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Northbound Shenzhen Trading Link: Pharmaceuticals

The Shenzhen-Hong Kong Stock Connect program will be launched soon. The A-shares that will ~ Fan Guohe
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reasonably valued blue chips, based on past experiences of Shanghai-Hong Kong Stock Connect and
QFIl investment. High-value sectors in the A-share market make up a lion's share, while some stand
out due to their scarcity, rapid growth and strong attraction to investors, such as pharmaceuticals.

According to estimates, the pharmaceuticals theme will make up the largest share in Shenzhen trading
link by market cap. Compared with other sectors, outlook of pharmaceuticals appears certain: 1)
domestic pharmaceutical industries account for only 5-6% of China's GDP, which is far lower than
developed countries like the United States and Japan. 2) China's ageing population is growing, with the
number of people over 60 increasing from 200 million in 2012 to 300 million in 2025. And as country
is ageing, people will spend more money on health care, in particular those over 60. Furthermore, the
sector has stable cash flow, high profitability, and low leverage. Since the 21st century, the sector’s
asset-liability ratio has dropped by 20 percentage points to only around 41%.

Sectors Overview under the Northbound Shenzhen Trading Link

Sectors No. [Marketvalue(RMB bn)| Anualized ROE Liability Ratio PBR
Health care 93 1675.6 12.30% 29.57% 6.24
Computer 90 1530.5 6.90% 27.39% 7.13
Electronic 74 1296.9 8.64% 38.17% 5.41
Media 54 1283.9 12.58% 33.97% 7.38
Real Estate 38 1055.8 8.66% 69.06% 3.54
Chemical 63 1004.3 9.24% 42.06% 4.54
Non bank finance 13 766.6 8.20% 70.08% 2.84
Automobile 31 682.9 10.20% 42.76% 4.95
Food &Drink 21 589.9 9.22% 31.73% 5.39
Public Utilities 35 525.2 10.02% 50.20% 3.53
Tele-communication 31 490.1 8.62% 36.66% 6.59
Non-ferrous Metals 32 468.4 6.26% 42.27% 4.39
Bank 2 221.3 17.16% 93.63% 1.08
National Defence 7 174.3 4.36% 36.47% 6.26
Total 881 16468.2 8.58% 40.69% 5.30

Source: Wind, Phillip Securities (HK) Research

Meanwhile, since 2H 2015, many pharmaceutical policies have been made, including self-examining
clinical trial data for drugs, consistency assessment of generic drugs, two-vote system, grading
diagnosis and treatment, etc. We believe, in addition to a bright outlook, such policies will optimize the
structure of the sector in Mainland China, which means enterprises with innovation power and a wide
range of products and channels will be more competitive, thus increasing the concentration ratio of
the sector. Therefore, we pay close attention to Huadong Medicine (000963 CH) , Shenzhen
Salubris(002294 CH), China Resources Sanjiu Medical & Pharmaceutical(000999 CH), Harbin Gloria
Pharmaceutical(002437 CH), Shijiazhuang Yiling Pharmaceutical(002603 CH), Renhe Pharmacy(000650
CH), etc.

It is worth noting that, the traditional Chinese medicine (TCM) sector is China-featured, so companies
such as Dong-E-E-Jiao (000423 CH) and Yunnan Baiyao(000538 CH) hold scarce resources to some
degree. Moreover, currently, since TCM enterprises have low liability ratio and their stocks are
undervalued, coupled with clear policy support, the outlook is optimistic.
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Pharmaceuticals Overview under the Northbound Shenzhen Trading Link

Subsectors No. [Market value(RMBbn)| Anualized ROE Liability Ratio PBR
Pharmaceutical chemi| 32 515.9 12.24% 33.65% 5.02
biologicals 15 3525 9.78% 23.40% 8.35
medical instruments 18 301.9 13.34% 27.64% 9.01
Medical Commerce 5 105.2 17.60% 55.76% 4.64
TaditionalChineseMed| 23 400.2 12.06% 23.75% 474
Pharmaceuticals 93 1675.6 12.30% 29.57% 6.24

Source: Wind, Phillip Securities (HK) Research

Pharmaceuticals Stocks Overview under the Northbound Shenzhen Trading Link
Liability | Netprofit | Revenue

Stock Code Company (;lrcif: PE(TTM)| PB R;Eo(/f)Q Ratio(3Q |Growth(3Q| Growth(3Q
' 16%) | 16,%) 16,%)

000963.CH [Huadong Medicine 7360 26.75| 509 1853 | 48.15 28.89 17.11

002294.CH [Shenzhen Salubris 3020 2329| 632 2184| 1731 12.28 10.19

000999.CH |China Resources Sanjiu Medical 26.88 | 24.50 | 3.17 | 1090 | 4181 493 11.84
002437.CH [Harbin Gloria Pharmaceutical | 853 | 2857 | 493| 1545| 5387 1177 746
002603.CH (Shijiazhuang Yiling Pharmaceuti{16.42 | 3434 | 360| 862 1731 31.59 1763

000650.CH Renhe Pharmacy 742 2496 | 346| 1072 | 1553 2.09 4438
000423.CH Dong-E-E-Jiao 56.00 | 2347 | 475| 16.66| 1425 851 528
000538.CH |Yunnan Baiyao 6923 | 2564 | 475| 1635| 33.16 10.16 10.89

Source: Wind, Phillip Securities (HK) Research

Northbound Shenzhen Trading Link: TMT

The scope of eligible stocks of 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. Therefore, investment opportunities in
the TMT Sector are more abundant with nearly 250 companies, the total market value of which
account for up to 28% of the total market value of Shenzhen Trading Link, and is several times
that of its counterpart in Shanghai Trading Link.

TMT will be one of the core drives of the new economy in the context of supply-side structural
reforms and the Internet+, with the most promising growth prospects. Nevertheless, in light of
the general high valuation of the sector, we take a positive attitude to companies with core
competitiveness, great potential for long-term development and a high safety pad.

First of all, based on the experience of Shanghai Trading Link, constituents of Shenzhen Stock
100 and Shenzhen Stock 300 have the highest certainty among the initial pilot stocks, including
Iflytek(002230 CH), Guangdong Advertising(002400 CH), Beijing Ultrapower Software(300002
CH), Goertek(002241 CH), etc.

Secondly, there is a lack of investment opportunity in themes like state-owned enterprise
reforms and national defence military industry in current Hong Kong-listed stocks. Therefore,
relevant names are worthy of note, including Shenzhen SDG Information (000070 CH),
Westone Information Industry (002268 CH), Hwacreate(300045 CH), Guangzhou Haige
Communications(002465 CH), Beijing Watertek Information Technology(300324 CH),
Wisesoft(002253 CH), etc.

Furthermore, to some extent, QFIl positions reflect the preferences of overseas investors. We
believe White Horse shares which have high market value and dividends will be favoured,
including Hikvision(002415 CH), EyeSmart Technology(002236 CH) and other leading security
giants and leading semiconductor giants like Tianshui Huatian Technology(002185 CH).
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TMT Stocks Overview under the Northbound Shenzhen Trading Link

. ROE(3016, Lliability Net profit [ Revenue

Stock Code [ Company Sector | Close price | PE(TTM) PB %) Ratio(3Q16, | Growth(3 [ Growth(3
%) Q16,%) | Q16,%)

002400.CH [Gyangdong |Media 13.18 29.64 352 14.88 4579 | 20.36 9.72
002241.CH |Goertek  |Electronic 30.72 34.84 456 10.50 55.72| 21.34 3857
002185.CH |Tianshui HudElectronic 12.68 48.22 281 6.12 2577 11.79 40.71
002230.CH | flytek Computer 29.98| 145.15 6.02 431 28.34| 2451 27.90
300002.CH |shenzhen SgComputer 10.65 77.84 421 6.79 2591| 9557 17.24
002268.CH [Westone InflComputer 35.06| 124.84| 1139 0.38 56.62 5.80 56.20
300045.CH |Hwacreate |Computer 16.04 | 303.27 9.66 261 2099 | 14.74 2.83
300324.CH | Bgjjing Watq Computer 22.80 8497 1491 13.92 32.12| 486.22 89.73
002253.CH |wise Soft  |Computer 29.80| 216.18 531 1.62 12.25 5.98 55.20
002415.CH [Hikvision |Computer 24.54 22.39 6.97 23.69 40.71| 2865 26.74
002236.CH | EyeSmart TgComputer 14.62 25.65 567 15.35 40.66 | 4051 36.68
000070.CH [spG Informd Tele-commu 29.82 61.32 5.60 172 59.95| 135.08 91.10
002465.CH [Haige Comn Tele-commu 12,55 53.10 421 3.88 29.97| 10.75 17.33

Source: Wind, Phillip Securities (HK) Research
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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 +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-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.
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