we believe this measure is little significance to Northbound
Shenzhen Trading Link, but will facilitate the inflow of funds to Hong Kong stocks and
benefits Southbound Hong Kong Trading Link.

Comparison of Stock Markets in Shenzhen and Hong Kong

Investors: A-share market is dominated by individual investors. Nearly 50% of the
account market value and balance is less than RMB100,000 on A-share market with
more frequent trading and better stock liquidity. By contrast, Hong Kong stock
market is dominated by institutional investors, especially by overseas investors.
Except some major stocks, the daily trading of small and medium-sized stocks is not
heavy with poor liquidity.

Shenzhen-Hong Kong total market cap by industry RMB: yuan

sector b L

Bio-medicine =I5EY | 1,680,354,829,532.8
Computer i | 1,524,386,075,266.5
Electronic 8F 1,288,583,382,803.0
Media 523 | 1 1,281,337,630,830.7
Real Estate Hih N | osa4541714360
Chemical ftT HE | 9561224957%.1
Non bank fiance FiRE3 HE 753,196,995,815.4
Machinery filkrae 3 H 708,408,796,504.6
Automobile fat3 H 671,236,452,073.8
Electrical equipment s5E R 659,502,911,103.8
Household appliances ~ ZAS% .:l 638,381,760,522.2
Food & Drink S R 575,656,374,097.3
Utility E 3 [ 527,513,657,698.0
Construction | 504,390,736,075.4
Tele-communication .:l 490,800,240,854.4
Agriculture | 479,679,365,750.9
Metal | | 162,726,627,100.5
Commercial Trade 3 l:l 395,205,823,879.0
Light industry BIHS B 246,898,969,272.8
Textiles & Garments haRAEE | 249,198,436,921.5
Steel . 219,136,043,686.8
Bank B 217,212,098156.6
National defence ] 174;782,599,853.2
Transportation I:l 148,744,599,551.5
Coal K 127,916,506,724.5
others L 99,850,399,907.2
tourism 8% K 90,852,982,869.3

Source: Wind, Phillip Securities Hong Kong Research

Shenzhen-Hong Kong average market cap by industry RMB: yuan

sector R4 SF I

Bank BT | 108,606,049,078.3|
Non bank fiance RS HE 57.938,230,447.3
Real Estate Fie= | 28471,734.363.1
Food & Drink ERTH N 27412,208,333.2
Household appliances ~ FAE# I:l 26,599,240,021.8
National defence HWET B 24968,942,836.2
Agriculture LG B 23983,968,287.5
Media 323 B 23,728,474,645.0
Steel A | 21913,604,368.7
Automobile | 21,652,788,776.6
others B 19970,079,981.4
Commercial Trade B 16,819,324,946.6
Bio-medicine || 18,068,331,500.4
Electronic B 17,413,288,956.8
Computer | 16937,645,280.7
Tele-communication &5 I:l 15832,265,834.0
Chemical feT I 15652,738,028.5
tourism P 5% | 15142,1638115
Utility AR | 150718187914
Metal EE£E | 14,460,207,096.9
Electrical equipment HEE B 13,739,643,981.3
Transportation i . 13522,236,322.9
Construction £ | 13,273,440,423.0
Coal | 12,791,650,672.5
Machinery B 12,650,157,080.4
Light industry | M 12,389,248,902.6
Textiles & Garments HREE | 11,866,592,234.4
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Source: Wind, Phillip Securities Hong Kong Research

Investment preferences/appetites: The investment preferences/appetites of
individual investors and institutional investors are completely different, which also
builds a platform for some stocks with medium and small market value on the
Shenzhen Stock Exchange, whose prospects are bright but with greater risk. This also
provides a source of funding for a number of conceptual growth stocks, especially
small-cap stocks.

Valuation system: Compared with HKEx, the average market value of listed
companies on Shenzhen Stock Exchange is small, but the proportion of emerging
industries is high and the valuation is obviously high, where the average P/E ratio of
GEM is 73 times. Additionally, cross-market sale is forbidden on both Shanghai-Hong
Kong Stock Connect and Shenzhen-Hong Kong Stock Connect, and cross-market
arbitrage cannot be conducted.

Among the 881 shares under Northbound Shenzhen Trading Link, the market value of
the top ten stocks accounted for 9.7% of the total market value, and that of the top
twenty stocks represented 16% of the total market value. As is shown below, in case
of ranking according to the proportion of overall market value of industry, the top
five industries of Northbound Shenzhen Trading Link are bio-medicine, computers,
electronics, media and real estate. Nevertheless, in case of ranking according to
average market value, the top five industries of Northbound Shenzhen Trading Link
are banking and finance, real estate, food and beverage, household appliances and
national defense and military industry. The companies of emerging industry on
Northbound Shenzhen Trading Link are featured by "small size and large number".

Comparison of P/E ration in the three market
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Source: Bloomberg, Phillip Securities Hong Kong Research

What are the beneficiaries of launching Shenzhen-Hong Kong Stock Connect?

Firstly, Northbound Shenzhen Trading Link expands the channels for overseas funds
to invest in domestic A shares, and provides the corresponding investment objectives
for active funds characterized by proactive styles.

Secondly, in respect of short-term expectations, the southbound funds will be greater
than the northbound funds, which will significantly benefit the local securities
companies and bourses of the Hong Kong market.

Secondly, in respect of short-term expectations, the southbound funds will be greater
than the northbound funds, which will significantly benefit the local securities
companies and bourses of the Hong Kong market. Although the characteristics of
Shenzhen stock market considerably differ from those of the Shanghai stock market,
we can get a rough idea of Shenzhen-Hong Kong Stock Connect. The diagram below
sets out the (potential) leading stocks in all industries on Shenzhen-Hong Kong Stock
Connect for investors' reference.

Views of Shenzhen-Hong Kong's leading company industry RMB: yuan

Name Ticker Market Cap A Sector

PalfEH 000983 31,165,368,000 K4 Coal

SR 300104 88,977,437,702 fL U Media

AR 002027 134,721,972,570 1k Media

SWEHE 002202 41,205,843,690 HI/Ti&#  Electrical equipment
WA 000725 87,757,332,030 Hi T Electronic
RO 000413 71,338,519,398 i T Electronic
AR 300433 54,780,045,605 T Electronic
R 001979 135,950,394,818 J55 4~ Real Estate

JFIA 000002 273,836,256,629 )i Hi~ Real Estate

iz ] 002640 29,625,457,991 4i4/liké  Textiles & Garments

EfFIF% 002736 136,694,000,000 FH4#E  Non bank fiance
JTRIUEZ: 000776 124,665,797,296 JE#<4:HE  Non bank fiance
T8 000166 128,161,710,538 JE#<4:HE  Non bank fiance

WA 002075 35,573,160,965 1k Steel

KR 300070 57,782,935,687 AMF0lk  Utlity

i kHL 000768 61,353,174,773 [HPi% T  National defence
4Lty 002010 65,319,184,294 1k T. Chemical

HLEsA 300024 37,664,184,354 HlbLB#  Machinery

WAL 002415 152,578,959,475 i 5{HL Computer

LOL 000938 66,082,020,471 H5HL Computer

g 000651 131,022,618,523 K #i#%  Household appliances
EM4EH 000333 167,947,781,530 Z HH14%  Household appliances
A7k 002310 42,063,288,182 #H{%EHi  Construction

TRV IE 002183 27,334,502,134 ZCiHiZ%)  Transportation
ISR 300498 158,785,835,244 AHHML  Agriculture
K2H 4 000625 71,670,885,497 ¥{4: Automobile
Lb IV it 002594 144,151,541,994 "4 Automobile

FAETE 002572 26,409,992,466 % Tifilii  Lightindustry
TR 002024 104,551,745,326 FiML54%  Commercial Trade
RLKNE 000895 78,991,425,319 ikl Food & Drink
PINIZE 000568 44,830,011,658 &kl Food & Drink

TR 000858 128,303,675,136 & &kl Food & Drink
VS 002304 103,680,774,400 ikl  Food & Drink
FNGEI 000063 57,782,025,575 {7 Tele-communication
MiEEHE 300017 49,453,326,243 {5 Tele-communication

RIHHE 300144 35,981,238,302 {K[HJlk%  tourism
Z~MZ5 000538 72,096,102,477 PEZi4:4)  Bio-medicine
gL 002252 110,686,690,340 =244  Bio-medicine

TWHRAT 002142 61,304,762,953 41T Bank
SPHRAT 000001 155,907,335,203 44T Bank

RN 002466 40,562,481,538 448  Metal

Source: Wind, Phillip Securities Hong Kong Research
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Comparison of P/E ratio in the main markets of the world
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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.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2016 Phillip Securities (Hong Kong) Limited
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