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CS pic of the day Global EM Equity Strategy: A fresh capex cycle is usually linked with EM outperformance We set out ten key reasons why EM outperformance can extend into 2018, the third consecutive year that we have been optimistic on the outlook for emerging equities: (i) relative macro momentum for EM economies is accelerating; (ii) our EM equities macro model indicates 12% upside to year-end 2018; (iii) EM FX appears inexpensive with typically robust external dynamics; (iv) the reacceleration in margins and profitability has further to run; (v) we anticipate 2018 should herald the start of a fresh EM capex cycle; (vi) monetary policy is accommodative with scope for real rates to ease; (vii) China's real estate inventories have been significantly drawn down; (viii) absolute and relative valuations appear positioned at mid-cycle levels; (ix) earnings are surprising positively for the first time in six years; and (x) global equity funds remain a sizeable marginal buyer of EM assets. 50% 40% 30% 20% 10% 0% -10% -20% Jan 96
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Asian Daily Top of the pack ...



Taiwan Market Strategy --------------------------------------------------------------------------------------New report: More growth and domestic support in 2018 Chung Hsu, CFA / Research Analyst / 886 2 2715 6362 / [email protected]



● We estimate TW profit growth will improve to 10.7% from 8.1% (ex one-off) on better global growth and a new iPhone cycle with push out of some iPhone X shipments, and thus growth, to 1Q18 from 4Q17. Hence, tech is again estimated to see better growth of 13% vs nontech's 6% and the gap is mostly in 1Q18 (iPhone X). Full report ● Yet, the risk is with such high growth hope built in 1Q18 (+25% yoy and accounting for 50% of FY18's growth), profit growth will be very skewed in 2018 with four tech stocks accounting for 87% of FY18 growth (vs 28-46% benchmark weight), on our estimates. And unlike in 2017 when the market can hope that growth to come later in the year on iPhone X, growth estimates will be tested fairly early in 2018. ● More domestic support. We expect the high dividend yield to bond yield gap of 3% will continue to push life funds to allocate US$4-5bn+ into equities after US$10bn+ buying in the last 12 months. Meanwhile, the proposed tax reform to cut dividend tax to a cap of 26% from 45% should favor more retail flows into equities, and the gov't should continue to focus on the phase II infrastructure spending program.



● We set end-2018 Taiex target at 11,200 (6.1% potential upside). Top picks: CTBC, Cathay FHC, Taiwan Cement, Tung Ho, Wistron and Delta. Figure 1: Taiwan top picks for 2018



Source: Credit Suisse estimates, Data Stream. Note: Revised for NT$33.0bn one-off gains from PCSC/UPC in 2017.



Better but more concentrated growth in 2018



We estimate profit growth will improve to 10.7% in 2018 from 8.1% (ex one-off) backed by improved global growth and a new iPhone cycle with push out of some iPhone X shipment from 4Q17 to 1Q18. The expectation is for another year of better tech profit growth of 13% vs non-tech's 6% and the gap is mainly in 1Q18 (iPhone X). The risk is with such a high growth hope built in 1Q18 (+25% yoy and account for 50% of FY18E growth), earnings growth in 2018 will be very skewed to 1H18 (70% of FY18E growth) with four stocks (HH, TSMC, Largan and Mediatek) account for 87% of the market’s growth in 2018 vs 2846% of benchmark weight. Figure 2: YoY earnings growth for Taiwan will likely skew to 1H18 Taiwan market YoY profit growth
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Figure 3: Taiwan’s high yield gap and gov’t infrastructure spending will attract more domestic fund flow to equity market
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We expect domestic fund flows to remain supportive with the market's high yield gap (cash yield to risk free rate is 3%) to push more life fund into equities, especially after the FSC lowered domestic equity's risk weighting last year. While we estimate most insurers have raised equity allocations to slightly above historical average after US$10bn+ of buying in the last 12 months, we believe the continued strong inflow of US$50bn new money each year will likely drive US$4-5bn of inflow to the equity market, focusing on the low beta and high yield names. As we noted in 3Q16 (link), we expect domestic life insurers to put US$25-35bn new money to domestic equities in five years. Furthermore, we expect the proposed tax reform to lower dividend income tax for domestic retail investors to a ceiling of 26% from 45% should favour more retail flow into the equity market while we expect the gov't to focus on the phase II infrastructure spending program (FIP).
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Counting on more domestic supports



Central gov't budget SOE trust funds Special budget NDC investment expansion program



Source: Data Stream, CEIC, Credit Suisse estimates.



Valuation and stock picks



The market is trading near mid-cycle P/B of 1.75x, on 12.2% ROE, vs mid-cycle's 11.6%. Valuation is reasonable against market’s ROE and growth estimates, though we are a bit concerned on the large tech overweight (two s.d. above) with valuation one s.d. above mid-cycle. Within non-tech, we like CTBC Holding and Cathay FHC in financials that is highly leveraged to US rates with improving core earnings and Taiwan Cement and Tung Ho Steel in material sector that continues to see better supply and demand balance into 2018 as well as increasing tailwind from the phase II infrastructure spending program. Within Taiwan tech, we have a more selective preference given their large outperformance and QFII overweight. We prefer 2017 laggards with potential turnaround in 2018, such as Wistron and Delta while Largan looks more compelling after 4Q17 corrections. Figure 4: Taiwan Model Portfolio Sector Tech Semi Tech Hardware Component Automation Non-tech Financials Materials Consumer/Industrials Transportation Telecom
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Powertech (6239), Chipbond (6147) Wistron (3231) Largan (3008), Catcher (2474), Delta (2308) Hiwin (2049)



OW OW UW MW UW



Cathay FHC (2882), CTBC Holding (2891) Taiwan Cement (1101), Tung Ho Steel (2006) Nien Made (8464) China Airlines (2610) Far East Tone (4904)



Source: Company data, Credit Suisse estimates.
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Asian Daily China Consumer Sector -------------------------------------------------------------------------------------New report: Elongated hog cycle in China Charlie Chen / Research Analyst / 852 2101 6165 / [email protected] Michael Shen / Research Analyst / 852 2101 6711 / [email protected] Daisy Dai, FRM / Research Analyst / 852 2101 6591 / [email protected]



● The market eyes short term hog price fluctuations and trade porkrelated companies as cyclical. Our analysis gives a long-term trend of hog prices in China that has rarely been discussed. Full report ● Our analysis shows overall stable demand for pork in China. A continuing drop in farming costs mainly due to the government’s price protection mechanism and increases in farming efficiency should weigh on prices, making hog prices in China enter a structural decline. ● Compared to the US, hog prices are China is 1.5x higher. After the cancellation of the price protection mechanism (soybean and corn) and the Chinese government’s push for large scale, modernised hog farming, we think the cost gap will narrow and hog prices in China could fall as much as 30% to touch Rmb10/kg. ● We reiterate our Outperform ratings on WH Group and Shuanghui as we believe they will benefit from low hog prices in the long term and their valuations look attractive compared to global peers. Of the two, we prefer WH Group more due to its lower valuation. Figure 1: China’s hog cycle in last 20 years 30.00
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government has made a clear statement in its five year plan to push for a more consolidated hog farming industry, with increasingly larger and more efficient hog farms. Third, the Chinese government has already changed its policy on price protection of corn, one of the two most important hog feeds. We believe this change will cause corn prices in China to continue to fall in the short term. As a result, it can be concluded that hog farming costs in China should see a structural fall and the hog price gap between China and US should narrow. Hog farming costs in China— going into a structural decline We compared the cost structure of the hog farming industry in China to the US—the feed cost, feeder hog cost, and even labour cost are all more expensive in China than in the US. In particular, feed costs (mainly corn and soybean) account for nearly 60% of hog farming costs in China. While soybean prices should remain stable as the global supply-demand situation remains balanced, corn prices in China will likely face continued downside pressure as the Chinese government revoked the ‘minimum protection purchase’ scheme in 2016 and is trying to clean the high corn inventory built up over the last ten years. Besides the downward trend of feed costs in the near term, farming efficiency in hog farms in China is also improving amid the government’s push for a more consolidated and more environmentally friendly industry. Hence, we conclude that hog farming cost gap narrowing between China and the US is structural. Top pick: WH Group We reiterate our Outperform ratings on both WH Group and Shuanghui as we believe they will benefit from low raw material (hog) prices in the long term, and their valuation of 13x/16x FY18E PE looks attractive compared to their global peers. Although Shuanghui is a more direct beneficiary of the structural fall of hog prices in China, we prefer WH Group more due to its lower valuation.



Source: Wind, Credit Suisse estimates.



Whenever investors value pork related companies like WH Group and Henan Shuanghui, the hog cycle usually takes centre-stage. In the past 20 years, there were three full hog cycles in China. We are in the 41st month of the current hog cycle, starting in July 2014. Instead of being at the end of the current hog cycle, we believe there will be a structural fall in hog prices in China over the next couple of years, which will elongate the current hog cycle. We believe hog prices in China may fall below Rmb10/kg within the next few years. Change of market dynamics weigh on hog prices: Hog prices are defined by three main factors: 1) supply-demand equilibrium, 2) hog farming efficiency, and 3) feed costs. First, demand for pork is relatively stable with projected 0.3% volume growth per year. Second, with regard to hog farming efficiency, the Valuation Metrics Company
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Target TP Up/dn Year EPS Chg EPS EPS grth (%) P/E (x) DY P/B Scenario Chg to TP (%) (%) (x) (prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky WH Group 0288.HK O 8.35 10.90 0 31 12/16 0 0 0.07 0.08 6 9 14.6 13.4 2.4 2.2 12.00 10.00 Shuanghui Development 000895.SZ O 25.10 29.30 0 17 12/16 0 0 1.40 1.54 5 10 17.9 16.3 5.0 5.6 33.00 27.00 Note: O = OUTPERFORM, N = NEUTRAL, U = UNDERPERFORM Source: Company data, Credit Suisse estimates
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Asian Daily Dr. Reddy's ----------------------------------------------------------------- Maintain UNDERPERFORM Suboxone: Investors underestimating market loss to newly approved Sublocade; cut earnings and TP



EPS: ▼ TP: ▼



Anubhav Aggarwal / Research Analyst / 91 22 6777 3808 / [email protected] Chunky Shah / Research Analyst / 91 22 6777 3872 / [email protected]



● Suboxone is a key catalyst for DRL and accounts for 10% of FY19 profits. However, in our view, the market is underestimating the potential loss of Suboxone market to newly approved Sublocade. We have compared the two and conclude that at least 35-40% of the Suboxone film market should shift (starting next quarter) and negatively surprise consensus. We cut FY19/20 EPS by 4-5% and cut TP to Rs1,865; CS FY19 EPS now 15% lower than consensus. ● Our view is further validated by Indivior's stock price (innovator of Suboxone and Sublocade). Indivior's stock declined by 35% when DRL won Suboxone litigation in Aug-17. However, the stock recovered later when FDA panel voted in favour of Sublocade. ● Sublocade is once a month Injectable dosage (vs daily dosage of Suboxone film) and enhances compliance to treatment. Suboxone treats opioid addiction and thus a less frequent dosage is preferable. Furthermore, Sublocade will be distributed through a restricted distribution and its misuse will be difficult. ● Indivior guides for Sublocade sales of uS$1 bn at price of US$1,580 per dosage (3.4x Suboxone film). This implies 30-40% of mkt shift. Bbg/RIC DRRD IN / REDY.BO Price (01 Dec 17, Rs) 2,230.45 Rating (prev. rating) U (U) TP (prev. TP Rs) 1,865 (1,950) 52-wk range (Rs) 3200.2 - 1933.2 Est. pot. % chg. to TP (16) Mkt cap (Rs/US$ bn) 370.0/ 5.7 Blue sky scenario (Rs) 3,300 ADTO-6M (US$ mn) 27.0 Grey sky scenario (Rs) 1,650 Free float (%) 73.2 Performance 1M 3M 12M Major shareholders Promoters 26.78% Absolute (%) (7.7) 1.9 (29.9) Relative (%) (5.2) (1.7) (55.0) Year 03/16A 03/17A 03/18E 03/19E 03/20E Revenue (Rs mn) 154,708 140,809 145,063 162,523 175,371 EBITDA (Rs mn) 38,950 24,424 25,171 35,346 39,181 Net profit (Rs mn) 17,762 12,039 11,596 17,341 19,799 EPS (CS adj. Rs) 104 73 70 105 119 - Change from prev. EPS (%) n.a. n.a. 0 (5.1) (4.4) - Consensus EPS (Rs) n.a. n.a. 77 124 155 EPS growth (%) (8.6) (30.3) (3.7) 49.5 14.2 P/E (x) 21.4 30.7 31.9 21.3 18.7 Dividend yield (%) 1.1 0.9 0.8 1.2 1.3 EV/EBITDA (x) 9.3 16.4 15.6 10.8 9.4 P/B (x) 3.0 3.0 2.8 2.6 2.3 ROE (%) 14.8 9.5 9.1 12.5 13.1 Net debt (cash)/equity (%) (5.0) 25.0 17.8 9.3 (0.4) Note 1: ORD/ADR=1.00. Note 2: Dr. Reddy's Laboratories Limited (Dr. Reddy's) is an integrated pharmaceutical company focused on providing medicines through its three business segments: Global Generics segment, Pharmaceutical Services, and Active Ingredients (PSAI) segments.



Click here for detailed financials



Investors underappreciating potential market shift from Suboxone Film to Sublocade



Suboxone film is one of the three key opportunities for DRL in FY19. Suboxone film is used to treat opioid addiction. DRL bought this ANDA from Teva and won the litigation in district court in Aug-2017 and the target action date for Suboxone film ANDA is scheduled in Mar-2018. Currently, we assume Suboxone launch for DRL in 2H FY19 post the outcome of Appeals court litigation. Subxone accounts for 10% of FY19 profits and 9% of our target price. In our view, market expectation of Suboxone is much higher and is one of the key reasons for consensus earnings being higher than CS earnings.



Suboxone Film's innovator is Indivior, which got approval of another product Sublocade which has once-a-month injectable dosage (pre-filled syringe to be taken subcutaneously) compared to the daily dosage of Suboxone film for the maintenance therapy. In our view, a significant part of Suboxone market should shift to Sublocade Injectable form, as: ● Sublocade enhances compliance to treatment: Suboxone treats opioid addiction and therefore a less frequent dosage is preferable. Decision points with new Sublocade are only 12 per year but with Suboxone Film are 365 in a year. Therefore, Sublocade should lead to better compliance. ● Sublocade has reduced risk of misuse. Sublocade will be distributed through a restricted distribution system where it is only dispensed directly to a healthcare provider for administration so that the product does not end up in patient's hands. Furthermore, Sublocade's label has a black box warning of serious harm or death with intravenous administration. ● Indivior's stock price is already factoring market shift from Sublocade to Suboxone. Indivior's stock declined 35% when DRL won Suboxone Film litigation in the district court in Aug-2017. However, the stock recovered almost completely when the FDA panel voted in the favour of Sublocade in Oct-2017. This shows that the market expects Indivior to be able to shift a large part of the Suboxone Film market to Sublocade. Figure 1: Indivior's stock has recovered loss of DRL winning Suboxone litigation in district court FDA panel recommends Sublocade
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Source: Company data, Credit Suisse research



Pricing of Sublocade is 3.4x Suboxone film; more than onethird of Suboxone film market should be shifted



In the maintenance therapy of Suboxone film, the standard dosage is 16mg buprenorphine and it costs $15.5 per day. Therefore, a standard maintenance therapy for a year costs $465. Indivior has guided for Sublocade peak sales of $1 bn at the whole acquisition price of US$1,580 per dosage. This implies that Indivior is budgeting for at least one-third of the market shifting to Sublocade. Cut DRL's FY19/20 EPS by 4-5% and TP to Rs1,865



We assume 35-40% of Suboxone film market shifting to Sublocade. Furthermore, DRL has seen competition in key drugs faster than expected like in Vytorin, Nexium, Decitabine and Nytroglycerin. Thus we cut FY19/20 EPS by 4-5% and target price by 4% to Rs1,865.
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Asian Daily Minor International PCL ---------------------------------------------------- Downgrade to NEUTRAL Approaching fair value



EPS: ▼ TP: ▲



Thaniya Kevalee / Research Analyst / 66 2 614 6219 / [email protected] Siriporn Sothikul, CFA / Research Analyst / 662 614 6217 / [email protected]



Bbg/RIC MINT TB / MINT.BK Price (01 Dec 17, Bt) 43.50 Rating (prev. rating) N (O) TP (prev. TP Bt) 48.00 (47.00) 52-wk range (Bt) 45.3 - 33.5 Est. pot. % chg. to TP 10 Mkt cap (Bt/US$ bn) 200.9/ 6.2 Blue sky scenario (Bt) 54.50 ADTO-6M (US$ mn) 18.2 Grey sky scenario (Bt) 36.00 Free float (%) 45.2 Performance 1M 3M 12M Major shareholders Minor Holding Absolute (%) (0.6) 10.1 18.4 (16.8%) Relative (%) (0.5) 5.2 5.2 Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Bt mn) 42,345 51,152 55,787 59,882 63,987 EBITDA (Bt mn) 8,082 10,257 11,646 12,618 13,766 Net profit (Bt mn) 4,675 4,619 5,578 6,495 7,682 EPS (CS adj. Bt) 1.06 1.05 1.26 1.45 1.71 - Change from prev. EPS (%) n.a. n.a. (3.6) (6.2) (6.5) - Consensus EPS (Bt) n.a. n.a. 1.26 1.48 1.68 EPS growth (%) 8.3 (0.7) 19.6 15.7 17.6 P/E (x) 41.1 41.4 34.6 29.9 25.4 Dividend yield (%) 0.8 0.8 1.0 1.4 1.8 EV/EBITDA (x) 30.0 24.0 21.0 19.0 17.1 P/B (x) 5.8 5.1 4.6 4.2 3.8 ROE (%) 15.4 13.2 14.1 14.9 15.8 Net debt (cash)/equity (%) 112.9 111.3 96.3 79.1 62.9 Note 1: ORD/ADR=25.00. Note 2: Minor International Public Co Ltd is a Thailand-based company engaged in the investment activities in hotels, restaurant operations, shopping space and real estate development, retail distribution and product manufacturing, and entertainment business.



Click here for detailed financials



Figure 1: THB has strengthened—some impact on MINT’s foreign currency revenues 27.5 27.0 26.5 26.0 25.5 25.0 24.5 24.0
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● Following a small disappointment in the 3Q17 results and the recent strength of THB currency, we trim our earnings estimates over 2017-19 by 4-7%. We raise our target price slightly to Bt48 to reflect a lower risk free rate (2.5% vs 3% previously), but we downgrade MINT to NEUTRAL on limited potential upside. ● The earnings downgrades are mainly from a lower assumption on other income, and a small downgrade in revenue projection from its hotel, OAKS and QSR business as a result of the THB strength. We still expect MINT to book one unit of high-end property sales in Phuket in 4Q, which implies a downside risk to earnings should there be any delay in the transfer of the property. ● Following the downgrade, our profit forecasts over 2017-19 are largely in line with Bloomberg consensus. We do not see significant catalysts to drive earnings upgrade in the medium term. ● In our view, MINT’s multiple is approaching fair value and thus implies limited potential upside (10%). Our target price places it on 29x 12-month forward P/E, slightly above its five-year average.



AUD/THB



SGD/THB



Source: the BLOOMBERG PROFESSIONAL™ service



High end property sales in 4Q



While most of its key business segments (excluding currency impact) such as hotel, QSR and time share sales should do well in 4Q, the booking revenue from high end property sales (residential cum vacation home) in Phuket is highly unpredictable. Management confirms negotiations with prospective customers are ongoing, but does not provide any guidance in terms of the expected time for the transfer of ownership. Our model still assumes one unit of such property will be transferred (thereby allowing MINT to book revenue) in 4Q17. If the transfer is delayed, MINT will miss our 4Q17E profit by 6% (2% on 2017E profit), based on our estimate. Lifting our target price to Bt48, but upside not big enough



Despite earnings downgrades, we raise our target price to Bt48 (from Bt47) as we apply a lower risk free rate of 2.5% (vs 3% previously). This implies potential upside of 10%, which is decent but not sizable enough for us to maintain our OUTPERFORM rating. We thus downgrade our rating to NEUTRAL. MINT’s 2018E P/E of 30x is slightly above regional peers' average and close to a 10% premium to the five-year average 12-month forward P/E. Our target price places MINT slightly above the five-year average (Figure 2). Key upside risks include higher-than-expected other income and property sales, as well as THB weakness. Key downside risks include lower-than-expected other income, property sales, hotel occupancy rates, QSR’s same store sales growth and further strengthening of THB. Figure 2: MINT trades above its five-year average 12-month forward P/E (x) 35 31 27 23 19



Path to target price



12M forward PE at target (x)



Source: Company data, Datastream, Credit Suisse estimates.
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Following slightly weaker than expected 3Q17 results (due mainly to lower other income), we cut our earnings estimates over 2017-19 by 4-7%. The downgrades also reflect further strengthening of THB relative to select currencies (Figure 1) i.e. AUD, SGD and RMB which contributes around 25% to MINT’s total revenue in combination. This led us to also lower revenue assumptions for MINT’s hotel, QSR and serviced apartment business in Australia (OAKS). We expect the strength of the THB to somewhat reduce the attractiveness of MINT’s profit growth trend.



Oct-12



Cutting earnings estimates



Monday, 04 December 2017



Asian Daily Regional



APAC Equity Strategy ----------------------------------------------------------------------------------------New report: Net foreign selling of US$2.8 bn over last five days. Foreign investor capitulation? Sakthi Siva / Research Analyst / 65 6212 3027 / [email protected] Kin Nang Chik / Research Analyst / 852 2101 7482 / [email protected]



● We highlight net foreign selling of US$2.8 bn in Emerging Asia exChina ex-Malaysia over the last five days with the bulk of the selling concentrated in three markets—Korea and Taiwan US$1.4 bn each and Indonesia US$0.6 bn. Significantly, foreigners were net buyers of India to the tune of US$0.7 bn over this period. ● We define capitulation as foreigners being net sellers over a rolling 12-month basis. Net foreign buying in Emerging Asia exChina ex-Malaysia is still running at 0.4% of market cap versus highs of 0.7% in June (Figure 2). ● For Taiwan, net foreign buying has dropped from a high of 1.4% in May to 0.6% currently. In Korea, the fall in net foreign buying is from 1% in June to 0.6% currently. ● On a rolling 12-month basis, Indonesia is associated with the largest foreign investor capitulation within Asia Pacific with net foreign selling of 0.6% of market cap. While this is still shy of the -1% we saw at the 2015 lows, the only other market with capitulation is Thailand whose equivalent number is just -0.1%. Figure 1: Net foreign buying/ selling in Emerging Asia ex-China ex-Malaysia Foreign net buying (US$m)



Date 24/11/17 27/11/17 28/11/17 29/11/17 30/11/17



India 212.5 16.6 464.3 121.8 -96.6
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Source: Stock exchanges of India, Indonesia, Korea, Taiwan, Thailand, Philippines



Figure 3: Indonesia net foreign buying rolling 12 months as a % of market cap 5.0%
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Figure 2: Emerging Asia ex-China—net foreign buying rolling 12 months
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Source: Stock exchanges of India, Indonesia, Korea, Taiwan, Thailand, Philippines



Source: Stock exchanges of Indonesia



Net foreign selling of US$2.8 bn over last five days



Figure 4: Taiwan net foreign buying



Figure 1 highlights net foreign selling of US$2.8 bn in Emerging Asia ex-China ex-Malaysia over the last five days with the bulk of the selling concentrated in three markets—Korea and Taiwan US$1.4 bn each and Indonesia US$0.6 bn. Significantly, foreigners were net buyers of India to the tune of US$0.7 bn over this period. But not yet capitulation on a regional basis



We define capitulation as foreigners being net sellers over a rolling 12-month basis. Net foreign buying in Emerging Asia ex-China exMalaysia is still running at 0.4% of market cap versus highs of 0.7% in June (Figure 2). For Taiwan, net foreign buying has dropped from a high of 1.4% in May to 0.6% currently. In Korea, the fall in net foreign buying is from 1% in June to 0.6% currently. Indonesia looks the most interesting from a capitulation perspective
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Source: Stock exchanges of Taiwan



On a rolling 12-month basis, Indonesia is associated with the largest foreign investor capitulation within Asia Pacific with net foreign selling of 0.6% of market cap. While this is still shy of the -1% we saw at the 2015 lows, the only other market with capitulation is Thailand and Thailand’s equivalent number is just -0.1%.
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Monday, 04 December 2017



Asian Daily China



China Passenger Vehicle Sector------------------------------------ Maintain MARKET WEIGHT Luxury brand strong momentum continued in November Bin Wang / Research Analyst / 852 2101 6702 / [email protected] Carrie Jiang / Research Analyst / 852 2101 6723 / [email protected] Nick Li / Research Analyst / 852 2101 6704 / [email protected]



● Strong luxury-brand car sales momentum continued in Nov, according to our dealer visit to Zhuhai city, Guangdong province on 30 Nov. This is because of the continuous upgrade demand, which helped luxury brands reduce their products’ retail price discount. ● The Mercedes Benz dealer is quite positive on its sales momentum given the strong showroom traffic—above 10 group customers at the store. In particular, E-series sedan enjoyed a three-month waiting list. The BMW dealer told us that the 5-series sedan enjoyed one-month waiting list without any price discount. ● These on-site feedback are in line with the volume statistics from Thinkercar in Nov first four weeks, BAIC-Benz daily sales jumped 37% YoY with E-class volume up 33% YoY and 20% MoM. In the same period, Brilliance BMW sales also increased 33% YoY with 5series volume up 5% YoY and 26% MoM. ● The dealers are bullish about their 2018 sales outlook given the strong new products ahead. BMW will launch its 5-series sedan lowend version – 525 variant in 1Q18, locally produced X3 SUV in 1H18. Mercedes Benz will launch its GLC long wheelbase version in 1H18. ● 1 Valuation Metrics Company



Ticker



Rating



Price Target Year Local 9.16



P/E (x) T+2 6.8



P/B (x) T+1 1.4



11.0 8.7 17.4 10.0 39.3 29.3 5.6 5.5 20.6 16.6 14.4 9.6



1.8 3.1 2.9 0.7 6.6 1.4



price T T+1 13.50 12/16 12.1



Greatwall Motor 2333.HK O (H) GAC (H) 2238.HK O 19.84 25.00 12/16 Brilliance China 1114.HK O 20.80 25.00 12/16 BYD (H) 1211.HK O 68.95 85.00 12/16 Dongfeng Motor 0489.HK O 9.77 14.00 12/16 Geely 0175.HK N 27.50 28.00 12/16 BAIC Motor 1958.HK N 9.40 8.80 12/16 Note: O = OUTPERFORM, N = NEUTRAL, U = UNDERPERFORM Source: Company data, Credit Suisse estimates



GAC Trumpchi dealer: GS3 SUV: No inventory with three-month waiting list. GS4 SUV: Inventory of several units, with Rmb6k price discount. GS8 SUV: Inventory of several units, with no price discount. FAW Audi dealer: A6 sedan: Inventory of several units, Rmb40k price discount (~10%) Q5 SUV: Inventory of several units, Rmb50k price discount (~13%). Chang’an dealer: CS35 SUV: Inventory of several units, Rmb3-4k price discount. CS55 SUV: Inventory of few units, three-month waiting list; Chang’an dealer said it sold >10 units per month, with order backlog of >40 units. CS95 SUV: Inventory of several units, Rmb8-9k price discount. Lexus dealer: NX200 SUV: No inventory, two-month waiting list. ES sedan: No inventory, two-month waiting list; order backlog of >10 units. Dongfeng Peugeot dealer: 5008 sedan: Inventory of several units; dealer offered Rmb10k price discount. SAIC Roewe dealer: RX5 SUV: Inventory of several units; dealer offered Rmb5k price discount. Figure 1: FAW Audi, Brilliance BMW, BAIC Benz daily sales growth in Nov (unit)



Nov 30 Zhuhai dealer visit key takeaways: BMW dealer: 530 Sedan: Inventory of four to five units, with order backlog of two units; one-month waiting list without any price discount. 528 Sedan: Inventory of some units, with no price discount. Mercedes Benz dealer: E-series Sedan: Inventory of few units inventory, with three-month waiting list. Great Wall dealer: Haval New H6 1.5T SUV: Inventory of some units, with one-to-two-month waiting list. Zhuhai dealer said it sold 12 units since model debut on 17 Nov, with order backlog of >10 units. Haval H2 SUV: Sufficient inventory, with Rmb2-3K price discount.



FAW Audi Audi A4 Audi A6 Audi Q5 Audi Q3 Audi A3 Brilliance BMW BMW 3 Series BMW 5 Series BMW 2 Series BMW 1 Series BMW X1 BAIC Benz C-series E-series GLA GLC



Source: Thinkercar



WEY VV7 SUV & VV5 SUVs: Inventory of few units, with no price discount. Zhuhai dealer said it sold total 50-60 units of VV7 & VV5 per month and VV7 sales is better than VV5.
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Nov-17 1-24 24 51,917 11,621 13,201 11,203 7,237 8,655 33,021 9,854 10,833 1,032 4,062 7,240 30,816 9,677 8,487 5,387 7,265



Nov-16 1-30 30 54,789 7,926 13,808 12,592 10,580 9,883 31,125 9,573 12,912 1,510 7,130 28,116 8,404 8,004 5,003 6,705



Oct-17 1-31 31 51,994 11,338 14,486 10,557 8,834 6,779 30,420 7,122 11,099 1,158 4,373 6,668 32,939 10,064 9,169 5,805 7,901



YoY



18.4% 83% 20% 11% -14% 9% 32.6% 29% 5% -15% 27% 37.0% 44% 33% 35% 35%



MoM



29.0% 32% 18% 37% 6% 65% 40.2% 79% 26% 15% 20% 40% 20.8% 24% 20% 20% 19%



Monday, 04 December 2017



Asian Daily Sinotruk (Hong Kong) Limited ---------------------------------------------------Maintain NEUTRAL Heavy truck declined 9% YoY in Nov: First decline in 21 months



EPS: ◄► TP: ◄►



Bin Wang / Research Analyst / 852 2101 6702 / [email protected] Carrie Jiang / Research Analyst / 852 2101 6723 / [email protected] Nick Li / Research Analyst / 852 2101 6704 / [email protected]



● After 21 months of continuous sales growth YoY, China heavy truck sales started declining in Nov—down 9% YoY to 83.5k units, according to CVworld. In line with the overall market, Sinotruk group’s heavy truck sales declined by 9% YoY in Nov to 14.5k units. ● CVworld attributed Nov’s sales decline to environmental protection related regulatory change. On one hand, coal-related truck transport has been forbidden recently in sea ports of North China, incl. Tianjin, Hebei and Shandong provinces. These sea ports coal transportation methods will replace all heavy trucks with railways. ● On the other hand, environmental protection also hurts construction trucks sales in North China during the heating season (from 15-Nov17 to 15-Mar-18). During this period, the government imposed restriction or suspensions for the manufacturing in some industries (i.e. cement) and construction activities. ● We forecast China heavy trucks sector sales to decline 21% in 2018 to 0.9 mn units. We highlight this 0.9 mn units is sustainable annual sales given 5.7 mn heavy truck ownership by end-2016 along with avg 6-year truck life cycle (construction truck 4-yr / logistic truck 8-yr). Bbg/RIC 3808 HK / 3808.HK Price (01 Dec 17, HK$) 8.38 Rating (prev. rating) N (N) TP (prev. TP HK$) 9.60 (9.60) 52-wk range (HK$) 12.22 - 4.74 Est. pot. % chg. to TP 15 Mkt cap (HK$/US$ mn) 23,137.1/ 2,961.6 Blue sky scenario (HK$) 12.00 ADTO-6M (US$ mn) 6.7 Grey sky scenario (HK$) 6.00 Free float (%) 24.0 Performance 1M 3M 12M Major shareholders CNHTC Absolute (%) (17.8) (6.9) 46.5 Relative (%) (17.9) (12.6) 2.4 Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Rmb mn) 28,305 32,959 49,448 46,339 45,930 EBITDA (Rmb mn) 2,222 2,558 5,205 4,969 5,174 Net profit (Rmb mn) 206 532 2,505 2,213 2,313 EPS (CS adj. Rmb) 0.07 0.19 0.91 0.80 0.84 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (Rmb) n.a. n.a. 0.82 0.80 0.78 EPS growth (%) (49.5) 158.4 370.7 (11.6) 4.5 P/E (x) 95.1 36.8 7.8 8.9 8.5 Dividend yield (%) 0.4 1.1 5.3 4.7 4.9 EV/EBITDA (x) 9.1 6.6 3.0 2.6 2.0 P/B (x) 1.0 1.0 0.9 0.9 0.8 ROE (%) 1.1 2.7 12.1 10.0 9.9 Net debt(cash)/equity (%) 3.3 (11.9) (17.2) (26.7) (34.6) Note 1: ORD/ADR=50.00. Note 2: Sinotruk is one of China's leading heavy duty truck manufacturers. The company is involved in the research, development and manufacture of heavy duty trucks, light duty trucks & buses and related key parts and components.



Click here for detailed financials



Government restriction or suspensions for manufacturing in some industries (from 15-Nov-17 to 15-Mar-18)



The Ministry of Environmental Protection issued “Priority Action Plan for Comprehensive Management of Air Pollution during Fall and Winter of 2017-2018 in Beijing-Tianjin-Hebei and Its Surrounding Regions.” The policy required during the heating season that: (1) all types of earthworks and road construction, water conservancy projects, and relocation construction activities should be stopped; (2) the government urges industrial companies to avoid peak production and transportation and will continue to supervise air pollution prevention and control; (3) the government urges building material companies to avoid peak production as well. During the heating season, building material companies in cement (including special cement, excluding grinding stations), brick kilns (excluding those use



natural gas as fuel), ceramics (excluding natural gas as fuel), glass wool (excluding natural gas as fuel), rock wool (excluding electric furnace), gypsum board, etc., should stop production. Cement grinding station should stop production during the heavy pollution weather warning period. The areas that will implement the above rules include Beijing, Tianjin City, Shijiazhuang (Hebei province),Tangshan, Langfang, Baoding, Cangzhou, Hengshui, Xingtai, Handan City, Taiyuan, Yangquan, Changzhi, Jincheng, Shandong, Jinan, Zibo, Jining, Dezhou, Liaocheng, Binzhou, Heze, Zhengzhou (Henan province), Kaifeng, Anyang, Hebi, Xinxiang, Jiaozuo and Puyang (hereinafter referred to as "2+26" cities including Xiong'an new district of Hebei Province, Xinji City, Dingzhou City, Gongyi City (Henan province), Lankao County, Huaxian County, Changyuan County, Zhengzhou Airport Economy Zone). Coal-related truck transportation restriction in Tianjin, Hebei and Shandong



According to “Action Plan for Air Pollution Prevention in Beijing, Tianjin, Hebei and Its Surrounding Regions,” railway will be the main means for coal transportation in ports in Tianjin city and Hebei province. A policy named “Notice to Enhance the Control of Pollution of Heavy Diesel Vehicles” was issued by Shandong Provincial Department of Transportation, Environmental Protection Agency and Shandong Provincial Public Security Department. The policy required harbour companies that continue to use diesel truck for coal transportation since 1 October to stop operation and to take measures within two months. During the rectification period, the maritime agency shall not allow boats that transport coal to operate by the port. The Department of Transportation will cancel the transportation permit of those vehicles. Figure 1: China heavy truck sector November sales breakdown (unit) China heavy truck sales FAW Dongfeng Sinotruk ShaanXi Auto Foton JAC SAIC-Iveco Hongyan Chengdu Dayun Beiben Anhui Hualing Others



Source: CVworld



- 9 of 37 -



Nov-17 83,500 14,200 18,454 14,500 13,300 9,800 3,100 3,683 2,110 923 1,463 1,967



YoY -9.1% -29% 6% -9% -15% 37% -41% 118% -32% -8% -16% -34%



MoM -9.5% -35% 9% -3% 34% -27% 181% 179% -48% -74% 727% -60%



11M 2017 1,047,380 234,556 197,496 177,501 140,922 125,715 37,639 26,157 31,071 25,166 13,389 37,768



YoY 60.4% 67% 58% 64% 49% 81% -6% 88% 55% 187% 2% 90%



Monday, 04 December 2017



Asian Daily China Steel Sector ---------------------------------------------------------------------------------------------New report: Strong steel PMI to add fuel to stock rally Yang Luo / Research Analyst / 852 2101 6328 / [email protected] Peter Li / Research Analyst / 852 2101 6320 / [email protected]



peak number in Aug-17. Inventory at steel mills stayed at almost fiveyear low level of 12.3 mt. The traders’ inventory declined by 5.9% WoW to 8.8 mt as of last week. Decade-high cash margin, OP on Angang and Magang: Rebar cash margin is hovering at the decade high level of Rmb1,190/t as of last week, driven by higher steel price and subdued iron ore price. With improving supply demand dynamic and rising pricing power for China steel mills over iron ore producers within the industry chain, we forecast that the current high profitability will be sustained over coming six to twelve months. Maintain OUTPERFORM on Angang (A&H) and Magang (H). Figure 2: Steel price vs. days of steel inventory 11.0
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Figure 1: China Steel PMI running above 50 for the 7th consecutive month 64%
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● China steel PMI came in at 53.1% for Nov-17, up 0.8 pp MoM, mainly due to sound demand, production curb and low inventory. New Order PMI shot up to a three-month high of 65.4% (+9.5ppt MoM). Steel Production PMI plummeted 11.8 pp MoM to 46.5%. We expect steel price to continue hovering at high levels. ● According to China Iron and Steel Association (CISA), daily steel production of large and medium-sized steel mills (L&M) dropped to 1.77 mt for the ten days ending 20-Nov 2017 (down 2.6% MoM). This is 7.6% lower than the peak number in Aug-17. ● Steel inventory at mills stayed at almost a five-year low level of 12.3 mt. The traders’ inventory declined by 5.9% WoW to 8.8 mt as of last week. We expect low inventory to lend support to prices. ● Rebar cash margin is at decade high level of Rmb1,190/t, driven by higher steel price and subdued iron ore price. With China steel mills' rising pricing power over iron ore producers, we forecast that the current high profitability will be sustained over the next six to twelve months. Maintain OUTPERFORM on Angang (A&H) and Magang (H).



Rebar price (Rmb/t) (RHS)



Source: CISA, WIND, Credit Suisse estimates.
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Price gap (RHS) Rebar (Rmb/t) Source: Wind, Bloomberg, Credit Suisse estimates.
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PMI has been running at above 50 for seven consecutive months. According to China Steel Logistics Professional Committee (CSLPC), China steel PMI arrived at 53.1% for Nov-17, up 0.8 pp MoM, mainly due to sound demand, production curb and low inventory. The Steel New Order PMI shot up 9.5 pp MoM to a three-month high of 65.4%. Due to strict environmental policies, the Steel Production PMI plummeted 11.8 pp MoM to a mere 46.5% in Nov-17. The Steel Finished Products Inventory PMI went down by 7.1 pp MoM to 40.4%. We expect steel prices to continue hovering at high levels.
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Figure 3: Rebar price vs. iron ore price
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Steel production data confirms our view. According to China Iron and Steel Association (CISA), daily steel production of large and medium-sized steel mills (L&M) dropped to 1.77 mt for the ten days ending 20-Nov 2017 (down 2.6% MoM). This is 7.6% lower than the Valuation metrics Company



Ticker



Rating



Price



Target TP Up/dn Year EPS Chg EPS EPS grth (%) P/E (x) DY P/B Scenario Chg to TP (%) (%) (x) (prev.) Local price (prev.) (%) (%) T T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+2 T+1 T+1 Blue sky Grey sky Angang (H) 0347.HK O 7.44 10.00 0 34 12/16 0 0 0.67 0.73 201 9 9.4 8.6 3.2 0.9 13.20 4.00 Magang (H) 0323.HK O 3.76 5.00 0 33 12/16 0 0 0.51 0.53 1,617 4 6.3 6.1 — 0.9 7.00 2.00 Note: O = OUTPERFORM, N = NEUTRAL, U = UNDERPERFORM Source: Company data, Credit Suisse estimates



- 10 of 37 -
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Asian Daily China Unicom Hong Kong Ltd ------------------------------------------- Maintain OUTPERFORM Set to meet, rather than beat, ESOP profit targets



EPS: ▼ TP: ▼



Colin McCallum, CA / Research Analyst / 852 2101 6514 / [email protected] Billy Lee / Research Analyst / 852 2101 6529 / [email protected]



● Unicom 762 has successfully issued 6,651 mn shares to Unicom (BVI) at HK$13.24 per share. While positive for gearing levels, we already factored this into our model in August. ● With the capital raising now completed, Unicom is deep into the execution phase. One key area of potential upside is internet cooperation, but we remain unconvinced that internet players which hold small stakes in Unicom following the restructuring will offer unique services to its customers and deny those services to non-Unicom subscribers; this could limit upside achieved. ● The second key angle is the prospect of greater efficiency following the introduction of a stock option scheme. The existence of profit-based targets is positive, in our view, but unfortunately the targets are rather low, and we surmise that in the near term the focus will be on meeting, rather than beating, the hurdle rate. ● We revise down our FY17 earnings by 9.5% and our DCF-based target price declines by 5.0% to HK$13.40. OUTPERFORM rating maintained, but prefer China Telecom at these levels. Bbg/RIC 762 HK / 0762.HK Price (30 Nov 17 , HK$) 11.32 Rating (prev. rating) O (O) TP (prev. TP HK$) 13.40 (14.10) 52-wk range (HK$) 12.36 - 8.76 Est. pot. % chg. to TP 18 Mkt cap (HK$/US$ bn) 346.4/ 44.4 Blue sky scenario (HK$) 18.30 ADTO-6M (US$ mn) 69.1 Grey sky scenario (HK$) 8.80 Free float (%) 50.3 Performance 1M 3M 12M Major shareholders China United Absolute (%) (1.2) (0.7) 15.2 Network Comm Relative (%) 0.2 (2.2) 0.7 Group (71.35%) Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Rmb mn) 277,049 274,197 287,025 301,706 314,716 EBITDA (Rmb mn) 87,502 79,498 85,593 91,162 97,799 Net profit (Rmb mn) 10,562 625 4,148 10,527 18,395 EPS (CS adj. Rmb) 0.44 0.03 0.16 0.34 0.60 - Change from prev. EPS (%) n.a. n.a. (9.5) (4.3) (2.6) - Consensus EPS (Rmb) n.a. n.a. 0.18 0.35 0.51 EPS growth (%) (13.2) (94.1) 520.4 112.4 74.7 P/E (x) 21.7 366.9 59.1 27.8 15.9 Dividend yield (%) 1.8 0 0.3 1.7 3.1 EV/EBITDA (x) 4.8 5.6 3.6 3.0 2.6 P/B (x) 1.0 1.0 0.9 0.9 0.8 ROE (%) 4.6 0.3 1.5 3.2 5.4 Net debt(cash)/equity (%) 55.1 65.5 4.0 (4.6) (10.9) Note 1: ORD/ADR=10.00. Note 2: China Unicom (Hong Kong) Ltd operates fixed line and cellular services in China.



Click here for detailed financials



Unicom has completed its share sale



Unicom recently announced that the second leg of its mixed ownership transaction has been successfully completed, with Unicom 762 issuing 6,651 mn shares to Unicom (BVI) at HK$13.24 per share. We already factored the financial impact of this transaction into our model when the terms were published on 23 August; the HK$88.1 bn in cash received had resulted in FY17 earnings rising 10.3% and FY18 earnings rising 18.9% due to interest saved. Net debt to EBITDA including payables declined to 1.8x from 2.7x. However, FY18 EPS declined by 7.0% due to dilution from the new shares and since the new shares were issued close to our DCF valuation, our target price remained unchanged at HK$14.10. We therefore concluded that, for the red chip Unicom 762 HK, the transaction had been helpful for lowering gearing, but did not result in much value creation.



Is there upside from internet cooperation and the ESOP?



With the financial/capital raising aspect of the transaction now completed, Unicom is now deep into the execution phase of mixed ownership reform. There are really two key potential areas of upside. First, there is internet cooperation. It is clear that the internet companies have been huge beneficiaries of cellular and fixed broadband network roll-outs, without having held stakes in any of the three China telcos. Indeed, the revenue and net profit growth of the internet players is partly contingent on the Over the Top (OTT) nature of the services, which allow maximum scale and reach for content, payments and eCommerce services, without the need for investment in telecoms infrastructure. This has proven to be a far superior business model to telco service provision, not just in China, but globally. We remain unconvinced that internet players which hold small stakes in Unicom following the restructuring will offer unique services to Unicom customers and deny those services to nonUnicom subscribers. This, in our view, limits the upside which might actually be received through cooperation with internet shareholders. Second, there are management incentives thanks to Unicom's stock option scheme. In a major increase in transparency, management now has clear financial targets for revenue growth, growth in profit before tax and ROE. Growth in profit before tax for FY17 of Rmb4.72 bn (from the very low base of Rmb784 mn in FY16) implies a target of Rmb5.5 bn and, assuming 25.0% tax, net profit of Rmb4.1 bn. The target growth rates for future profit before tax are all benchmarked off 2017. It seems unlikely to us that Unicom will materially exceed the FY17 target and so we revise down our FY17 earnings by 9.5% to Rmb4.1 bn. We surmise that consensus, currently at Rmb4.7 bn, will follow. We also trim our FY18-20 earnings forecasts, in large part due to circa Rmb3.0 bn in amortised costs of the ESOP scheme, and our DCF-based target price declines by 5.0% to HK$13.4. Maintain OUTPERFORM but prefer China Telecom



Emergence from the 4G investment phase, the existence of hard (albeit slightly low) profit targets and the potential for the listing of the China Tower Corporation (not listed), in which Unicom has a 28.1% stake, lead us to maintain our OUTPERFORM rating on Unicom 762, despite our expectation that consensus earnings will likely drift downwards in the coming months. We do, however, maintain our UNDERPERFORM rating on Unicom A-share (target price cut from Rmb 5.33 to Rmb5.06), which offers exposure to exactly the same cash flows as 762, but trades at a premium of 63.5%; given the existence of HK-Shanghai connect this makes little sense to us. At present we prefer China Telecom over Unicom 762, since it also benefits from the potential listing of China Tower Corporation, but it is cheaper on multiples, and due to solid operating performance it has less downside risk to consensus earnings figures, in our view. It also offers more potential upside to our DCF-based target price of HK$5.30.
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Asian Daily China United Network Communications Ltd ------------------- Maintain UNDERPERFORM Unicom 762 HK set to meet, rather than beat, ESOP profit targets



EPS: ▼ TP: ▼



Colin McCallum, CA / Research Analyst / 852 2101 6514 / [email protected] Billy Lee / Research Analyst / 852 2101 6529 / [email protected]



● Unicom 762 has successfully issued 6,651 mn shares to Unicom (BVI) at a price of HK$13.24 per share. While positive for gearing levels, we had already factored this into our models in August. ● With the capital raising now completed, Unicom is deep into the execution phase. One key area of potential upside is internet cooperation, but we remain unconvinced that internet players which hold small stakes in Unicom following the restructuring will offer unique services to its customers, and deny those services to non-Unicom subscribers; this could limit the upside achieved. ● The second key angle is the prospect of greater efficiency following the introduction of a stock option scheme. The existence of profit-based targets is positive, in our view, but unfortunately the targets are rather low, and we suspect that in the near term the focus will be on meeting, rather than beating, the hurdle rate. ● We revise down our FY17 earnings by 8.8% and our DCF-based target price declines by 5.1% to Rmb5.06 (from Rmb5.33). UNDERPERFORM, and prefer Unicom 762 at these levels. Bbg/RIC 600050 CH / 600050.SS Price (30 Nov 17 , Rmb) 6.96 Rating (prev. rating) U (U) TP (prev. TP Rmb) 5.06 (5.33) 52-wk range (Rmb) 9.04 - 6.27 Est. pot. % chg. to TP (27) Mkt cap (Rmb/US$ bn) 210.4/ 31.8 Blue sky scenario (Rmb) 7.10 ADTO-6M (US$ mn) 464.4 Grey sky scenario (Rmb) 3.12 Free float (%) 36.9 Performance 1M 3M 12M Major shareholders China United Absolute (%) (10.8) (12.6) (5.0) Network Relative (%) (9.3) (14.1) (19.5) Communications Group (37%) Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Rmb mn) 277,049 274,197 287,025 301,706 314,716 EBITDA (Rmb mn) 89,396 80,893 85,594 91,162 97,800 Net profit (Rmb mn) 3,472 155 1,633 5,036 8,390 EPS (CS adj. Rmb) 0.16 0.01 0.07 0.17 0.28 - Change from prev. EPS (%) n.a. n.a. (8.8) (4.0) (2.5) - Consensus EPS (Rmb) n.a. n.a. 0.07 0.14 0.21 EPS growth (%) (12.8) (95.5) 825.7 147.1 66.6 P/E (x) 42.5 954.5 103.1 41.7 25.0 Dividend yield (%) 0.8 0 0 1.2 2.0 EV/EBITDA (x) 5.5 6.3 4.4 3.9 3.4 P/B (x) 1.9 1.9 1.2 1.2 1.1 ROE (%) 4.4 0.2 1.3 2.8 4.6 Net debt(cash)/equity (%) 54.1 64.9 4.0 (5.0) (11.4) Note 1: China United Network Communication Ltd operates cellular and fixed line services in China.



Click here for detailed financials



Unicom has completed its share sale



Unicom recently announced that the second leg of its mixed ownership transaction had been successfully completed, with Unicom 762 having issued 6,651 mn shares to Unicom (BVI) at a price of HK$13.24 per share. We already factored the financial impact of this transaction into our model when the terms were published on 23 August; the HK$88.1 bn in cash received had resulted in FY17 earnings rising 10.3% and FY18 earnings rising 18.9% due to interest saved. Net debt to EBITDA including payables declined to 1.8x from 2.7x. However, FY18 EPS had declined by 7.0% due to dilution from the new shares, and since the new shares were issued close to our DCF valuation, our target price had remained unchanged at HK$14.10. We, therefore, concluded that, for Red Chip Unicom 762 HK, the transaction had been helpful for lowering gearing, but did not result in much value creation.



Is there upside from internet cooperation and the ESOP?



With the financial/capital raising aspect of the transaction now completed, Unicom is now deep into the execution phase of mixed ownership reform. There are really two key potential areas of upside. First, there is internet cooperation. It is clear that the internet companies have been huge beneficiaries of cellular and fixed broadband network rollouts, without having held stakes in any of the three China telcos. Indeed, the revenue and net profit growth of the internet players is partly contingent on the Over the Top (OTT) nature of the services, which allow maximum scale and reach for content, payments and e-commerce services, without the need for investment in telecoms infrastructure. This has proven to be a far superior business model to telco service provision, not just in China, but globally. We remain unconvinced that internet players which hold small stakes in Unicom following the restructuring will offer unique services to Unicom customers, and deny those services to nonUnicom subscribers. This, in our, view limits the upside which might actually be received through cooperation with internet shareholders. Second, there are management incentives, thanks to Unicom's stock option scheme. In a major increase in transparency, management now has clear financial targets for revenue growth, growth in profit before tax, and ROE for Unicom 762 HK. Growth in profit before tax for FY17 of Rmb4.72 bn (from the very low base of Rmb784 mn in FY16) implies a target of Rmb5.5 bn and, assuming 25.0% tax, net profit of Rmb4.1 bn. The target growth rates for future profit before tax are all benchmarked off 2017. It seems unlikely to us that Unicom will materially exceed the FY17 target and so we revise down our FY17 earnings for Unicom A by 8.8% to Rmb1.6 bn. We also trim our FY18 to F20 earnings forecasts, in large part due to circa Rmb3.0 bn in amortised costs of the ESOP scheme, and our DCF-based target price declines by 5.1% to Rmb5.06. Maintain UNDERPERFORM; prefer Unicom 762



Emergence from the 4G investment phase, the existence of hard (albeit slightly low) profit targets, and the potential for the listing of the China Tower Corporation (Not listed), in which Unicom has a 28.1% stake, lead us to maintain our OUTPERFORM rating on Unicom 762, in spite of our expectation that consensus earnings will likely drift downwards on the coming months. We do, however, maintain our UNDERPERFORM rating on Unicom A-share, which offers exposure to exactly the same cash flows as 762, but trades at a premium of 63.5%; given the existence of HK-Shanghai connect this makes little sense to us. At present we prefer China Telecom over Unicom 762, since it also benefits from the potential listing of China Tower Corporation, but it is cheaper on multiples, and due to solid operating performance it has less downside risk to consensus earnings figures, in our view. It also offers more potential upside to our DCF-based target price of HK$5.30.
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Asian Daily New China Life ------------------------------------------------------------------------Maintain NEUTRAL Corp day takeaways: Belated agency expansion with double-digit growth in 2018



EPS: ◄► TP: ◄►



Charles Zhou, CFA / Research Analyst / 852 2101 6177 / [email protected] Eddie Zhou / Research Analyst / 852 2101 6192 / [email protected]



● New China Life (NCI) hosted an Investor Day on 1 December in Xiamen and here are our major takeaways. ● After a two-year transformation, NCI announced its plans to actively expand its agency team in 2018, targeting 36% growth in total agents (to 450k) and 22% growth in performing agents. Meanwhile, NCI continues to focus on agency quality, especially the ‘three high’ standards (high performing rate at 50%, high productivity of Rmb7.1k, and high retention rate of 35%). ● Looking ahead, health insurance becomes a strategic focus. NCI targets Rmb15 bn new business sales from 健康无忧 / Jian Kang Wu You in 2018, up 50% YoY and contributing 48% of FYP. It also plans to launch a wide range of riders to promote sales of main policies and expects double-digit VNB growth next year. ● Near-term, we are concerned about the ‘jumpstart’ sales outlook, given: (1) high base of ‘fast return’ products under #134, (2) flattish agency growth YTD, and (3) late pre-sale preparation. NCI is trading at 0.73 P/EV. Among small cap insurers, we prefer Taiping to NCI.



significantly higher than the sector average of 30%. (2) High productivity: monthly agency productivity reached Rmb7,093 in 9M17, up 13% YoY. While fast agency expansion may drag productivity, NCI aims to keep agency productivity at a decent level (or mild decline). (3) High retention rate: 13-month retention rate is solid at 35%, vs the 30% sector average, and we expect steady improvement going forward.



Bbg/RIC 1336 HK / 1336.HK Price (02 Dec 17, HK$) 49.70 Rating (prev. rating) N (N) TP (prev. TP HK$) 55.00 (55.00) 52-wk range (HK$) 56.2 - 35.0 Est. pot. % chg. to TP 11 Mkt cap (HK$/US$ bn) 204.6/ 26.2 Blue sky scenario (HK$) 68.75 ADTO-6M (US$ mn) 61.3 Grey sky scenario (HK$) 41.25 Free float (%) 48.4 Performance 1M 3M 12M Major shareholders Central Huijin - Absolute (%) 0.2 (0.5) 28.3 31.34% Relative (%) 0.1 (6.2) (15.8) Year 12/15A 12/16A 12/17E 12/18E 12/19E Life GWP (Rmb mn) 111,994 112,648 111,311 132,933 157,980 P&C GWP (Rmb mn) — — — — — Net profit (Rmb mn) 8,603 4,944 5,819 6,758 8,188 EPS (CS adj. Rmb) 2.76 1.58 1.87 2.17 2.62 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (Rmb) n.a. n.a. 2.09 2.60 3.11 EPS growth (%) 34.3 (42.5) 17.7 16.1 21.2 P/E (x) 15.3 26.5 22.6 19.4 16.0 NTA per share (Rmb) 18.0 18.4 19.5 20.9 22.5 EV per share (Rmb) 35.5 41.5 49.9 58.7 68.8 Dividend yield (%) 0.7 1.1 1.3 1.8 2.4 EV/EBITDA (x) 15.9 27.3 21.9 19.8 16.5 P/B (x) 2.3 2.2 2.1 2.0 1.8 ROE (%) 16.2 8.5 9.6 10.4 11.8 P&C combined ratio (%) — — — — —



Health insurance to drive double digit VNB growth in 2018



Note 1: New China Life is the third largest life insurance company in China with extensive multichannel distribution network that covers approximately 24.9 million individual customers and 57,000 institutional customers.



Figure 1: Belated agency expansion with focus on health insurance 450
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Source: Company data, Credit Suisse Estimates; JKWY is major health insurance



Looking ahead, health insurance would become a strategic focus. NCI targets Rmb15 bn new business sales from 健康无忧 / Jian Kang Wu You in 2018, up 50% YoY and contributing 48% of FYP (First Year Premium). The insurer also plans to launch a wide range of riders to promote sales of main policies. With strong agency expansion and health insurance growth outlook, NCI is confident to achieve double-digit VNB growth for the next few years. That said, we see uncertainty in execution, as rookie agents tend to lack sufficient skills / experiences to promote the sophisticated insurance products with multiple riders. Growth picking up, but concern over 1Q18 ‘jumpstart’ sales



NCI suggests that document 134 should have lower impact to listed insurers, which has built a strong and quality agency team. However, we are still concerned over its 1Q18 ‘jumpstart’ sales outlook, given: (1) high base of affected ‘fast return’ products (84% of FYP in 2016, but ratio is lower in 2017), (2) flattish agency growth YTD in 2017, and (3) late preparation vs peers. While NCI highlights that renewal premium should drive total premium growth, we expect investors to place greater importance on new business sales, key driver of VNB. We expect more data about its jumpstart pre-sales in January next year. New Sino-Foreign tech JV under preparation



Belated agency expansion (+36% to 450k in 2018)



After a two-year transformation, NCI announced its plans to actively expand its agency team in 2018, targeting 36% growth in total agents (to 450k) and 22% growth in performing agents. Meanwhile, it continues to focus on agency quality, especially the ‘three high’ standards. (1) High performing agency rate: It plans to maintain rate at 50% level,



NCI plans to partner with a foreign company and prepare a tech jointventure, which should be launched soon. NCI is also building a new integrated sales platform that supports all devices, and importing new technologies, such as facial recognition, to enhance its tech strength.



Figure 2: Valuation metrics — 1 Dec 2017 Company
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Asian Daily India



India Economics ------------------------------------------------------------------------------------------------Robust growth in tax revenue, but government spending should slow down Deepali Bhargava / Economist / 65 6212 5699 / [email protected]



● We estimate that total tax collections, including GST, remain robust for the year so far. Given that GST filings still remain low, tax collections should go up meaningfully in the next few months. ● However, lower non-tax revenue, partly because of demonetisation and partly because of a likely shortage in expected tax revenue from telecom auctions, can set the government revenue back by 0.5% of GDP. Revenue uncertainty could increase if excise duty on petroleum is cut. ● We expect government spending growth to moderate for the rest of the year due to revenue uncertainty and the front-loading of expenditure in 1H. ● Putting everything together, we expect the majority of the revenue shortfall on non-tax to be offset by higher-thanbudgeted tax revenue and a large fiscal slip this year is unlikely. Figure 1: Non-tax collections continue to be the stress point on fiscal



FY2017-18 Direct tax Indirect tax including GST (till Sep) Non-tax revenue Total expenditure Current Capex



% of budget met by Oct 44% 52% 33% 60% 62% 53%



Budgeted yoy 15.7 8.8 -14 6.6 5.9 10.7



yoy needed in the rest of the year to meet YTD Oct yoy targets 13.7 20 -43 12.3 13.7 30



81 3.6 7.3 -11



Source: CGA, Credit Suisse



Tax revenue collections remain robust. As per the latest data for October provided by the Ministry of Finance (controller general of accounts), we estimate that indirect tax collections remain robust. Indirect tax collections likely exceeding target. Since CGA reports tax collections on a cash-accounting basis and GST payment for a certain month happens only after next year, October GST tax collections likely reflected tax revenue only until September. We estimate that the centre’s share of GST revenue together with other indirect tax revenue outside the ambit of GST together made up for slightly over 50% of budgeted indirect tax revenue target in 1H (AprSep) (Figure 1). We assume that 50% of the unallocated IGST will accrue to the centre. Given historically that 1H accounts for about 40% of total indirect tax revenue, we maintain that indirect tax collections continue to be robust. Going forward, we expect higher GST compliance to help improve revenue collections meaningfully in the upcoming months. Direct tax collections continued to grow above target



Direct tax collections grew 14% YoY YTD October, slightly lower than budgeted estimates. We expect the strength in direct tax collections to continue on improved tax compliance.



defence, roads, and rural development, with two thirds of budgeted spending in these sectors accomplished by October. Lower non-tax revenue and excise duty cuts on petroleum the key risk to fiscal consolidation. The RBI dividend to the government for the current FY fell by 53% YoY, largely resulting from higher costs of printing currency post demonetisation and absorbing the surplus liquidity of the banking system. This, plus a likely shortage in expected tax revenue from telecom auctions, could set the government revenue back by 0.5% of GDP. Excise duty cuts on petroleum—one already announced in October— could further increase the pressure on revenue. Each one rupee cut in excise lowers government revenue by ~0.1% of GDP. We expect government spending growth to fall for the rest of the year, as the government reiterated its commitment towards fiscal consolidation. We believe that the uncertainty on revenue will result in slower government spending growth in 2H. While the over-achievement of targets on indirect tax can give some leeway, that will be clearer only towards the end of the year and hence we think it’ll primarily be met to meet the current fiscal deficit target of 3.2% of GDP. The new FRBM framework provided for an ‘escape clause’ with a ceiling of 0.5% of GDP in a year. One of the conditions under which the escape clause can be triggered included structural reforms which had unanticipated revenue implications. Thus, in the event of revenue slippage because of GST implementation and demonetisation, we believe that the government will invoke the escape clause and aim for a fiscal deficit of 3.5% of GDP this year against the current target of 3.2%. Figure 2: Split of government spending in the year so far Split of government spending Apr-Oct 2017 Urban development 2%
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HR development 4% Home affairs 5%



Defence 19%



Rural development 5% Railways 2% Roads 3%
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Source: CEIC, Credit Suisse



Spending rose in October after a sharp slowdown in 3Q, spending mix healthy. Government spending growth jumped to 16% YoY in October after a sharp fall of 2% YoY in Jul-Sep. The mix of expenditure suggested that while the share of revenue expenditure in incremental spending remained high at 90%, capital expenditure growth (30% YoY) was higher than revenue expenditure (14% YoY) in the financial year until October (Figure 2). Capital expenditure was primarily driven by - 14 of 37 -
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Asian Daily India Automobiles Sector -----------------------------------------------------------------------------------Nov-17 volumes: Massive surprise on M&HCVs; decent growth on a low base in other segments Jatin Chawla / Research Analyst / 91 22 6777 3719 / [email protected] Vaibhav Jain / Research Analyst / 91 22 6777 3968 / [email protected]



● Nov was a strong month across auto segments with the biggest positive surprise coming from M&HCVs where even post discounting the demonetisation base, the numbers were beyond expectations. The M&HCV industry had a SAAR, 35% higher than last year and 45% higher than YTD run-rate. With AL still losing share to Tata, we would rather play this through component companies. ● PV volumes were up 15% with strength across the board, as even excluding Maruti, the industry grew 15%. Both M&M (+22%) and Tata (+30%) had a decent month on a low base. YTD industry growth at 8.5% is still running a little bit below expectations. ● 2W volumes were up ~25% YoY on low base; YTD growth now stands at ~9%—in line with expectations with a weak base ahead. Bajaj had weak domestic 2W volumes, up only 2% as it continues to lose share. ● Apart from M&HCVs, the other stand-out volumes in the month were from M&M, which had 32% growth in domestic tractors to complement the ~20% growth in its auto division; we remain constructive. By comparison, Escorts' volumes grew only 5%, but in Oct it was reverse; YTD both of them have grown volumes at a similar ~15.5%. Valuation Metrics Company



Ticker



Rating



Price Target Year



Local price T Maruti Suzuki MRTI.BO N 8,608 7,300 03/17 M&M MAHM.BO O 1,409 1,800 03/17 Tata Motors TAMO.BO O 399.15 560.00 03/17 Ashok Leyland ASOK.BO U 120.00 98.00 03/17 Hero Motocorp HROM.BO N 3,607 3,560 03/17 Bajaj Auto BAJA.BO N 3,213 2,830 03/17 TVS TVSM.BO U 724.45 490.00 03/17 Eicher Motors EICH.BO U 29,303 26,600 03/17 Escorts ESCO.BO O 688.90 900.00 03/17 Note: O = OUTPERFORM, N = NEUTRAL, U = UNDERPERFORM Source: Company data, Credit Suisse estimates



P/E (x) T+1 30.4 21.5 12.8 28.6 20.0 21.7 47.8 34.4 19.8



T+2 25.6 18.6 7.3 22.7 18.3 20.3 35.3 27.9 15.3



P/B (x) T+1 6.2 3.0 2.0 5.1 6.2 4.7 11.7 11.1 2.6



PV volumes: Across-the-board strength



In previous months, the PV industry growth has largely been driven by Maruti; however, in November we saw 15% growth, excluding Maruti as well, with Tata, Mahindra, Honda, Toyota and Ford all posting double-digit growth in volumes. Figure 1: All auto segments had a strong Nov on a low base created by demonetisation; M&HCVs stood out for the extent of improvement 80.0% 70.0% 60.0% 50.0% 40.0% 30.0% 20.0% 10.0% 0.0% PV



2W YTD growth



M&HCV % YoY growth in Nov



Source: Company data, Credit Suisse estimates



LCV



2W: Bajaj and TVS's domestic volumes disappoint



Both Bajaj and TVS saw a 2-3% decline in market share on a MoM basis in the domestic market. For TVS, it was driven by weakness in its scooter and moped volumes with motorcycles doing ok on a very low base. For both of them, however, there was strong growth in exports, with TVS 2W exports growing by 46%, and for Bajaj, 2W exports grew by 25%. Bajaj saw its best ever month on 3W with volumes of ~62.5k with very strong performance in both exports and domestic 3W. Both Hero and Honda had a strong month, with 2-3% market share gain on a MoM basis. Hero saw 26% growth, while Honda had 44% growth in its volumes. RE saw 22% growth in its volumes as the gradual monthly pick-up in volumes continued. Figure 2: Industry SAAR highest ever in Nov; AL continues to lose share to Tata Motors though, and discounting remains high despite demand 450,000
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Source: Industry, Credit Suisse estimates



Figure 3: Monthly volumes in November for listed Indian OEMs Maruti Domestic Maruti Exports Maruti Total



Nov-16 Nov-17 126,325 145,300 9,225 9,300 135,550 154,600



%YoY FY17TD FY18TD %YoY 15.0 955,191 1,107,132 15.9 0.8 80,797 80,603 (0.2) 14.1 1,035,988 1,187,735 14.6



Mahindra UVs Mahindra LCVs Mahindra Total Autos Mahindra Tractors Escorts tractors



12,416 12,347 32,499 17,262 4,806



14,958 15,284 38,570 22,754 5,119



20.5 23.8 18.7 31.8 6.5



Hero Motocorp Bajaj Domestic Bajaj Exports



479,856 154,523 115,425



625,000 179,485 146,973



30.2 4,711,896 5,128,285 16.2 1,671,316 1,562,820 27.3 981,478 1,106,046



8.8 (6.5) 12.7



TVS Domestic 2Ws TVS Exports 2Ws TVS 3Ws



191,499 27,589 5,883



203,138 40,185 8,642



6.1 1,774,653 1,945,177 45.7 244,108 314,917 46.9 48,426 59,974



9.6 29.0 23.8



Royal Enfield Eicher CVs



57,313 3,067



70,126 4,727



22.4 54.1



430,864 36,579



526,483 36,165



22.2 (1.1)



6,928 10,641 Ashok Leyland M&HCV 20,538 35,307 Tata M. CV (incl. LCV) 12,736 17,157 Tata Motors PV Source: Company data, Credit Suisse research



53.6 71.9 34.7



65,873 205,101 101,818



71,014 229,106 115,049



7.8 11.7 13.0
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144,011 112,180 332,214 198,692 45,621



151,596 131,084 344,213 228,460 53,243



5.3 16.9 3.6 15.0 16.7



Monday, 04 December 2017



Asian Daily Infosys Limited -----------------------------------------------------------------------Maintain NEUTRAL New CEO appointment: A good combination of 'both worlds'



EPS: ◄► TP: ◄►



Anantha Narayan / Research Analyst / 91 22 6777 3730 / [email protected] Nitin Jain / Research Analyst / 91 22 6777 3851 / [email protected]



● Infosys’ new CEO search process has concluded: Infosys has appointed Salil Parekh as its CEO—Salil spent 25 years at Cap Gemini in various areas such as consulting, financial services, N America, application and cloud services. He was one of the key personnel for scaling up Cap Gemini's offshore presence. ● A good combination of "both worlds": While Infosys needs to invest more in newer areas, which may lead to integration and cultural challenges, it also needs to preserve the existing culture. Salil’s appointment, in a way, can fulfil both these requirements. ● We do not expect any major shift in the strategic direction: The dual strategy of improving productivity in legacy areas and investing in new ones should continue, while details may change. Key personnel changes, however, are uncertain for now. ● Overall, we do not see any major near-term impact, either positive or negative. Given Salil’s background in consulting, in financial services and N America, which are Infosys’ largest segments, and in a multi-cultural organisation and his familiarity with offshore models, his appointment is probably the best outcome for Infosys. Bbg/RIC INFO IN / INFY.BO Price (01 Dec 17 , Rs) 958.50 Rating (prev. rating) N (N) TP (prev. TP Rs) 1,000 (1,000) 52-wk range (Rs) 1040.6 - 873.5 Est. pot. % chg. to TP 4 Mkt cap (Rs/US$ bn) 2,190.9/ 34.0 Blue sky scenario (Rs) 1,250 ADTO-6M (US$ mn) 111.4 Grey sky scenario (Rs) 830.00 Free float (%) 87.0 Performance 1M 3M 12M Major shareholders Founders' families - Absolute (%) 3.4 6.3 (0.6) 13% Relative (%) 6.0 2.8 (25.8) Year 03/16A 03/17A 03/18E 03/19E 03/20E Revenue (Rs mn) 624,410 684,850 705,362 774,508 852,245 EBITDA (Rs mn) 170,780 186,050 189,392 209,048 229,968 Net profit (Rs mn) 134,910 143,530 145,094 159,021 174,807 EPS (CS adj. Rs) 59.0 62.8 63.4 69.5 76.4 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (Rs) n.a. n.a. 64.6 69.2 73.8 EPS growth (%) 9.4 6.4 1.0 9.6 9.9 P/E (x) 16.2 15.3 15.1 13.8 12.5 Dividend yield (%) 2.5 2.7 2.9 3.3 3.5 EV/EBITDA (x) 10.9 10.0 9.6 8.4 7.3 P/B (x) 3.5 3.2 2.9 2.6 2.4 ROE (%) 23.2 22.0 20.1 20.0 20.0 Net debt (cash)/equity (%) (52.4) (46.7) (50.4) (53.5) (56.3) Note 1: ORD/ADR=1.00. Note 2: Infosys is the third-largest offshore IT services firm. It offers a range of services including application development and maintenance, infrastructure management, consulting and systems integration and various platforms and products.



Click here for detailed financials



Infosys’ new CEO search process has concluded



Infosys has announced Salil Parekh as its new CEO. Salil joins from Cap Gemini where he spent 25 years and was one of seven members of the Group Executive Board. His most recent role in Cap Gemini was to oversee application services, cloud infrastructure services and the Technology and Engineering division. He has earlier been responsible for financial services and for scaling up Cap Gemini’s offshore presence and has a significant consulting background.



A good combination of "both worlds"



While Infosys needs to invest significantly more in newer areas both organically and through acquisitions, which may lead to integration and cultural challenges, it also needs to preserve the culture of having a largely offshore and profitable business model. Salil’s appointment, in a way, can fulfil both these requirements. He has extensive consulting background and has worked in a multi-cultural environment yet has been closely associated with scaling up Cap Gemini’s offshore business. He has also been operating out of India and is familiar with the cultural issues. We do not expect any major shift in the strategic direction



Most companies in the sector are broadly following a dual strategy of using automation and artificial intelligence (AI) to improve the productivity in the legacy business while building capabilities in newer areas. While the exact details could change, we do not anticipate Infosys to deviate much from this and there should be continuity as far as broad strategy is concerned. Buy-in from the founders



Infosys had been faced with a public conflict between Mr Murthy, Infosys’ main founder, Vishal Sikka, the previous CEO, and the Board. Salil has been appointed under the watch of Nandan Nilekani, another key founder, who recently took over as non-executive chairman. After Salil's appointment, Mr Murthy has also made positive comments in the press. Removes the overhang of a stalemate



CNBC had recently reported that Pravin Rao would take over as the CEO (from his role of interim CEO). This raised the possibility of Infosys being unable to find an external or suitable internal candidate. Salil’s appointment addresses this. Need to wait and see …



Areas of uncertainty include that of key personnel. We will need to wait and see if there are any changes in Infosys’ key personnel. This risk would, however, have been present irrespective of any other external or even any internal candidate taking over as CEO. Another area to see if any significant changes take place is consulting. Infosys’ past attempts to expand in this area have centred around small acquisitions, as has been the case for the Indian industry. Again, we do not expect any major changes in Infosys’ strategy. A third area is whether Infosys steps up the scale and the number of acquisitions. Overall, we do not expect any significant near-term impact and this is probably the best outcome from a medium-term perspective



Overall, we do not see any major near-term impact, either positive or negative. Given Salil’s background in consulting, in financial services and in N America, which are Infosys’ largest segments, and in a multicultural organisation and his familiarity in scaling offshore models, his appointment is probably the best outcome for Infosys, in our view.



Pravin Rao steps down as the Interim CEO and will go back to his earlier role of COO, ensuring continuity.
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Monday, 04 December 2017



Asian Daily Shriram Transport Finance Co Ltd ------------------------------------- Maintain OUTPERFORM Truck yard visit gives comfort on GST transition; well positioned for earnings compounding



EPS: ◄► TP: ◄►



Sunil Tirumalai / Research Analyst / 91 22 6777 3714 / [email protected] Viral Shah / Research Analyst / 91 22 6777 3827 / [email protected]



● SHTF stock remains our top pick in the NBFC space. Our recent channel checks give us conviction that: (1) the impact from the GST is not as bad as earlier feared; and (2) we may be nearing the end of the elevated credit costs cycle. Recent data on new truck sales suggests positive sentiment. ● In our discussions with truckers at the Vashi truck yard near Mumbai, we received comfort on the GST transition. While the initial weeks saw weak freight demand, the situation has improved now. All through freight rates have remained reasonably stable, while truckers are benefitting from smoother cross-over of state borders. ● We believe credit costs for SHTF have already peaked, and should fall off considerably post the 4Q18 NPA transition. Earnings sensitivity to a fall in credit costs is high: just a normalisation of credit costs to historical levels could boost EPS by 35% (ignoring asset growth, margins, etc.). ● We see the stock trading at trough multiples on bottom-of-cycle earnings—allowing for outsized returns on stock. Bbg/RIC SHTF IN / SRTR.BO Price (01 Dec 17, Rs) 1,327.20 Rating (prev. rating) O (O) TP (prev. TP Rs) 1,600 (1,600) 52-wk range (Rs) 1339.6 - 783.4 Est. pot. % chg. to TP 21 Mkt cap (Rs/US$ bn) 301.1/ 4.7 Blue sky scenario (Rs) 1,760 ADTO-6M (US$ mn) 16.5 Grey sky scenario (Rs) 900.00 Free float (%) 53.8 Performance 1M 3M 12M Major shareholders Promoters Absolute (%) 10.9 30.2 47.2 Relative (%) 13.1 27.2 23.6 Year 03/16A 03/17A 03/18E 03/19E 03/20E Pre-prov Op profit (Rs mn) 38,478.4 43,780.7 53,444.7 64,523.4 78,575.1 Net profit (Rs mn) 11,836 12,656 20,062 30,766 37,151 EPS (CS adj. Rs) 52 56 88 136 164 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (Rs) n.a. n.a. 74 99 121 EPS growth (%) 15.1 6.9 58.5 53.4 20.8 P/E (x) 25.4 23.8 15.0 9.8 8.1 Dividend yield (%) 0.8 0.8 0.8 1.3 2.0 BVPS (CS adj. Rs) 449 498 567 670 793 P/B (x) 2.96 2.66 2.34 1.98 1.67 ROE (%) 12.2 11.8 16.6 21.9 22.4 ROA (%) 1.8 1.8 2.5 3.3 3.3 Tier 1 ratio (%) 14.7 15.2 14.7 14.9 14.7 Note 1: Shriram Transport Finance Company Limited is a non-banking financial company. It is engaged in financing of pre-owned and new commercial and passenger vehicles, tractors, threewheelers and multi-utility vehicles.



Click here for detailed financials



●



●



●



●



after GST implementation, freight movement appears to have picked up considerably. Drivers from North India (we met with a few plying on the DelhiMumbai route) are upbeat about the overall business outlook. They are quite happy with GST transition, freight rates holding up and the general demand environment. Their trucks are running almost every day of the month, and waiting time to get full loads at either end of the journey is not much. They felt the time is right to buy trucks to expand fleets, start new business, etc. Some drivers from South India are less optimistic. The ones we met from Karnataka complained about having to wait a few days to get a return full truck load from Mumbai. However, the folks from Kerala and Andhra Pradesh were fine with the waiting time. Our discussions also indicate that there are many truck applications that cannot afford a new truck. The freight collections are not even enough to pay off the loans on a new truck, but a 512 year truck (after value depreciation) can generate decent savings for the truck owner. This gives comfort on the long-term business case for used truck financing. While the business remains largely cash based, there is a definite shift towards non-cash payment modes. Indeed, we believe a decent chunk of SHTF customers have moved to paying through SHTF's mobile app.



Figure 1: Mean reversion in credit costs alone can give 35% earnings boost 4.0%



2.0% 0.0%



90 bps downside to credit cost = 35% upside to PBT



SHTF credit costs



15 year average



Source: Company data, Credit Suisse estimates



Figure 2: M&HCV sales growth improving smartly 3M rolling M&HCV sales % YoY 60%



Takeaways from meetings with truckers



We recently visited the Vashi truck yard near Mumbai to meet truck drivers/transporters from around the country. The truckers' sample fell right in the operating segment of SHTF: 1-5 truck owners, vehicles that carry general goods (i.e., not specialised for any purpose), second vehicles (5-10 years), etc. Our key takeaways are below:



2.0%



Impact of demonetisation



Impact of prebuying and GST



10% -40% Nov-15 Feb-16 May-16 Aug-16 Nov-16 Feb-17 May-17 Aug-17 Nov-17



Source: SIAM, Company data, Credit Suisse estimates



● There was general agreement among truckers that waiting at border check posts is almost gone, though there are reportedly some geographic-specific instances of continued hold-ups by authorities. ● There was also general agreement that freight rates have not moved much from pre-GST levels. ● While there appeared to have been some slowdown in freight demand immediately after GST—this seems to have been caused by a freeze in trade across sectors. However, since 4-6 weeks
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Asian Daily Indonesia



PT Wijaya Karya (Persero) Tbk --------------------------------------------------Maintain NEUTRAL In-line 9M17 sales, but slight EPS miss; revised model on FY18 guidance & WEGE minority interest



EPS: ▼ TP: ▼



Ari Jahja / Research Analyst / 62 21 2553 7976 / [email protected] Endo Takashi / Research Analyst / 62 21 2553 7911 / [email protected]



9M17 15,876 1,649 10.4% 1,572 9.9% 1,217 7.7% 683 4.3%



YoY% 70.0% 47.6%



3Q17 6,392 640 10.0% 595 9.3% 453 7.1% 247 3.9%



63.2% 55.8% 46.7%



QoQ% 12.7% 7.4%



YoY % 93.4% 65.5%



%CS 2017E 65.0% 58.2%



% Cons. 2017E 69.9% 52.9%



11.3%



71.4%



59.2%



62.6%



17.5%



46.5%



60.8%



59.0%



29.3%



18.1%



58.3%



54.6%



Source: Company data, CS estimates, The BLOOMBERG PROFESSIONAL™ service



Figure 2: Forecasts changes; FY17-18 EPS 4%-5% lower than consensus Total new contract (Rp bn) % YoY growth



2016A 54,763 117.1%



Old estimates 2017E 2018E 43,432 49,947 -20.7% 15.0%



New estimates 2017E 2018E 43,432 51,599 -20.7% 18.8%



Total Revenue (Rp bn) % YoY growth



15,669 15.0%



24,269 55%



30,286 25%



24,429 56%



30,803 26%



Gross Profit (ex-JV) % YoY growth



2,227 34.6%



3,011 35%



3,756 25%



2,831 27%



3,773 33%



Net income (Rp bn) % YoY growth



1,012 61.9%



1,172 16%



1,559 33%



1,170 16%



1,451 24%



Margin analysis Gross margin Net margin



14.2% 6.5%



12.4% 4.8%



12.4% 5.1%



11.6% 4.8%



12.3% 4.7%



Source: Company data, Credit Suisse estimates



Figure 3: WIKA's potential investments; could feed into new contracts No.



Source of Investment Financial Structure WIKA's WIKA's equity fund for cost (Rp tn) share (Rp bn) equity Equity Debt



Projects name



On progress 1 Soreang-Pasir Koja Toll Road 2 Balikpapan-Samarinda Toll Road 3 Manado-Bitung Toll Road 4 Serang-Panimbang Toll Road 5 Tamansari Iswara Apartment Upcoming projects 6 SPAM Jatiluhur (water supply system) 7 Jambi I 2x300MW Coal Power Plant 8 Jambi II 2x300MW Coal Power Plant 9 Maura Baru Fishery Center 10 Bandung Intra Urban Toll Road 11 Laswi Mix-Used Development 12 Soreang Land Development 13 East Java Refrigerated LPG Terminal 14 High Speed Railway Jakarta-Bandung 15 TOD Bogor Station Total



1.51 9.97 5.12 5.33 0.90



45% 30% 30% 30% 30%



55% 70% 70% 70% 70%



25% 15% 20% 80% 100%



169.87 449.00 307.00 1,278.24 270.00



PMN PMN PMN PMN



2.01 8.99 8.99 0.47 10.95 1.40 0.92 3.60 80.16 1.50 141.82



30% 30% 30% 30% 30% 30% 30% 30% 25% 30%



70% 70% 70% 70% 70% 70% 70% 70% 75% 70%



30% 25% 25% 49% 100% 100% 100% 80% 23% 49%



181.01 674.00 674.00 69.45 3.28 420.00 276.00 861.84 4,569.10 220.50 10,423.29



PMN PMN PMN PMN



Source: Company data as of June 2017



Figure 4: Our TP assumes 2016-to-date industry average PEG of 0.5x 50.0x 45.0x



STDEV+2 = 40.5x



40.0x 35.0x STDEV+1 = 31.5x



30.0x 25.0x



Average = 22.4x



20.0x 15.0x



2018E target



STDEV-1 = 13.3x



10.0x 5.0x



Current = 11.3x



STDEV-2 = 4.2x
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Source: RAVE, Credit Suisse estimates



May-14



Aug-13
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Nov-12



Average



May-13
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Feb-12



Historical PE



May-12



Nov-11



0.0x



Feb-11



As of 10M17, the company has achieved ~80% of FY17’s new contract guidance. Operating cash flow has continued to be negative, however, it stood at –Rp2.7 tn. Interestingly, YTD gross margin declined to 10% from 12% YoY, driven by the ‘Industry’ segment (from 22% to 3%) that accounts for 21% of revenue. Nonetheless, share in JV profits (76% of the total came from the Infra & Building segment) has been a bright spot with Rp417 bn or 2.3x last year's achievement. We have now assumed WIKA Gedung's earnings to rise by 58% to Rp450 bn in FY18. This should drive incremental minority interest (beyond WTON) starting in Dec-17 and beyond. WIKA's gross gearing will likely rise from 0.66x but still well below 2.5x covenant. We forecast capex to increase to ~Rp7 tn in FY18 from ~Rp4 tn this year.



9M16 9,339 1,117 12.0% 963 10.3% 781 8.4% 465 5.0%



Aug-11



Click here for detailed financials



WIKA.JK Net sales Gross Profit Gross Margin Op Profit Op Margin Pre tax Pre tax margin Net Profit Net profit margin



May-11



Note 1: PT Wijaya Karya (Persero) Tbk is a state-owned enterprise primarily engaged in the construction industry. The company's business segments are infrastructure and building, energy and industrial plant, realty and precast.



Figure 1: 9M17 revenue/net profit reached 65%/58% of CS FY17E



Nov-10



Bbg/RIC WIKA IJ / WIKA.JK Price (01 Dec 17 , Rp) 1,805.00 Rating (prev. rating) N (N) TP (prev. TP Rp) 1,940 (2,140) 52-wk range (Rp) 2570.0 - 1735.0 Est. pot. % chg. to TP 7 Mkt cap (Rp/US$ bn) 16,190.8/ 1.2 Blue sky scenario (Rp) 2,170 ADTO-6M (US$ mn) 2.5 Grey sky scenario (Rp) 1,730 Free float (%) 35.0 Performance 1M 3M 12M Major shareholders Government of Absolute (%) (7.4) (9.1) (25.1) Republic Indonesia Relative (%) (6.0) (10.6) (39.6) 65% Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Rp bn) 13,620 15,669 24,429 30,803 34,379 EBITDA (Rp bn) 1,742 2,263 2,755 4,009 4,854 Net profit (Rp bn) 625 1,012 1,170 1,451 1,627 EPS (CS adj. Rp) 102 158 130 162 181 - Change from prev. EPS (%) n.a. n.a. (0.7) (1.8) (10.2) - Consensus EPS (Rp) n.a. n.a. 139 175 207 EPS growth (%) 1.6 55.7 (17.7) 24.0 12.1 P/E (x) 17.7 11.4 13.8 11.2 10.0 Dividend yield (%) 1.1 1.1 1.2 1.4 1.8 EV/EBITDA (x) 9.8 6.0 7.0 6.3 5.5 P/B (x) 2.5 1.0 1.2 1.1 1.0 ROE (%) 14.9 12.8 9.5 10.5 10.8 Net debt(cash)/equity (%) 17.5 (19.9) 21.3 54.6 57.3



PT Wijaya Karya Bangunan Gedung (WEGE) just got listed last week, with Rp832 bn proceeds. Management is targeting Rp8 tn of new contracts in FY18. The current Rp2.83 tn market cap suggests that the stock trades at just ~7x FY18 P/E. Management is also planning for an IPO of its Realty unit in 1H18, with an estimated >Rp1 tn proceeds. Meanwhile, click here for our latest thoughts on the subsidiary WTON.



Aug-10



● WIKA posted 9M17 revenue (+70% YoY) and net profit (+47% YoY) that reached 70% and 55% of FY17 consensus, respectively. While ~20% growth profile remains intact for FY18, we see the stock as fairly valued. Further earnings execution and high-speed rail (HSR) progress are crucial to improve sentiment. ● We fine-tune 2017E-18E net income to Rp1.17 tn and Rp1.45 tn, respectively (24% YoY growth). Our FY18 top-line forecast is 3% higher than consensus, but earnings are 4% lower, partly driven by minority interest per recent subsidiary IPO Wika Gedung. Nearterm catalysts: Global komodo bond issuance (Rp5.3 tn) following JSMR's success, HSR financial closure and WIKA Realty IPO. ● FY18 guidance indicates ~20% YoY growth in new contracts, revenue and earnings. We believe this might be supported by WIKA's investment-related projects, which include the two Jambi 2x300 MW mine-mouth power plants, toll roads and real estate. ● Our Rp1,940 target price (from Rp2,140) reflects 12x (vs 13x previously) revised FY18E EPS, which is based on 0.5x P/E/G. It implies ~10% discount vs precast subsidiary WTON's FY18 target P/E; 33% premium vs WSKT.
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Asian Daily PT Wijaya Karya Beton (Persero) Tbk -------------------------------- Downgrade to NEUTRAL In-line 9M17, OCF turned positive; downgrade to NEUTRAL on limited catalysts



EPS: ▼ TP: ▼



Ari Jahja / Research Analyst / 62 21 2553 7976 / [email protected] Endo Takashi / Research Analyst / 62 21 2553 7911 / [email protected]



9M17 3,425 433 12.7% 346 10.1% 287 8.4% 220 6.4%



YoY% 52.8% 41.7%



3Q16 723 105 14.5% 83 11.4% 71 9.8% 55 7.6%



42.9% 33.4% 34.1%



%CS % Cons. YoY % 2017E 2017E 97.6% 66.3% 71.6% 51.4% 64.0% 64.9%



QoQ% 12.8% -7.7% -7.0%



54.1%



63.5%



65.4%



-5.1%



51.4%



62.5%



63.4%



-2.8%



51.7%



61.8%



61.0%



Source: Company data, Credit Suisse estimates, Bloomberg.



Figure 2: Higher 9M17 sales achievement vs. FY15-16; net income in-line 100%
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Source: Company data, Credit Suisse estimates.



Figure 3: Cash conversion cycle has improved due to improving cash collections and stable payables 160.0 140.0 120.0 100.0 80.0 60.0 40.0 20.0 0.0
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Cash Conversion Cycle



Source: Company data



Figure 4: TP implies 20% premium vs. WIKA's FY18 P/E amid higher ROE 100%
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Source: RAVE, Credit Suisse estimates.
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60%



20.0x



Average



Premium/discount



WTON to WIKA historical premium 35.0x



May-16



Pertaining to margins, we observed some pressure on 3Q17 GM (11.1% vs. 14.5% in 3Q16), which was driven by less favourable product mix shift to lower-margin PC piles and higher services revenue. Moreover, project implementation costs rose 58% YoY (becoming 23% of total COGS). It was related to the maintenance costs and product



9M16 2,242 306 13.6% 242 10.8% 215 9.6% 164 7.3%



Jan-16



As a frame of reference, WTON has achieved 68% of FY17 new contract guidance as of October, and should be on track. Rising revenue exposure to WIKA (now 26% of total) may provide downside support. We still view WTON as a potential Jakarta-Bandung highspeed rail contract beneficiary post financial closure (particularly not as direct investor). Meanwhile, PLN was WTON’s second largest customer (13% of total), and WSKT came in at fourth (2.7% of total). Starting this year, we incorporated a small P&L contribution from PT Wijaya Karya Precast Gedung, where WTON has 49% stake.



WTON.JK Net sales Gross Profit Gross Margin Op Profit Op Margin Pre tax Pre tax margin Net Profit Net profit margin



Mar-16



Click here for detailed financials



Figure 1: WTON 9M17 revenue/net profit reached 66%/62% of CS FY17E



Feb-16



Note 1: PT Wijaya Karya Beton (Persero) Tbk is a subsidiary of PT Wijaya Karya Tbk, a stateowned enterprise. The company primarily engaged in the precast manufacturing business.



Speaking of stock sentiment, we believe WTON's weakness YTD may have been contributed by the selling pressure from its employees (not higher management) who got shares below Rp100 pre-IPO. It has declined to 6.99% of total shares as of 3Q17 vs. 11% post Apr-14 IPO. Meanwhile, click here for our latest thoughts on parent WIKA.



Revenue achievement



Bbg/RIC WTON IJ / WTON.JK Price (30 Nov 17 , Rp) 580.00 Rating (prev. rating) N (O) TP (prev. TP Rp) 640.00 (920.00) 52-wk range (Rp) 875.0 - 520.0 Est. pot. % chg. to TP 10 Mkt cap (Rp/US$ bn) 5,055.0/ 0.4 Blue sky scenario (Rp) 700.00 ADTO-6M (US$ mn) 0.7 Grey sky scenario (Rp) 520.00 Free float (%) 24.0 Performance 1M 3M 12M Major shareholders PT Wijaya Karya Absolute (%) (11.5) 2.7 (28.0) (60%) Relative (%) (10.6) 1.2 (43.6) Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Rp bn) 2,653 3,482 5,166 6,269 7,073 EBITDA (Rp bn) 322.5 529.3 718.5 874.6 980.3 Net profit (Rp bn) 173.9 272.4 357.0 430.2 492.3 EPS (CS adj. Rp) 20.0 31.3 41.0 49.4 56.5 - Change from prev. EPS (%) n.a. n.a. (1.7) (0.7) 1.9 - Consensus EPS (Rp) n.a. n.a. 39.7 52.2 67.1 EPS growth (%) (47.1) 56.7 31.0 20.5 14.4 P/E (x) 29.1 18.6 14.2 11.7 10.3 Dividend yield (%) 1.9 1.0 1.6 2.1 2.6 EV/EBITDA (x) 13.8 9.8 8.3 6.7 6.1 P/B (x) 2.3 2.1 1.8 1.7 1.5 ROE (%) 7.9 11.6 13.7 14.8 15.2 Net debt(cash)/equity (%) (27.0) 5.1 32.0 26.3 26.9



installation on the field, in-line with management's latest business strategy. D/E rose slightly QoQ to 0.5x, but this should improve on the back of working capital initiatives. We also assumed capex to grow by 18% to Rp800 bn in FY18 on possible land purchase.



Forward P/E



● WTON posted 9M17 sales (+53% YoY) and net profit (+34% YoY) that reached 72% and 61% of FY17 consensus, respectively. We revise forecasts and downgrade the stock to NEUTRAL on the back of more limited catalysts and decelerating growth, which justifies a lower P/E assumption. We'd await a better entry point. ● On the positive side, WTON should be on track to achieve FY17 new contracts as we anticipate ~Rp1.5 tn from the Pettarani toll road to be booked by December. Also, OCF has turned positive (+Rp108 bn vs –Rp85 bn in 2Q), driven by higher cash collections. ● Looking into FY18, we assume ~7% new contract growth and bake in ~21% revenue and EPS growth, in-line with WTON's 15%-20% guidance. On gross margin, we see limited upside potential due to rising readymix sales and intensifying competition. The optionality remains on the Jakarta-Bandung high speed rail. ● Our Rp640 TP (from Rp920) reflects 13x (vs. 22x previously) revised FY18 EPS. A more conservative multiple would be appropriate given slowing growth (21% vs. 44% average in FY1617). Nonetheless, it still implies ~20% premium vs. parent WIKA's FY18 P/E; 63% premium vs. WSBP.
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Mitsubishi Electric ----------------------------------------------------------- Maintain OUTPERFORM CEO briefing: poised to recoup existing capex



EPS: ◄► TP: ◄►



Hideyuki Maekawa / Research Analyst / 81 3 4550 9723 / [email protected] Yoshiyasu Takemura / Research Analyst / 81 3 4550 7358 / [email protected]



● We attended CEO Masaki Sakuyama’s 1 December meeting for sell-side analysts and report our findings below. Mitsubishi Electric's 1H results showed top-line growth tilted toward industrial automation systems; the CEO acknowledged at the outset that other businesses needed strengthening. The CEO also said that medium-term targets are fully attainable of the back of existing capex. Full report ● The CEO said the medium-term target of ¥5 tn in FY3/21 sales is attainable on capex undertaken through FY3/18. He expects capex in FY3/19 and out to remain at the FY3/18 level and expects this to contribute to sales from FY3/22 with a particular focus on top-line growth in emerging markets. ● With orders for equipment declining, it is shifting emphasis to renewable energy grid systems and power system infrastructure. ● MELCO targets ROE of >10% (FY3/17A: 10.9%) and eyes further increases. It targets a debt ratio of 


6503 JP / 6503.T Price (30 Nov 17 , ¥) 1,853 O (O) TP (prev. TP ¥) 2,240 (2,240) 1971.0 - 1470.0 Est. pot. % chg. to TP 21 3,975/ 35.3 Blue sky scenario (¥) n.a. 93.8 Grey sky scenario (¥) n.a. 75.0 Performance 1M 3M 12M Absolute (%) (4.1) 10.3 17.5 Relative (%) (5.6) (0.3) (4.5) Year 03/16A 03/17A 03/18E 03/19E 03/20E Revenue (¥ bn) 4,394 4,239 4,410 4,508 4,622 EBITDA (¥ bn) 452.2 415.0 488.0 506.0 532.0 Net profit (¥ bn) 228.5 210.5 244.3 257.8 277.3 EPS (CS adj. ¥) 106 98 114 120 129 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (¥) n.a. n.a. 120 127 136 EPS growth (%) (2.7) (7.9) 16.1 5.5 7.6 P/E (x) 17.4 18.9 16.3 15.4 14.3 Dividend yield (%) 1.5 1.5 1.7 1.9 1.9 EV/EBITDA (x) 8.4 8.8 7.2 6.7 6.0 P/B (x) 2.1 1.9 1.8 1.7 1.5 ROE (%) 12.1 10.3 11.2 11.2 11.1 Net debt(cash)/equity (%) (8.8) (14.5) (19.1) (24.3) (28.8) Note 1: ORD/ADR=2.00. Note 2: Mitsubishi Electric Corporation develops, manufactures & sells of a range of electrical & electronic equipment having 6 segments Heavy electric system; Industrial Mechatronics; Information communication system; Electronic devices; & Others.



Action



We attended CEO Masaki Sakuyama’s 1 December meeting for sellside analysts and report our findings below. Mitsubishi Electric's (MELCO) 1H results showed top-line growth tilted toward industrial automation systems, and the CEO acknowledged at the outset that other businesses needed strengthening. The CEO also said that medium-term targets are fully attainable of the back of existing capex. Sales and capex



The CEO said the medium-term target of ¥5 tn in FY3/21 sales is attainable on capex undertaken through FY3/18. He expects capex in FY3/19 and out to remain at the FY3/18 level (¥230 bn) and expects this to contribute to sales from FY3/22 with a particular focus on topline growth in emerging markets (vs. existing focus on Japan, Europe, the US, and China). Positioning of sluggish energy and electric systems business



With orders for equipment—MELCO’s key focus until now—declining, the company is shifting emphasis to renewable energy grid systems and power system infrastructure. MELCO entered the electric motor business in FY3/18 and now looks to work with customers to develop a variety of new businesses relating to vehicle electrification. Edge computing



MELCO is a member of the Edgecross Consortium promoting an open platform aimed at harmonizing factory automation (FA) and IT. It aims to expand the business on the back of industrial computers and related applications (under its AI technology brand Maisart). ROE/debt ratio, shareholder returns



MELCO targets ROE of >10% (FY3/17A: 10.9%) and eyes further increases. It targets a debt ratio of 


Click here for detailed financials



Figure 1: Mitsubishi Electric – Earnings forecasts summary 11/30 price (¥) ¥1,853 Consolidated Mar-14 Actual Mar-15 Actual Mar-16 Actual Mar-17 Actual Mar-18 1Q 2Q Mar-18 CS E CoE IBES E Mar-19 CS E IBES E Mar-20 CS E IBES E



Est. as of;



6/29 10/31 6/29 6/29 1/27



Operating revenue ¥mn YoY (%) 4,054,359 4,323,041 4,394,353 4,238,666 1,005,599 1,070,743 4,410,000 4,390,000 4,424,261 4,508,000 4,575,505 4,622,000 4,500,000



0.0 6.6 1.6 -3.5 8.5 2.4 4.0 3.6 4.4 2.2 3.4 2.5 1.8



Operating profit ¥mn YoY (%) 235,172 317,604 301,172 270,104 74,246 75,050 323,000 315,000 327,595 341,000 359,564 367,000 344,000



0.0 35.1 -5.2 -10.3 24.4 21.0 19.6 16.6 21.3 5.6 9.8 7.6 6.2



Pretax Profit ¥mn YoY (%) 248,990 322,968 318,476 296,249 99,248 85,995 343,000 350,000 365,280 361,000 382,947 387,000 359,000



Source: Company data, Credit Suisse estimates, I/B/E/S
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0.0 29.7 -1.4 -7.0 62.7 37.1 15.8 18.1 23.3 5.2 4.8 7.2 5.9



Net profit ¥mn YoY (%) 153,473 234,694 228,494 210,493 67,744 63,380 244,250 250,000 258,425 257,750 271,679 277,250 254,250



0.0 52.9 -2.6 -7.9 57.9 39.5 16.0 18.8 22.8 5.5 5.1 7.6 6.3



EPS ¥ YoY (%) 71.5 109.3 106.4 98.1 31.6 29.5 113.8 116.5 120.5 120.1 127.0 129.1 118.4



120.8 52.9 -2.3 -7.9 57.9 39.5 16.0 18.8 22.8 5.5 5.4 7.6 6.3



P/E (x)



16.3 15.9 15.4 15.4 14.6 14.3 15.6
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Alliance Bank Malaysia Berhad -------------------------------------------------Maintain NEUTRAL 2H FY18 results above expectations, strategic initiatives paying off



EPS: ◄► TP: ◄►



Danny Goh / Research Analyst / 60 3 2723 2083 / [email protected]



● Alliance's 1H FY18 core net profit of RM274 mn (+3.5% YoY) accounts for 54% of street's and 56% of CS's full-year net profit estimates. PPOP grew 11% YoY (revenue growth +8%, cost +4%) but was mitigated by higher provisions (+76% YoY). On a QoQ basis, core net profit grew 3.0% as PPOP increased 4% QoQ, but mitigated by an increase in LLP of 11%. ● 1H FY18 core ROE of 10.6% (vs. 10.5% in FY17) is so far ahead of management's guidance of 9.5% and CS's estimate of 9.3%. We expect ROE to shrink in next few quarters as cost is set to rise. ● Positives: (1) higher NIM, (2) strong CASA growth, (3) healthy capital position. Negatives: (1) decline in loans, (2) uptick in GIL. ● We maintain NEUTRAL rating. While we believe in management's ability to execute well on its strategic initiatives, the benefits and ROE pick-up is only expected FY19 onwards. Any evidence of better-than-expected traction on its strategic initiatives could prompt us to review our call.



Deposits -7.6% annualised in 2Q18 (vs. system's +3.4%). LDR increased to 91.0% as at end-2Q18 (from 88.6% at end-FY17). Positively, CASA grew 5.9%, ahead of system’s -5.7%. CASA ratio improved to 37.3% in 2Q18 (34.8% in FY17, industry average of 25.4%). NIM +11 bp QoQ to 2.38% in 2Q FY18 (vs. 2.27% in 1QFY18, 2.24% in 4Q FY17, 2.25% in 3Q FY17, 2.12% in 1Q FY17). NIM is ahead of the FY17 average of 2.18% and on track to achieve management's guidance of +5 bp in FY18. Our sensitivity analysis suggests that Alliance could be the biggest beneficiary of potential policy rate hikes. Therefore, there could be further uplift to NIM should Bank Negara hike OPR in the near future.



Bbg/RIC ABMB MK / ALLI.KL Price (30 Nov 17 , RM) 3.69 Rating (prev. rating) N (N) TP (prev. TP RM) 4.19 (4.19) 52-wk range (RM) 4.49 - 3.62 Est. pot. % chg. to TP 14 Mkt cap (RM/US$ mn) 5,712.5/ 1,398.4 Blue sky scenario (RM) 5.60 ADTO-6M (US$ mn) 0.6 Grey sky scenario (RM) 2.39 Free float (%) 71.0 Performance 1M 3M 12M Major shareholders Vertical 29%; EPF Absolute (%) — (3.9) (4.2) 14% Relative (%) 1.7 (0.8) (10.3) Year 03/16A 03/17A 03/18E 03/19E 03/20E Pre-prov Op profit (RM mn) 735.2 777.5 785.4 877.2 1,054.7 Net profit (RM mn) 522.0 512.1 485.9 567.1 695.2 EPS (CS adj. RM) 0.34 0.33 0.31 0.37 0.45 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (RM) n.a. n.a. 0.33 0.36 0.39 EPS growth (%) (1.6) (1.9) (5.1) 16.7 22.6 P/E (x) 10.9 11.2 11.8 10.1 8.2 Dividend yield (%) 3.8 4.0 4.0 4.7 5.7 BVPS (CS adj. RM) 3.13 3.30 3.47 3.66 3.90 P/B (x) 1.18 1.12 1.06 1.01 0.95 ROE (%) 11.2 10.3 9.3 10.3 11.9 ROA (%) 1.0 0.9 0.9 0.9 1.1 Tier 1 ratio (%) 11.3 11.8 11.8 11.7 11.5 Note 1: Alliance Bank Malaysia Berhad provides various financial products & services including merchant banking, stockbroking, unit trust management and investment advisory services.



Click here for detailed financials



Gross loans -2.0% annualised (+1.5% in FY17), behind the system’s 3.2%. Loan growth for various customer segments: SME +2.2%, consumer loans -1.8%, corporate -7.2%. High RAR (1.99%) loans, such as SME and unsecured consumer loans, grew 11.8% YoY in 1H18, while lower RAR (0.66%) segments, such as mortgage, HP and corporate loans, contracted 5.9%. Management expects loan growth momentum to pick up given the evidence of improving traction from its strategic initiatives (e.g. Alliance One Account). Figure 1: Summary of results Year-end Mar 31 (RM mn) Net interest income Non-interest income Revenue Op expense Op profit LLP PBT Core net profit* Net profit



1H18 603.9 176.6 780.5 (350.1) 430.4 (63.7) 366.7 274.3 257.8



1H17 562.1 161.4 723.5 (336.4) 387.1 (36.2) 351.0 265.1 265.1



YoY% 7.4 9.4 7.9 4.1 11.2 76.3 4.5 3.5 (2.7)



CS FY18F 1,208.5 357.0 1,565.5 (780.1) 785.4 (136.8) 648.6 485.9 485.9



Non-interest income (NOII) +9% YoY in 1H FY18 due to higher fee income (+5% YoY) and lower forex losses of RM4.9 mn (vs. losses of RM20.4 mn in 1H FY17). NOII ratio was stable at 22.6% in 1H FY18 (vs. 22.3% in 1H FY17). BAU costs increased 4.1% YoY, resulting in positive JAWS. Personnel cost +9%, general expenses +21.2%, marketing cost +21%, establishment cost +1.6%. BAU cost-to-income ratio improved to 44.9% in 1H FY18 (46.5% in 1H FY17). But we expect cost inflation to pick up as management steps up spending on strategic initiatives. So far, the group spent RM23 mn in 1H and management expects the bulk of the remaining budgeted cost for strategic initiatives of RM85 mn to be spent in 3Q. Gross impaired loan ratio deteriorated QoQ to 1.17% as at end-2Q FY18 (vs 1.11% in 1Q FY18, 1.00% in 4Q FY17). GIL coverage (including regulatory reserve) weakened to 116.9% at end-2Q FY18 (136.7% at end-FY17). LLP for 1H FY18 rose sharply by 76% YoY primarily due to higher CA. Credit cost averaged 33 bp in 1H FY18 (23 bp in FY17) and is within management's guidance of 30-35 bp. Management expects credit cost to fall below 30 bp in FY2019 when FRS 9 is adopted. Healthy capital position. Alliance’s CET 1 stands at 14.1%, a huge jump from 12.6% in the previous quarter following the completion of its restructuring to remove the holding company. Management said FRS 9 could raise provisions by 


% CS FY18E 50.0 49.5 49.9 44.9 54.8 46.6 56.5 56.4 53.1



% Street FY18 n.a. n.a. 49.7 n.a. 83.6 n.a. 54.9 54.2 51.0



2Q18 308.5 85.4 393.9 (174.4) 219.5 (33.5) 186.0 138.6 122.8



1Q18 295.4 91.2 386.6 (176.4) 210.2 (30.2) 180.0 135.0 135.0



Source: Company data, Credit Suisse estimates, IBES estimates. *Excluding transformation expenses of RM16.5mn in 1H18 and RM15.8mn in 2Q18.
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QoQ% 4.4 (6.4) 1.9 (1.2) 4.4 11.0 3.3 2.7 (9.0)



2Q17 282.7 77.0 359.7 (167.3) 192.4 (16.8) 175.6 132.6 132.6



YoY% 9.1 10.8 9.5 4.2 14.1 99.5 5.9 4.6 (7.4)
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Asian Daily Hong Leong Bank -------------------------------------------------------- Maintain UNDERPERFORM 1Q FY18 ROE at top-end of management’s target



EPS: ◄► TP: ◄►



Danny Goh / Research Analyst / 60 3 2723 2083 / [email protected]



● HL Bank’s 1Q FY18 net profit of RM639 mn (+18% YoY) is 26-27% of CS's and street's full-year estimate. Net profit growth was driven by +11% YoY PPOP and 66% increase in profit contribution from Chengdu Bank, while loan loss provision (LLP) surged 64% YoY. ● Net profit increased 10% QoQ (after excluding one-off tax impact in 4Q FY17) due to a lower LLP (-30% QoQ) and +5.5% PPOP. 1Q FY18 annualised core ROE of 11.1% is within management's target of 10-11% for FY18. ● Key positives: (1) CASA ratio improvement, (2) CIR improvement, (3) asset quality intact, and (4) increase in Chengdu Bank contributions. Key negatives: (1) weak loan growth, (2) lower NIM, and (3) flat non-interest income. ● We maintain our UNDERPERFORM call as valuations appear demanding at 1.4x P/BV, 13x 2018 P/E (peer avg. 12x). We prefer HLFG (15% P/E discount to HLB). Bbg/RIC HLBK MK / HLBB.KL Price (30 Nov 17 , RM) 15.14 Rating (prev. rating) U (U) TP (prev. TP RM) 14.30 (14.30) 52-wk range (RM) 16.3 - 13.1 Est. pot. % chg. to TP (6) Mkt cap (RM/US$ mn) 32,819.3/ 8,034.1 Blue sky scenario (RM) 17.03 ADTO-6M (US$ mn) 4.2 Grey sky scenario (RM) 9.08 Free float (%) 36.0 Performance 1M 3M 12M Major shareholders HLFG 64% Absolute (%) (5.0) (1.9) 13.8 Relative (%) (3.3) 1.2 7.7 Year 06/16A 06/17A 06/18E 06/19E 06/20E Pre-prov Op profit (RM mn) 2,091.1 2,543.1 2,881.9 3,220.0 3,575.8 Net profit (RM mn) 1,903 2,145 2,492 2,786 3,097 EPS (CS adj. RM) 0.94 0.99 1.15 1.29 1.43 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (RM) n.a. n.a. 1.14 1.20 1.30 EPS growth (%) (20.8) 5.2 16.2 11.8 11.2 P/E (x) 16.1 15.3 13.2 11.8 10.6 Dividend yield (%) 2.3 2.6 3.0 3.4 3.8 BVPS (CS adj. RM) 10.4 10.5 11.2 11.9 12.8 P/B (x) 1.45 1.45 1.36 1.27 1.18 ROE (%) 10.0 9.8 10.6 11.1 11.6 ROA (%) 1.0 1.1 1.2 1.3 1.3 Tier 1 ratio (%) 13.9 14.0 14.0 14.2 14.4 Note 1: Hong Leong Bank provides commercial banking and related financial services. Its services include leasing and hire purchase, nominee, Islamic Banking, and unit trust management. Key focus is lending to consumers and SMIs.



Click here for detailed financials



Annualised loan growth was flat at -0.9% in 1Q FY18, below management’s target of 5-6%. Loan growth in Malaysia shrank 1.0% (vs. industry's +3.2%), while overseas loans was flat at -0.1% YoY. Group's loan growth for various customer segments: Retail 2.5%, SME 3.8%, corporates -16.9%.



Deposits shrank 7.2% annualised YoY in 1Q FY18 (vs. 3.8% in FY17) (system's deposits +6.2%), while CASA grew 22.6% annualised in 1Q FY18 (industry -18.2%). The group's CASA ratio improved to 27.3% and is above the industry average of 25.4%. LDR is healthy at 81.8% in 1Q FY18 and is still the lowest among the local banks (vs. system’s 89%). NIM -5 bp QoQ to 1.97% in 1Q FY18 (1.92% in 4Q17, 1.93% in 3Q17, 1.91% in 2Q17) mainly due to higher interest yield. NIM is much far ahead of management's guidance to keep NIM stable in FY2018. Non-interest income (NOII) was flat at +0.8% YoY in 1Q FY18, mainly driven by investment income growth of 12% YoY and wealth management income growth of 16% YoY. According to management, the wealth management income growth was mainly driven by increase in structured product sales and bancassurance fees. NOII ratio was lower, at 23.6%, in 1Q FY18 (vs. 25.2% in 1Q FY17) and is below management's target of ~26% in FY18. Operating costs rose 3% YoY (vs. 7.5% revenue growth) in 1Q FY18. Establishment costs (+9%) and general expenses (+10%) were the main drivers of cost inflation. CIR improved to 43.0% (44.8% in 1Q FY17), in line with management's target of 


Loan growth was weighed down by large corporate loan repayments. Management expects loan growth to pick up in the coming quarters. Figure 1: Summary of results Year-end Jun 30 (RM mn) Net interest income Non-interest income Revenue Op expense Op profit Loan-loss provisions PBT Core net profit Net profit



1QFY2018 900.3 278.3 1,178.6 (507.1) 671.5 (43.4) 780.4 639.0 639.0



1QFY2017 820.0 276.2 1,096.2 (490.7) 605.6 (26.4) 674.6 542.6 542.6



YoY % 9.8 0.8 7.5 3.4 10.9 64.4 15.7 17.8 17.8



Source: Company data, Credit Suisse estimates, IBES estimates. *Excluding one-off tax impact of RM102 mn.
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% CS FY18 24.7 21.5 23.9 24.7 23.3 16.0 25.9 25.6 25.6



% Street FY18 n.a. n.a. 24.3 n.a. 16.7 n.a. 26.2 26.9 26.9



4Q17 871.8 280.1 1,151.9 (515.3) 636.6 (62.3) 680.0 584.9* 482.9



QoQ % 3.3 (0.6) 2.3 (1.6) 5.5 (30.3) 14.8 9.2 32.3
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Asian Daily Hong Leong Financial Group Berhad --------------------------------- Maintain OUTPERFORM Strong 1Q FY18 results, cheaper proxy for HLB



EPS: ◄► TP: ◄►



Danny Goh / Research Analyst / 60 3 2723 2083 / [email protected]



● HLFG's 1Q FY18 net profit of RM455 mn (+18% YoY) is 27% of our full-year estimate. Net profit contributions grew across most units with insurance registering the biggest jump. The group achieved core ROE of 10.8% in 1Q FY18 (vs. 10.5% in FY17). ● HL Bank’s 1Q FY18 net profit of RM639 mn (+18% YoY) is in line with CS and street's full-year estimate. Net profit growth was driven by PPOP growth of 11% YoY, while loan loss provision (LLP) surged YoY (+64% YoY). HL Capital's PBT was flat (-0.2% YoY) at RM18.4 mn, while insurance PBT rose 13% YoY. ● HLFG's fully loaded CET 1 ratio of 8.4% is low compared to peers. While potential restructuring to address the capital shortfall would likely have a more favourable impact on share price, in our view, the announcement of plans to boost capital through issuance of multicurrency perpetual notes lowers the probability of any restructuring. ● Maintain OUTPERFORM. Trading at 11x FY18E P/E and 1.0x P/B (vs HLB's 13.3x FY18E P/E and 1.4x P/BV), the stock looks attractively priced. Bbg/RIC HLFG MK / HLCB.KL Price (30 Nov 17 , RM) 16.06 Rating (prev. rating) O (O) TP (prev. TP RM) 20.70 (20.70) 52-wk range (RM) 17.9 - 14.2 Est. pot. % chg. to TP 29 Mkt cap (RM/US$ mn) 18,429.1/ 4,511.4 Blue sky scenario (RM) 23.90 ADTO-6M (US$ mn) 0.5 Grey sky scenario (RM) 11.50 Free float (%) 21.0 Performance 1M 3M 12M Major shareholders Quek Leng Chan Absolute (%) (3.8) (5.0) 7.1 (79%) Relative (%) (2.1) (1.9) 1.0 Year 06/16A 06/17A 06/18E 06/19E 06/20E Pre-prov Op profit (RM mn) 2,258.9 2,812.3 3,071.5 3,588.1 4,118.9 Net profit (RM mn) 1,359 1,507 1,694 1,938 2,238 EPS (CS adj. RM) 1.18 1.31 1.48 1.69 1.95 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (RM) n.a. n.a. 1.50 1.62 1.83 EPS growth (%) (23.1) 10.9 12.4 14.4 15.5 P/E (x) 13.6 12.2 10.9 9.5 8.2 Dividend yield (%) 2.3 2.4 2.8 3.2 3.6 BVPS (CS adj. RM) 13.4 14.5 15.5 16.7 18.1 P/B (x) 1.20 1.11 1.04 0.96 0.89 ROE (%) 9.6 9.4 9.8 10.5 11.2 ROA (%) 0.7 0.7 0.7 0.8 0.8 Tier 1 ratio (%) 12.8 13.4 14.0 14.2 14.4



Insurance delivered strong performance



Insurance PBT rose 13% YoY to RM61 mn in 1Q FY18 (from RM53.6 mn in 1Q FY17) due to higher life fund surplus (+RM15.9 mn) and lower allowance for impairment of RM0.5 mn. We believe the higher life fund surplus is due lower actuarial reserve provisions arising from higher interest rates. HLA's new business premiums grew 9% YoY as the group continued to expand its non-PAR business. Lower likelihood of corporate restructuring



HLFG's fully loaded CET 1 ratio of 8.4% is low compared to peers. While potential restructuring to address the capital shortfall is one of the alternatives that could be explored by management and likely more favourable for shareholder value creation in our view, the announcement of plans to collect up to RM25 bn from issuance of multicurrency perpetual notes lowers the probability of any restructuring. Figure 1: Summary of FY17 results Year-end June (RM mn) 1Q18 PBT 840 - Bank 780 - Investment banking 18 - Insurance + others 42 Net profit 455 Source: Company data, Credit Suisse estimates



Note 1: Hong Leong Financial Group Berhad provides a range of banking and financial services, including commercial and consumer banking, investment banking, and insurancebroking. It also develops and invests in real estate.



Click here for detailed financials



HL Bank's profit growth driven by PPOP growth but LLP up



HL Bank’s 1Q FY18 net profit of RM639 mn (+18% YoY) is in line with CS and street's full-year estimate. Net profit growth was driven by PPOP growth of 11% YoY, while loan loss provision (LLP) surged 64% YoY. Net profit increased 10% QoQ (afted excluding one-off tax impat in 4Q FY17) due to a lower LLP (-30% QoQ) coupled with an increase in PPOP (+5.5%). 1Q FY18 annualised core ROE of 11.1% is within management's target of 10-11% for FY18. HL Capital profit flat YoY



HL Capital’s PBT was flat (-0.2% YoY) at RM18.4 mn due to lower investment banking and stockbroking income. PBT contribution from its investment banking and stockbroking unit decreased 4.8% YoY to RM14.4 mn (from RM15.1 mn). As for the asset management division, PBT increased to RM2.3 mn from RM2.21mn in 1Q FY17.
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1Q17 726 675 18 32 386



YoY ch. 15.8% 15.7% -0.2% 28.4% 17.9%



CS 3,249 3,012 -15 252 1,694
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Asian Daily Malayan Banking ---------------------------------------------------------------------Maintain NEUTRAL New report: Strong profit recovery in 3Q17



EPS: ◄► TP: ◄►



Danny Goh / Research Analyst / 60 3 2723 2083 / [email protected]



● Maybank's 9M17 net profit of RM5.39 bn (+23% YoY) is 75% of street's and 74% of our full-year estimates, following a strong 3Q profit rebound. Net profit growth was driven largely by PPOP increase of 6% YoY and lower LLP (-25% YoY) as last year's performance was hit by Swiber. ● On a QoQ basis, 3Q17 net profit surged 22% as provisions halved while PPOP was flat. ROE averaged 10.3% (vs. core ROE of 9.7% in 2016) and is now in line with management's ROE target of 1011%. Fully loaded CET 1 ratio at 13.3%. ● Key positives: (1) ROE now in line with guidance, (2) CASA ratio improved, (3) NIM better than management's guidance, (4) asset quality stabilised, and (5) healthy capital position. Key negatives: (1) weak loan growth and (2) NOII softer YoY. ● We maintain NEUTRAL rating. While the latest results is encouraging, we would only be inclined to review our call should there be (1) further evidence on the asset quality front to suggest that credit cost could improve in 2018, (2) confirmation that the group has surplus capital to afford management flexibility to raise cash dividend payout. Bbg/RIC MAY MK / MBBM.KL Price (30 Nov 17 , RM) 9.25 Rating (prev. rating) N (N) TP (prev. TP RM) 10.20 (10.20) 52-wk range (RM) 9.85 - 7.74 Est. pot. % chg. to TP 10 Mkt cap (RM/US$ bn) 99.7/ 24.4 Blue sky scenario (RM) 13.37 ADTO-6M (US$ mn) 25.9 Grey sky scenario (RM) 4.81 Free float (%) 38.0 Performance 1M 3M 12M Major shareholders PNB (51.6%), EPF Absolute (%) — (2.2) 19.0 (10.4%) Relative (%) 1.7 0.9 12.9 Year 12/15A 12/16A 12/17E 12/18E 12/19E Pre-prov Op profit (RM mn) 10,952.9 11,686.0 12,302.0 13,949.2 15,660.9 Net profit (RM mn) 6,836 6,743 7,231 8,763 9,885 EPS (CS adj. RM) 0.70 0.66 0.70 0.83 0.92 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (RM) n.a. n.a. 0.69 0.73 0.79 EPS growth (%) (2.8) (5.5) 5.4 19.1 10.8 P/E (x) 13.2 14.0 13.3 11.1 10.1 Dividend yield (%) 5.8 5.6 5.7 6.8 7.6 BVPS (CS adj. RM) 6.32 6.72 6.93 7.16 7.42 P/B (x) 1.46 1.38 1.33 1.29 1.25 ROE (%) 11.9 10.4 10.3 11.9 12.7 ROA (%) 1.0 0.9 1.0 1.1 1.2 Tier 1 ratio (%) 14.5 15.7 16.6 16.2 15.9 Note 1: ORD/ADR=2.00. Note 2: Malayan Banking Berhad (Maybank) provides commercial and Islamic banking services in Malaysia, Singapore and other locations. Note 3: Dividend yield is net.



Click here for detailed financials



Loan growth is flat (+5.3% YoY) as at end 3Q17 (+5.7% in 2016) and is behind management’s guidance of 6-7% growth. Management has lowered loan growth guidance to 3% for 2017. Normalised loan growth (ex-forex effects) would be 1.3%; domestic loans +3.3% (vs. system's +3.5%)—retail (+4.0%), SME (+4.7%), corporate (-0.7%). Loan growth breakdown: Malaysia: +3.3%, Singapore: 0.7% (in SGD terms) and Indonesia: 0.3% (in IDR terms). Figure 1: Summary of results Year-end Dec 31 (RM mn) Net interest income Non-interest income Revenue Op expense PPOP Loan-loss provisions PBT Net profit



9M 2017 12,789.5 4,499.5 17,288.9 (8,511.3) 8,777.7 (1,788.1) 7,171.9 5,388.4



9M 2016 11,471.0 4,724.3 16,195.3 (7,943.8) 8,251.5 (2,390.5) 5,971.4 4,382.4



YoY % 11.5 (4.8) 6.8 7.1 6.4 (25.2) 20.1 23.0



% CS FY17E 79.1 65.0 74.9 78.9 71.4 68.4 72.6 74.5



Deposits was also flat as at 3Q17 (+2.7% YoY) and would be +1.1% after adjusting for forex (vs. management’s target of 6-7%). LDR unchanged at 94%at end-3Q17 (93.9% in 4Q16). Deposit growth for various countries: Malaysia: +4.2%, Singapore: -1.0%, Indonesia: +0.1%. CASA grew +1.8% (Malaysia: +0.8%, Singapore: +16% (in SGD), Indonesia: -2.3% (in IDR)). The group's CASA ratio improved to 35.0% (34.6% as at end-2016). NIM flat at 2.44% (2.43% in 2Q17, 2.47% in 1Q17, avg. 2.36% in 2016), ahead of management’s guidance of 5-10 bp compression (i.e., 2.26-2.31%). 9M17 NIM fared better than guidance due to better yield on investment securities, effective funding cost management. NOII declined -5% YoY due to lower unrealised gain on securities and derivatives (-78% YoY) while other NOII items are up 13% YoY. NOII ratio fell to 26.0% in 9M17 (vs. 29.2% in 9M16). Expenses grew 7.1% YoY vs. revenue growth of 6.8%. Cost inflation was driven by personnel costs (+6.7% YoY) and general+administrative expenses (+17.7%). However, marketing expenses were down -7.6% YoY while establishment cost trended lower by 1.1%. Cost-to-income ratio relatively unchanged at 49.2% in 9M17 (49% in 9M16). Management aims to achieve positive JAWS by end-2017. Gross impaired loan (GIL) ratio was stable QoQ at 2.50% as at end 3Q17 (2.53% in 2Q17, 2.40% in 1Q17, 2.28% in 4Q16). After a spike in GIL ratio in Singapore over 4Q16-2Q17 (from 1.3% to 2.3%), asset quality was stable in 3Q17. Oil and gas loans account for 3.9% of group loans (35% in Singapore) and GIL improved slightly to 15%in 3Q17 (16% in 2Q17, 11% in 1Q17, 8% in 4Q16). The implied GIL for Singapore oil and gas exposure is estimated at 43% as at 3Q17 (50% in 2Q17). However, management remains cautious on the outlook for this portfolio. Credit cost improved markedly QoQ to 34 bp in 3Q17 (70 bp in 2Q17, 45 bp in 1Q17, 51 bp in 4Q16, 2016 avg. 64 bp) and 9M17 avg. of 49 bp in line with management's 50 bp guidance. Despite the sharp improvement in credit cost in 3Q, management maintains its credit cost guidance and we believe there could be temptation to ‘kitchen-sink’ in 4Q so that the group can carry a cleaner loan book when FRS 9 kicks in. Impaired loan coverage (including regulatory reserve) strengthened marginally QoQ to 93.5% (92.7% in 2Q17, 81.6% in 4Q16). Fully loaded CET 1 ratio at 13.3% as at end-3Q17 (13.2% in 4Q16). Management estimates CET 1 ratio could be diluted by 60-90 bp upon adoption of FRS 9 if regulatory reserve cannot be utilised. If regulatory reserve can be used then CET 1 ratio impact would range from -0.2% to +0.1%. The industry is still waiting for regulatory confirmation if regulatory reserve can be used to cushion effects of FRS 9. Should there be a favourable outcome, Maybank's current capital position gives it flexibility to either scale back DRP or raise cash dividend portion. % Street FY17E n.a. n.a. 75.5 n.a. 93.6 n.a. 75.1 74.1



Source: Company data, Credit Suisse estimates, IBES estimates.
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3Q17 4,308.9 1,616.1 5,925.0 (2,913.8) 3,011.3 (409.6) 2,678.4 2,027.2



2Q17 4,231.5 1,577.8 5,809.2 (2,793.4) 3,015.8 (835.7) 2,244.5 1,658.4



QoQ % 1.8 2.4 2.0 4.3 (0.2) (51.0) 19.3 22.2



3Q16 3,821.4 1,636.1 5,457.6 (2,699.9) 2,757.7 (330.8) 2,456.1 1,795.7



YoY % 12.8 (1.2) 8.6 7.9 9.2 23.8 9.0 12.9
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Asian Daily Philippines



Philippines Market Strategy --------------------------------------------- Maintain UNDERWEIGHT Infrastructure still on hold Dan Fineman / Research Analyst / 66 2 614 6218 / [email protected]



● We recently conducted meetings with several government and non-official figures and conclude that little progress in infrastructure is likely to happen over the coming year. ● The challenges facing large-scale rail and airport projects are daunting. The Department of Transportation (DOTr) seems to be a major bottleneck. Policy uncertainty has paralysed planning. Planning processes suffer fundamental flaws. Actual spending YTD has decelerated sharply from the 2015-16 levels. ● Disappointment on infrastructure could impact three variables of interest to investors: Fiscal support for short-term growth, elimination of bottlenecks impeding long-term growth and investment opportunities for the listed companies. ● While we remain bullish on the global and regional equities, we expect the Philippines to continue to underperform its Asian peers, due to earnings disappointment and rich valuations. Figure 1: Department of Transportation staffing and appropriations tiny, as compared with Department of Public Works, and compared with responsibilities 500
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senior managers left when the new administration took office, as typically happens with a change of government, and recent events likely have hurt institutional capacity further. Following a mishap on a Manila mass transit line, the government, last week, filed corruption charges against nine cabinet secretaries of the Aquino administration and three former DOTr undersecretaries, and an undersecretary has resigned. Policy uncertainty



Policy uncertainty adds to the drag. Previously, the government promoted pure PPPs. Then, in 2Q DOF announced it favoured a hybrid approach where the government would construct projects but hand over O&M to the private sector. More recently, officials have spoken about choosing pure PPP as originally envisioned for some projects. Until these basic financial and management decisions are finalised, it will be hard for projects to proceed. In the meantime, policy reversals have delivered another blow to the planned privatisation of provincial airport operations. As the five-year validity of the initial feasibility study has expired, another study is required. Weak planning



Planning processes seem fundamentally flawed. As an example, 510 private sector formal and informal unsolicited proposals have been submitted for building new metro Manila airports or expanding the existing airport, but we believe that resolution for Manila's air congestion requires a holistic national air master plan from the government. Reliance on unsolicited bids—which we believe are most useful in offering solutions to less obvious and complex problems the government might not have identified—seems to us to highlight the weakness of infrastructure planning in the Philippines. ODA not entirely positive



Actual spending this year appears disappointing. Infrastructure-related disbursement is up just 11% YTD YoY, a big slowdown from the 25-43% growth of 2015-16. Moreover, we believe that growth posted YTD is primarily in small-scale projects such as schools, hospitals, government buildings and smaller roads.



China and Japan have offered large amounts of overseas development assistance (ODA) for infrastructure on a headline basis, but the offers are not entirely positive. Most of the aid is conditional on contracts being issued to Chinese or Japanese firms, meaning that pricing and quality could be sacrificed and that most will be in the form of loans rather than grants. The loans will be in foreign currency and carry FX risk, and in the case of Chinese aid, it might not be truly cheap. We do not know the details of what China will offer to the Philippines, but China has offered loans to Thailand for the construction of a high-speed rail line at 2.5%, or the same as Thai 10-year government bond yields.



Progress on mega projects limited



Economic and market consequences
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Source: Civil Service Commission, 2017 General Appropriations Act



Disappointing expenditures this year



Progress on mega-projects has been limited. Only a few early-stage approvals have been made, and contracts for top projects have not been issued. The projects we consider most important—greater Manila airports, Manila mass transit and provincial airports—have achieved little or no forward movement. Indeed, we seem farther from contracting of provincial airport operations than a year ago. DOTr a bottleneck



Disappointment on infrastructure could have consequences for the economy and market in several areas. In the short run, slow progress could lead to a fiscal drag. In the longer term, lack of progress would leave transport bottlenecks in place. For the listed companies, several sectors could prove to be sensitive to disappointment. Slow progress in infrastructure-related lending could place a drag on loan growth, while firms hoping to bid for projects might not get contracts.



DOTr seems a major bottleneck. The Philippines is unusual in separating rail and air into DOTr and road works into Department of Public Works and Highways, rather than combining all into a single department. DOTr carries a bigger burden in the current infra programme, but its resources seem insufficient. Career staff is 5% that of DPWH, and budget appropriations are roughly one-tenth (Figure 1). A sizeable number of
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Asian Daily South Korea



Korea Economics ----------------------------------------------------------------------------------------------Inflation may stay in the low 1% range into 1Q 2018 Ray Farris / Economist / 65 6212 3412 / [email protected] Trang Thuy Le / Economist / 852 2101 7426 / [email protected]



● Korea's inflation fell to 1.3% YoY in November, sharply below market and our expectation for an unchanged print at 1.8% YoY. ● The key surprise versus our expectation was a sharp decline in food prices which fell 2.6% MoM in November following a 3.1% MoM drop in October. A cut in city gas charges also pushed down utility inflation. These two factors knocked 0.4 pp off headline inflation. ● We think headline inflation may stay in the lower 1% range in 1Q 2018, before rising gradually into the year. Lower food and utility inflation will likely put downward pressure on headline inflation in the near term, while oil related inflation will likely only reaccelerate by mid-year due to a high base in 1H. ● We maintain our forecast for one more BoK rate hike in 2018 with growth running at or slightly above BoK's estimate of potential (see report). However, weak inflation argues against the need for faster normalisation. We also expect household debt growth to continue slowing in light of the government's tightening measures as well as BoK's rate hikes. Full report. Figure 1: Sharp fall in inflation in November Headline CPI inflation, %yoy
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Source: the BLOOMBERG PROFESSIONAL™ service, CEIC, Credit Suisse



Growth momentum slowed in 4Q, underlying trend is solid



Also released today, 3Q GDP was revised higher to 3.8% YoY from the 3.6% initial estimate, with upward revisions to private consumption and investment.



Overall, 4Q data suggest a material slowdown in growth momentum as demand was front-loaded in 3Q.
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However, we remain positive on the outlook for exports and private consumption into 2018. Demand for semiconductors continues to look robust, while a recovery in business capital investment in the US and Europe is also boosting Korea's machinery export sector. A normalisation in trade with China, especially in services, would add to the upside risk to growth in 2018 versus our forecast of 2.8%.
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Meanwhile, trade data for November disappointed to the downside with export and import growth both slightly below consensus.
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Figure 2: Oil related inflation will re-accelerate only around 2H 2018 due to a high base in 1H
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Source: Credit Suisse, the BLOOMBERG PROFESSIONAL™ service, CEIC



BoK to hike 25 bp more in 2018



November inflation fell well below market expectation



We maintain our forecast for one more BoK rate hike in 2018 with growth running at or slightly above BoK's estimate of potential (see report). However, weak inflation argues against the need for faster normalisation. We also expect household debt growth to continue slowing in light of the government's tightening measures as well as BoK's rate hikes.



Inflation fell to 1.3% YoY in November, sharply below the market and our expectation for an unchanged reading at 1.8% YoY. The key surprise versus our expectation was a sharp decline in food prices which fell 2.6% MoM in November following a 3.1% MoM drop in October. A cut in city gas charges also pushed down utility inflation. These two factors knocked 0.4 pp off headline inflation. Core inflation also fell back to 1.4%, reversing last month's surprise rise to 1.6%, as recreation related prices normalised after the holiday. Inflation may remain in the low 1% range in 1Q 2018



We think headline inflation may stay in the lower 1% range in 1Q 2018, before rising gradually into the year. Lower food and utility inflation will likely put downward pressure on headline inflation in the near term, while oil related inflation will likely only re-accelerate by mid-year due to a high base in 1H. Nonetheless, core inflation should be on a recovering trajectory from here, supported by the government's minimum wage hikes and signs of recovery in domestic demand.
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Asian Daily Korea Auto Sector ------------------------------------------------------- Maintain MARKET WEIGHT G2 uncertainty remains unchanged Michael Sohn / Research Analyst / 82 2 3707 3739 / [email protected]



● The five Korean automakers' November sales were down 12% YoY to 763k units. Hyundai Motor's (HMC) YoY sales growth was -10%, and Kia Motors’ (Kia) was -15%. Maintain MARKET WEIGHT. ● HMC's domestic sales were up 13% YoY led by the launch of new models 'Kona' (small SUV, 4.3k units) and 'Grandeur' (10k units, up 28% YoY). Overseas plants sales went down 14% YoY. Due to weaker retail sales, China plants sales went down 25% YoY (vs. October -11% YoY). Considering the high base effect, December sales growth will likely to remain at -20% YoY. ● Kia's Korea plants were down 7% YoY with inventory adjustment. Overseas plants sales were down 23% YoY, with China plants sales growth of about -45% YoY (vs. -39% YoY in October). ● G2 (US and China) uncertainty, our key concerns, remains unchanged. Especially, falling sales and profitability in the US will continue to limit its earnings recovery along with forex headwinds. To become more positive, we first want to see the US retail sales recovery along with falling US inventory. We stay NEUTRAL on HMC/Kia with G2 uncertainty and prefer auto-parts makers.



Figure 2: Korean automakers' November sales results (Units, %) Domestic (a)



Export (b)



Korea plants (a)+ (b)
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Figure 1: Inventory adjustment delays recovery in China again… (%) 100
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Source: Company data, Credit Suisse



November sales YoY: -10% for HMC and -15% for Kia



(1) HMC's domestic sales were up 13% YoY, led by the launch of new models 'Kona' (small SUV, 4.3k units) and 'Grandeur' (10k units, up 28% YoY). Overseas plants sales went down 14% YoY. Due to weaker retail sales over production units, China plants sales went down 25% YoY (vs. October -11% YoY). Considering the high base effect, December sales growth will likely to remain at -20% YoY. (2) Kia's Korea plants were down 7% YoY with inventory adjustment. Overseas plants sales were down 23% YoY, with China plants sales growth of about -45% YoY (vs. -39% YoY in October). (3) G2 (US and China) uncertainty, our key concern, remains unchanged. Especially, falling sales and profitability in the US will continue to limit earnings recovery for both HMC (Growth in 2018E only on low-base effect) and Kia (Rising earnings downside risks) with forex headwinds. To be more positive, we first want to see the US retail sales recovery along with falling US inventory. We maintain our NEUTRAL rating on HMC and Kia, and continue to prefer auto-parts makers such as Mando (Brighter growth outlook), Hyundai Mobis (Defensive after-sales parts shine again), and Hanon Systems (Secured backlog to lead growth recovery). Valuation Metrics Company



Ticker



Rating



Price



Target TP Chg Up/dn to TP (prev.) Local price (prev.) (%) (%) HMC 005380.KS N 164,500 160,000 0 (3) Kia 000270.KS N 33,650 36,000 0 7 Note: O = OUTPERFORM, N = NEUTRAL, U = UNDERPERFORM Source: Company data, Credit Suisse estimates



Year T 12/16 12/16



Hyundai Motor Kia Motors Ssangyong GM Korea Renault Samsung Subtotal Hyundai Motor Kia Motors Ssangyong GM Korea Renault Samsung Subtotal Hyundai Motor Kia Motors Ssangyong GM Korea Renault Samsung Total Hyundai Motor Kia Motors Subtotal Total sales Total HMC sales Total Kia sales



2017.11 63,895 49,027 8,769 10,349 8,302 140,342 93,660 90,454 3,313 32,194 17,457 237,078 157,555 139,481 12,082 42,543 25,759 377,420 265,385 120,162 385,547 762,967 422,940 259,643



2016.11 YoY 2017.1-11 56,632 13 635,578 48,906 475,048 0 9,475 96,030 -7 17,236 -40 120,525 12,565 -34 90,584 144,814 -3 1,417,765 107,330 -13 908,270 100,400 -10 914,400 4,253 -22 33,447 35,806 -10 358,533 12,985 34 159,709 260,774 -9 2,374,359 163,962 -4 1,543,848 149,306 -7 1,389,448 13,728 -12 129,477 53,042 -20 479,058 25,550 250,293 1 405,588 -7 3,792,124 308,053 -14 2,552,484 155,201 -23 1,103,709 463,254 -17 3,656,193 868,842 -12 7,448,317 472,015 -10 4,096,332 304,507 -15 2,493,157



2016.1-11 586,481 485,400 92,854 161,962 97,023 1,423,720 894,387 892,837 46,285 380,922 127,706 2,342,137 1,480,868 1,378,237 139,139 542,884 224,729 3,765,857 2,882,274 1,327,042 4,209,316 7,975,173 4,363,142 2,705,279



YoY 8 -2 3 -26 -7 0 2 2 -28 -6 25 1 4 1 -7 -12 11 1 -11 -17 -13 -7 -6 -8



Source: Company data, Credit Suisse



Figure 3: Kia has the highest forex sensitivity among Hyundai Motor Group trios (HMC, Kia, and Mobis)… (KRW / JPY) (%) 10.7 40
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Source: Bloomberg, Credit Suisse estimates, Company data.



Figure 4: HMC has lost in sedan segments market shares in the US by Japan Big3, and KRW appreciation is a negative for HMC's OPM… (JPY/KRW) (%) (%) M/S in mid-sized & under (sedan) segment (%) 12 51 12.0 15 13 10 50 10.4 48 11.0 10.2 10.2 11 8 9.8 45 10.0 47 9 6 9.2 44 42 9.0 7 43 4 41 2 39 8.0 5 2001 2004 2007 2010 2013 2016 2013 2015 2017YTD KRW / JPY (LHS) Japan Big 3 US M/S (LHS) HMC annual OP margin (RHS) Accent, Elantra, Sonata US M/S (RHS)



Source: Autodata, Company data, Credit Suisse estimates



EPS Chg EPS (%) T+1 T+2 T+1 T+2 0 0 15,033 17,664 0 0 3,384 4,895
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EPS grth (%) T+1 (21) (50)



T+2 18 45



P/E (x)



DY (%) T+1 T+2 T+1 10.9 9.3 2.7 9.9 6.9 2.7



P/B Scenario (x) T+1 Blue sky Grey sky 0.7 206,000 106,000 0.5 44,000 29,000



Monday, 04 December 2017



Asian Daily Studio Dragon --------------------------------------------------- Initiating Coverage with NEUTRAL New report: Content is King Ray Kim / Research Analyst / 82 2 3707 3776 / [email protected]



● Studio Dragon (Dragon) is the No.1 K-Drama production studio (a pure play). Despite excessive price reaction since recent IPO, we believe it is worth visiting, given its unique business and growth potential. ● Management's aggressive capacity expansion target (~20% CAGR or 40 annual production by 2020E) seems to stem on the benign domestic environment: (1) growing number of windows; and (2) increasing content sales (VoD) as an additional income source. ● Overseas sales drive ~60% OP growth to FY20E. Content export generates higher margin as it falls directly on the OP line, thanks to its 100% IP-ownership policy. We have pre-emptively assumed: (1) China export resumption; and (2) partnership with global OTT players (e.g., Netflix) in both content export and co-production. ● Initiate with Neutral. Base case target price of W59,000 (bull case W73,000) is based on DCF analysis to capture the ~60% EPS CAGR. Scenarios are based on the number of: (1) title exports to China; (2) global OTTs; and (3) co-productions. Risks are: (1) loss of core talents; (2) muted progress in China/global OTT exports. Bbg/RIC Rating (prev. rating) 52-wk range (W) Mkt cap (W/US$ bn) ADTO-6M (US$ mn) Free float (%) Major shareholders



253450.KQ Price (01 Dec 17, W) 64,100 N (NA) [V] TP (prev. TP W) 59,000 (NA) 71800.0 - 62800.0 Est. pot. % chg. to TP (8) 1,797.2/ 1.7 Blue sky scenario (W) 73,000 174.0 Grey sky scenario (W) 38,000 21.0 Performance 1M 3M 12M CJ E&M; 71% Absolute (%) — — — Relative (%) — — — Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (W bn) — 154.5 297.0 346.7 445.2 EBITDA (W bn) — 38.8 81.8 110.3 167.0 Net profit (W bn) — 8.1 29.7 46.8 80.2 EPS (CS adj. W) 290 1,058 1,670 2,859 - Change from prev. EPS (%) n.a. n.a. - Consensus EPS (W) n.a. n.a. 1,156 1,698 2,129 EPS growth (%) n.a. n.a. 264.6 57.8 71.1 P/E (x) — 220.8 60.6 38.4 22.4 Dividend yield (%) 0 0 0 0 EV/EBITDA (x) — 46.7 19.1 13.7 8.8 P/B (x) — 13.2 5.2 4.9 3.8 ROE (%) — 6.0 12.4 13.1 19.1 Net debt (cash)/equity (%) — 12.1 (68.2) (77.0) (69.7) Note 1: Studio Dragon operates as a drama manufacturing company. The company produces and sells traditional dramas, modern dramas, and other dramas. Studio Dragon also provides drama exporting services.



Click here for detailed financials



Initiate with a NEUTRAL rating: Studio Dragon (Dragon) is a pure KDrama play as an in-house studio for CJ E&M. We believe the stock is fairly valued due to excessive market reaction following its recent IPO (doubled from the IPO subscription price on day 1), but its unique business and strong growth potential are still attractive. c.20% sales CAGR, thanks to its aggressive capacity expansion. Management has guided a ~20% CAGR in drama production by 2020E (~40 titles/year), which is the studio's core competency. Such an outcome seems to be based on the favourable domestic environment (growing number of domestic windows and rising VoD sales). Thus, total sales should showcase a 22% CAGR over FY1720E on the back of rapid overseas growth (c. 40% CAGR).



Figure 1: 1H17A sales mix (LHS) and a 22% CAGR sales projection (RHS) (sales, % mix) Others, 27, 20% >>Sponsorship fees and some talent mgmt incomes Content Export, 39, 28% >>Content sales to overseas market



Broadca 600 CAGR (FY17-20E) sting, 545 Total Sales 22% 47, 34% Content Sales (export-only) 44% >>Mainly 400 from CJ 297 E&M as a Pro-forma -> return for 200 airing 137 contents Content 0 Domesti 2014 2015 2016 1H17 2017 2018 2019 2020 >>Mostly c, 24, Others Content Sales - Export VoD sales 18% Content Sales - Domestic Broadcasting



Note: all units in W bn. Source: Company data, Credit Suisse estimates



~60% OP CAGR on the back of overseas growth. We focus on overseas exports, which is the secondary income that falls directly on the OP-line. We project OPM expansion to c.26% from 11% in FY16A, based on our assumption of: (1) a resumption of China exports, given recent diplomatic progress; and (2) a gradual increase in exports to global OTTs (e.g., Netflix) backed by structural demand from OTT giants. Figure 2: Growing China/global OTT sales to fall directly on OP line (W bn) Total Sales (1) China/Global OTT % sales mix (2) Other Overseas % sales mix (3) Domestic % sales mix Gross Profit (1) China/Global OTT % gross margin % gross profit mix (2) Other Overseas % gross margin % gross profit mix (3) Domestic % gross margin % gross profit mix SG&A OP % operating margin



2016 154



22



5 17 11%



2017E 297 4 1% 69 23% 225 76% 54 3 85% 6% 58 85% 109% -8 -3% -14% 17 37 12%



2018E 347 16 5% 84 24% 247 71% 71 14 85% 19% 71 85% 100% -13 -5% -19% 15 57 16%



2019E 445 76 17% 109 25% 260 58% 117 65 85% 55% 93 85% 79% -41 -16% -35% 19 98 22%



2020E 545 136 25% 137 25% 272 50% 165 116 85% 70% 117 85% 71% -67 -25% -41% 23 142 26%



CAGR 22% 235% 26% 7% 45% 235%



26%



10% 57%



Source: Company data, Credit Suisse estimates



A TP of W59,000 and our scenario analysis. Our target price is based on DCF to capture the ~60% EPS CAGR over FY17-20E, as Dragon is newly established and is in a rapid growth phase. Our scenario analysis depends on the number of export titles to China and global OTTs as follows (pg 22 in the full report): (1) base case (W59,000)—assumes ~5 titles to China and ~4 titles to global OTTs by FY20E; (2) bear case (W38,000)—zero exports; and (3) bull case (W73,000)—higher demand on K-Drama and faster penetration of global OTTs. Risks: (1) Loss of core talents (writers, etc.); (2) muted progress in China/global OTT exports. Figure 3: TP of W59,000 derived by DCF—addressing TP by scenarios 70,000
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Monday, 04 December 2017



Asian Daily Taiwan



Sinopac Holdings --------------------------------------------------------------------Maintain NEUTRAL In-line 3Q17 results on lower credit cost



EPS: ◄► TP: ▲



Chung Hsu, CFA / Research Analyst / 886 2 2715 6362 / [email protected] Chien Po Huang / Research Analyst / 886 2 2715 6342 / [email protected]



● SinoPac FHC hosted an analyst meeting to review its 3Q17 net profit of NT$2.5 bn (+25% YoY), which tracks ahead of both CS (+3%) and consensus (+14%) estimates. ● BSP’s 3Q17 profit increased 13% YoY mainly due to lower credit cost. Its 3Q17 PPoP decreased 15% YoY on lower net interest income (lower margin) and weaker trading gains, while fee income grew slightly by 3% on strong mutual fund/loan fees, which more than offset weak bancassurance fees. In asset quality, 3Q17 credit cost (annualised) decreased to 6 bp (-18 bp YoY). ● For 2018, mgmt expects to see higher NII on modest loan growth and a bit higher NIM, with target to increase its LDR to 80% (from 77%). Based on this guidance, we estimate BSP's PPoP could grow 9% in 2018, partly on a low base in 2017. ● We maintain NEUTRAL rating as the stock is fairly valued at 0.7x P/B on 6-7% ROE and we believe it will be likely at least a year before SinoPac can refocus on its core business. We tweaked our TP to NT$9.4 (from NT$9.18) after rolling over to FY18E.



For 2018, we expect BSP to see 9% PPoP growth next year partly off a lower base this year. We maintain our NEUTRAL rating as the stock is fairly valued at 0.7x P/B on 6-7% ROE and we believe it will be likely at least a year before SinoPac can refocus on its core business.



Bbg/RIC 2890 TT / 2890.TW Price (01 Dec 17 , NT$) 9.34 Rating (prev. rating) N (N) TP (prev. TP NT$) 9.40 (9.18) 52-wk range (NT$) 9.41 - 8.63 Est. pot. % chg. to TP 1 Mkt cap (NT$/US$ bn) 103.2/ 3.4 Blue sky scenario (NT$) 11.53 ADTO-6M (US$ mn) 6.0 Grey sky scenario (NT$) 7.27 Free float (%) 60.0 Performance 1M 3M 12M Major shareholders Ho family (19%), Dr. Absolute (%) 0.9 0.3 5.9 Hong (5%) Relative (%) 2.8 0.2 (8.6) Year 12/15A 12/16A 12/17E 12/18E 12/19E Pre-prov Op profit (NT$ mn) 12,506.9 10,916.1 11,482.0 12,201.9 13,544.2 Net profit (NT$ mn) 10,857 8,283 8,512 9,066 9,602 EPS (CS adj. NT$) 1.11 0.79 0.80 0.85 0.90 - Change from prev. EPS (%) n.a. n.a. 0 0 0 - Consensus EPS (NT$) n.a. n.a. 0.73 0.85 0.96 EPS growth (%) (19.2) (28.1) 0.3 6.5 5.9 P/E (x) 8.4 11.8 11.7 11.0 10.4 Dividend yield (%) 4.6 2.9 3.0 3.2 3.4 BVPS (CS adj. NT$) 12.9 12.5 13.1 13.6 14.2 P/B (x) 0.72 0.75 0.72 0.69 0.66 ROE (%) 8.4 6.2 6.2 6.4 6.5 ROA (%) 0.7 0.5 0.5 0.6 0.6 Tier 1 ratio (%) 10.4 11.6 12.9 12.9 12.7



3Q16 4Q16 1.11 1.09 NIM (%) 73.4 72.6 LDR (%) 0.33 0.35 NPL ratio (%) 422 423 Coverage ratio (%) 61.9 57.2 CIR (%)* Source: Company data, Credit Suisse Research.



Note 1: SinoPac Holdings was publicly listed on the Taiwan Stock Exchange on May 9, 2006. Its subsidiaries include banking, securities, credit cards, customer service technology, insurance brokerage, venture capital investing, management consulting firm.



Click here for detailed financials



2015 2016 Loan growth 10.1% 1.9% NII growth -6.0% -6.5% Net interest margin (NIM) 1.12% 1.10% Loan to deposit ratio (LDR) 75% 70% Cost to income ratio (CIR) 55% 58% NPL ratio 0.25% 0.36% NPL coverage ratio 537% 396% Credit cost (bps) 1 16 Capital adequacy ratio (CAR) 12.0% 12.6% Source: Company data, Credit Suisse estimates.



2Q17 1.10 75.9 0.34 424 54.3



3Q17 1.08 76.3 0.33 420 64.1



2017E 4.3% 5.4% 1.10% 78% 56% 0.34% 412% 15 13.9%



2018E 5.3% 8.1% 1.14% 80% 54% 0.35% 394% 19 13.9%



2019E 6.0% 8.7% 1.19% 81% 51% 0.37% 363% 25 13.6%



Figure 5: SinoPac is currently trading at 0.7x FY18E P/B (x) 1.2



YoY 13% 47% 25%
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SinoPac 1-yr forward P/B
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Source: TEJ, Credit Suisse estimates.
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SinoPac FHC reported its 3Q17 net profit of NT$2.5 bn (+25% YoY) and 9M17 net profit of NT$6.8bn (-2% yoy). For the bank, 3Q17 net profit increased by 13% to NT$ 1.6bn, mainly due to lower provisions, while PPoP decreased by 15% yoy on lower net interest income and also less trading gains.



Nov-06



0.2



In-line 3Q17 results



Nov-05



QoQ -27% -295% 28%



1Q17 1.08 76.0 0.36 395 57.0



Figure 4: Bank SinoPac's key ratios



Nov-04



3Q17 1,583 839 2,516



Figure 3: Bank SinoPac's key quarterly ratio



Nov-03



2Q17 2,169 (431) 1,961



(NT$ mn) 3Q16 4Q16 1Q17 2Q17 3Q17 QoQ YoY 3,774 3,787 3,674 3,780 3,665 -3% -3% Net interest income 1,278 1,195 1,413 1,210 1,316 9% 3% Fee income 99 (401) 422 362 241 -33% 143% FX & TMU 475 1,266 553 961 (29) -103% -106% Other non- NII 5,626 5,847 6,062 6,313 5,193 -18% -8% Total operating income (3,443) (3,280) (3,456) (3,465) (3,328) -4% -3% Operating expense 2,183 2,567 2,606 2,848 1,865 -35% -15% Pre-provision profits (533) (938) 103 (306) (141) -54% -74% Provision charges 1,650 1,629 2,710 2,542 1,724 -32% 4% Pretax profit (252) (196) (405) (373) (140) -62% -44% Income tax 1,398 1,432 2,305 2,169 1,583 -27% 13% Net profit Source: Company data, Credit Suisse Research.



1.0



Figure 1: SinoPac Holdings quarterly profits by subsidiaries (NT$ mn) 3Q16 4Q16 1Q17 1,398 1,432 2,305 Bank SinoPac 572 (121) 74 SinoPac Securities 2,007 1,193 2,364 SinoPac Holdings Source: Company data, Credit Suisse Research



Figure 2: Bank SinoPac's P&L summary
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Asian Daily Thailand



Central Plaza Hotel PCL -----------------------------------------------------------Maintain NEUTRAL Revived growth strategy priced in



EPS: ▲ TP: ▲



Thaniya Kevalee / Research Analyst / 66 2 614 6219 / [email protected] Siriporn Sothikul, CFA / Research Analyst / 662 614 6217 / [email protected]



Figure 1: Maldives airport expansion to help stimulate tourist growth (mn passengers/year) 6 5 4 3 2 1



0 Current Tourist arrivals



Source: Ministry of Tourism (Maldives), Credit Suisse estimates



Valuation has already priced in the growth strategy



We like CENTEL’s renewed growth strategy as it has been non-active in this area for many years. Nonetheless, the share price seems to have already reflected this positive development. We thus maintain NEUTRAL rating on the stock. CENTEL also trades in line with regional peers' average in terms of PEG ratio (2.3x vs 2.4x). At our target price, CENTEL would trade at 12-month forward P/E of 29x— slightly above its five-year historical average (Figure 2). Figure 2: Target 12-month forward P/E slightly above historical average (x)



Click here for detailed financials
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Source: Company data, Datastream, Credit Suisse estimates
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5 Jan-07



Following better-than-expected 3Q17 results and management guidance, we raise our earnings estimates over 2017-19 by 4-6%. This is due to the following factors: (1) We increase our QSR revenue growth assumption this year to 4% from 2.5% previously; QSR has shown revenue growth of 6% in 3Q17 and the strong momentum has continued into 4Q17 according to management. We maintain revenue growth assumption for 2018 at 8%. (2) We revise up our blended EBITDA margin assumption by 0.4% over 2017-19 to reflect betterthan-expected performance in 3Q17.



2019E Capacity



Jan-09



Note 1: CENTEL currently manages 31 hotels with 6,077 keys in Thailand and overseas under its brand Centara. Additionally, it operates 13 QSR brands with 634 outlets in Thailand .



CENTEL stands a high chance to win the bid to acquire a three-star hotel located within Government Center on Chaengwattana road from Dhanarak Asset Development (DAD), which has already been managed by CENTEL. This hotel should add around 3% total hotel revenue, according to management. In addition, CENTEL plans to develop two new four-star hotels in Maldives, which should commence operations in late 2019 or early 2020. While its existing four star hotel in Maldives is still suffering reduction in room rate, the magnitude of the fall has gradually improved. CENTEL believes that the current airport capacity constraint is understating demand, but by 2019, the passenger capacity of the airport in Maldives (Ibrahim Nasir International Airport) should double to 5 mn passengers/annum (Figure 1), and management believes this should help stimulate growth in tourist arrivals to Maldives in the longer term.



Jul-07



Bbg/RIC CENTEL TB / CENTEL.BK Price (01 Dec 17, Bt) 53.50 Rating (prev. rating) N (N) TP (prev. TP Bt) 57.00 (44.00) 52-wk range (Bt) 54.0 - 34.3 Est. pot. % chg. to TP 7 Mkt cap (Bt/US$ mn) 72,225.0/ 2,216.2 Blue sky scenario (Bt) 66.00 ADTO-6M (US$ mn) 3.9 Grey sky scenario (Bt) 46.00 Free float (%) 36.7 Performance 1M 3M 12M Major shareholders Chirathivat family Absolute (%) 9.2 29.7 33.8 63.3% Relative (%) 9.3 24.7 20.6 Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Bt mn) 19,286 19,888 20,483 22,321 23,935 EBITDA (Bt mn) 4,270 4,301 4,584 5,113 5,566 Net profit (Bt mn) 1,688 1,818 2,045 2,356 2,679 EPS (CS adj. Bt) 1.25 1.35 1.52 1.75 1.99 - Change from prev. EPS (%) n.a. n.a. 4.0 4.4 6.2 - Consensus EPS (Bt) n.a. n.a. 1.52 1.72 1.94 EPS growth (%) 42.4 7.7 12.5 15.2 13.7 P/E (x) 42.7 39.7 35.3 30.6 26.9 Dividend yield (%) 0.9 1.0 1.1 1.3 1.5 EV/EBITDA (x) 18.8 18.3 17.0 15.4 13.9 P/B (x) 7.8 6.9 6.2 5.5 4.8 ROE (%) 19.5 18.5 18.5 18.9 19.0 Net debt (cash)/equity (%) 83.1 59.6 47.1 44.5 32.5



Renewed growth strategy for hotel business



Jan-08



● Following better-than-expected 3Q17 results and management guidance, we raise our earnings estimates over 2017-19 by 4-6%. We also lift our target price to Bt57 from Bt44 to reflect lower risk free rate and new hotel acquisition and investments. ● We raise our revenue growth assumption for QSR business this year to 4% from 2.5% previously to reflect stronger-than-expected turnaround in 4Q17. We also increase our blended EBITDA margin assumption by 0.4% due to better-than-expected margin delivered in 3Q17. These are key drivers for an earnings upgrade. ● After a period of non-active investment, CENTEL has announced the plan to grow its hotel asset again both via acquisition (in Bangkok) and greenfield development (in Maldives). Although such a plan will not translate into significant growth before 2021, we believe the move would help satisfy investors. ● We maintain our NEUTRAL rating as the good share price performance appears to have priced in the good news. Our target price places CENTEL slightly above its five-year average multiple.



Monday, 04 December 2017



Asian Daily The Erawan Group ----------------------------------------------------------- Maintain OUTPERFORM Growth premium to drive further re-rating



EPS: ▲ TP: ▲



Thaniya Kevalee / Research Analyst / 66 2 614 6219 / [email protected] Siriporn Sothikul, CFA / Research Analyst / 662 614 6217 / [email protected]



● Following better-than-expected 3Q17 results and positive guidance from management, we raise our earnings estimate over FY17-19 by 8-15%. We increase our target price to Bt10.0 from Bt6.7 and reiterate our OUTPERFORM rating. ● ERW has enjoyed decent margin expansion during the first nine months of 2017 due to cost management efficiency and good topline revenue growth. We believe this indicates an encouraging profit growth outlook. We believe high occupancy rates of all of its hotel categories and continued launches of new Hop Inn hotels should drive strong profit growth in the next few years. ● We forecast ERW to deliver 47% YoY core profit growth in 4Q17, followed by 22% growth next year. Our profit estimates are 1013% ahead of consensus. ● ERW still trades at an attractive PEG relative to MINT, CENTEL and regional peers, and remains attractive on this multiple even at our target price. ERW would deliver 400 bp expansion in ROE through 2020 based on our forecasts.



High occupancy rates should support rate increase



ERW has a very high operating leverage (depreciation and interest expenses combined is 2.2x its core profit). Thus, margin expansion is very sensitive to top-line revenue growth. Due to the high level of occupancies of all of its hotel categories (see Figure 1), we believe ERW could easily achieve 4-5% increase in average daily room rate (ADR) in 2018, considering strong outlook for tourist arrivals growth. We expect revenue growth of 9% YoY over 2018-19, which should continue driving margin expansion like in 2017. Figure 1: Hotel occupancies (9M17)—at a very healthy level 100
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Bbg/RIC ERW TB / ERW.BK Price (01 Dec 17, Bt) 8.40 Rating (prev. rating) O (O) TP (prev. TP Bt) 10.00 (6.70) 52-wk range (Bt) 8.40 - 4.40 Est. pot. % chg. to TP 19 Mkt cap (Bt/US$ mn) 21,001.4/ 644.4 Blue sky scenario (Bt) 11.50 ADTO-6M (US$ mn) 2.1 Grey sky scenario (Bt) 7.50 Free float (%) 41.5 Performance 1M 3M 12M Major shareholders Vongkusolkit family Absolute (%) 15.9 41.2 83.4 (29%), Wattanavekin Relative (%) 16.0 36.2 70.2 family (29%) Year 12/15A 12/16A 12/17E 12/18E 12/19E Revenue (Bt mn) 5,255 5,624 6,033 6,602 7,219 EBITDA (Bt mn) 1,368 1,567 1,734 1,975 2,223 Net profit (Bt mn) 195.5 366.9 511.1 623.6 733.2 EPS (CS adj. Bt) 0.08 0.15 0.20 0.25 0.29 - Change from prev. EPS (%) n.a. n.a. 7.5 9.7 14.8 - Consensus EPS (Bt) n.a. n.a. 0.19 0.23 0.27 EPS growth (%) n.m. 86.9 39.1 21.9 17.5 P/E (x) 106.7 57.1 41.0 33.6 28.6 Dividend yield (%) 0.5 0.7 1.0 1.2 1.4 EV/EBITDA (x) 20.9 18.3 17.1 15.4 14.0 P/B (x) 4.5 4.2 3.9 3.6 3.4 ROE (%) 4.2 7.7 10.0 11.4 12.3 Net debt (cash)/equity (%) 155.5 150.4 156.7 159.1 156.4 Note 1: ERW operates 2 luxury hotels (Grand Hyatt and JW Mariott) in BKK, 2 luxury resort hotels (Renaissance and Naka), 5 mid-scaled hotels (Courtyard, Holiday Inn, and Mercure) and 10 economy hotels (IBIS). Just launched ultra low-end brand "Hop Inn".



Click here for detailed financials



Raising earnings estimates quite significantly



20 10
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Raising our target price to Bt10 (from Bt6.7)



This is to reflect: (1) earnings upgrade; (2) lower risk free rate of 2.5% (vs 3% previously) due to fall in long-term government bond yield; and (3) inclusion of 6 additional Hop Inn properties in the Philippines in line with management target to launch 12 properties by 2020 (our previous model only include 6 properties in the Philippines). Despite strong share price performance, ERW still trades at PEG discount to MINT, CENTEL: and regional peers (Fig 2). We believe stronger earnings growth (22% vs 13% average for regional peers) will drive further P/E re-rating. Even at our target price, ERW would still trade at PEG discount to regional peers average (2.2x vs 2.4x). Key risks include unexpected rise in fixed costs, lower-than-expected occupancy or room rates and less than expected number of new Hop Inn launches. Figure 2: PEG—ERW still cheaper than regional peers even at our TP (X) 2.6 2.4



Following better-than-expected 3Q17 results and positive guidance from management, we revise up our FT17-19 earnings estimates by 8-15%. The key drivers include: (1) higher EBITDA margin assumption by 0.4-0.6%; and (2) lower depreciation expense estimate by 7-8% (from previous estimates). During the first nine months of 2017, ERW has enjoyed 2% EBITDA margin expansion on effective cost control. We believe this reflects ERW’s good cost control, which bodes well for the future margin trend. Depreciation expenses also rose only 1% YoY vs 5% growth in revenue as investments in Hop Inn hotels are not very capital intensive.



Hop Inn *



*adjusted by CS; excluding the impact from renovation for luxury and new launches for Hop Inn. Source: Company data, Credit Suisse estimates
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*regional peers. Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse estimates.
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Asian Daily Recently Published Research Date Mon 4 Dec Mon 4 Dec Mon 4 Dec Mon 4 Dec Fri 1 Dec Fri 1 Dec Thu 30 Nov Thu 30 Nov Thu 30 Nov Thu 30 Nov Thu 30 Nov



Title China Consumer Sector - Prolonged hog cycle in China



Author(s) Charlie Chen Michael Shen Daisy Dai, FRM China Steel Sector - Strong steel PMI to add fuel to stock rally Yang Luo Peter Li Studio Dragon - Content is King Ray Kim Taiwan Market Strategy - More growth and domestic support Chung Hsu, CFA in 2018 Asia Pacific Equity Strategy - Rotation out of Top 10 starting? Sakthi Siva Kin Nang Chik Malayan Banking - Strong profit recovery in 3Q17 Danny Goh AirAsia Berhad - 9M17 results broadly in line Joanna Cheah Asia Semiconductor Sector - Credit Suisse Tech Conference Randy Abrams, CFA 2017: Day 2 highlights—firm outlook, but low upside Haas Liu China Steel Sector - Margins are more important than prices Yang Luo Peter Li China Utilities Sector - Value guide for 2018 Dave Dai, CFA Gary Zhou, CFA Gloria Yan Wharf REIC - Dividend compensates for slow growth Susanna Leung Jeffrey Mak
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Asian Daily Companies mentioned Alliance Bank Malaysia Berhad (ALLI.KL, RM3.69, NEUTRAL, TP RM4.19) Angang Steel Company Ltd (000898.SZ, Rmb6.8, OUTPERFORM, TP Rmb8.5) Angang Steel Company Ltd (0347.HK, HK$7.44, OUTPERFORM, TP HK$10.0) Apple Inc (AAPL.OQ, $169.48) Ashok Leyland Ltd (ASOK.BO, Rs120.0, UNDERPERFORM, TP Rs98.0) BAIC Motor Corporation Limited (1958.HK, HK$9.4, NEUTRAL, TP HK$8.8) Bajaj Auto Limited (BAJA.BO, Rs3212.65, NEUTRAL, TP Rs2830.0) BMW (BMWG.DE, €84.68) Brilliance China Automotive Holdings Limited (1114.HK, HK$20.8, OUTPERFORM, TP HK$25.0) BYD Co Ltd (002594.SZ, Rmb63.35, OUTPERFORM, TP Rmb72.26) BYD Co Ltd (1211.HK, HK$68.95, OUTPERFORM, TP HK$85.0) Capgemini (CAPP.PA, €96.66) Catcher Technology (2474.TW, NT$336.0) Cathay Financial Holding (2882.TW, NT$52.6) Central Plaza Hotel PCL (CENTEL.BK, Bt53.5, NEUTRAL, TP Bt57.0) ChangAn Renheng (8139.HK, HK$3.6) China Airlines Ltd (2610.TW, NT$11.45) China Life (2628.HK, HK$25.3) China Life (601628.SS, Rmb30.89) China Mobile Limited (0941.HK, HK$79.25) China Telecom (0728.HK, HK$3.79, OUTPERFORM, TP HK$5.3) China Unicom Hong Kong Ltd (0762.HK, HK$11.32, OUTPERFORM, TP HK$13.4) China United Network Communications Ltd (600050.SS, Rmb6.96, UNDERPERFORM, TP Rmb5.06) Chipbond (6147.TWO, NT$60.8) Chongqing Changan Automobile Company Limited (000625.SZ, Rmb13.24) CJ E&M (130960.KQ, W89,000, OUTPERFORM, TP W129,000) CTBC Holding (2891.TW, NT$20.1) Delta Electronics (2308.TW, NT$139.0) Dongfeng Motor Group Company Limited (0489.HK, HK$9.77, OUTPERFORM, TP HK$14.0) Dr. Reddy's Laboratories Limited (REDY.BO, Rs2230.45, UNDERPERFORM, TP Rs1865.0) Eicher Motors (EICH.BO, Rs29302.5, UNDERPERFORM, TP Rs26600.0) Escorts Ltd (ESCO.BO, Rs688.9, OUTPERFORM[V], TP Rs900.0) Far EasTone Telecom (4904.TW, NT$72.5) Ford Motor Company (F.N, $12.58) Geely Automobile Holdings Ltd (0175.HK, HK$27.5, NEUTRAL[V], TP HK$28.0) Great Wall Motor (2333.HK, HK$9.16, OUTPERFORM, TP HK$13.5) Great Wall Motor (601633.SS, Rmb11.41, UNDERPERFORM, TP Rmb11.39) Guangzhou Automobile Group (2238.HK, HK$19.84, OUTPERFORM, TP HK$25.0) Guangzhou Automobile Group (601238.SS, Rmb24.26, UNDERPERFORM, TP Rmb21.21) Henan Shuanghui Investment & Development Co.,Ltd. (000895.SZ, Rmb25.05, OUTPERFORM, TP Rmb29.3) Hero Motocorp Ltd (HROM.BO, Rs3606.95, NEUTRAL, TP Rs3560.0) Hiwin (2049.TW, NT$336.0) Hon Hai Precision (2317.TW, NT$103.0) Honda Motor (7267.T, ¥3,775) Hong Leong Bank (HLBB.KL, RM15.14, UNDERPERFORM, TP RM14.3) Hong Leong Financial Group Berhad (HLCB.KL, RM16.06, OUTPERFORM, TP RM20.7) Hyundai Mobis (012330.KS, W269,000, OUTPERFORM, TP W310,000) Hyundai Motor Company (005380.KS, W161,500, NEUTRAL, TP W160,000) Indivior (INDV.L, 382.0p) Infosys Limited (INFY.BO, Rs958.5, NEUTRAL, TP Rs1000.0) Kia Motors (000270.KS, W33,150, NEUTRAL, TP W36,000) Largan Precision (3008.TW, NT$5240.0) Maanshan Iron & Steel Co Ltd (0323.HK, HK$3.76, OUTPERFORM, TP HK$5.0) Maanshan Iron & Steel Co Ltd (600808.SS, Rmb4.68, NEUTRAL, TP Rmb4.2) Mahindra & Mahindra (MAHM.BO, Rs1409.25, OUTPERFORM, TP Rs1800.0) Malayan Banking (MBBM.KL, RM9.25, NEUTRAL, TP RM10.2) Maruti Suzuki India Ltd (MRTI.BO, Rs8607.55, NEUTRAL, TP Rs7300.0) MediaTek Inc. (2454.TW, NT$334.5) Minor International PCL (MINT.BK, Bt43.5, NEUTRAL, TP Bt48.0) Mitsubishi Electric (6503.T, ¥1,852, OUTPERFORM, TP ¥2,240) Netflix, Inc. (NFLX.OQ, $186.82, NEUTRAL, TP $209.0) New China Life (1336.HK, HK$49.7, NEUTRAL, TP HK$55.0) New China Life (601336.SS, Rmb62.18, UNDERPERFORM, TP Rmb47.0) Nien Made Enterprise Co., Ltd. (8464.TW, NT$280.5) Ping An (2318.HK, HK$75.5) Ping An (601318.SS, Rmb68.1) Powertech Technology (6239.TW, NT$90.8) President Chain Store (2912.TW, NT$286.5) PT Jasa Marga (Persero) Tbk (JSMR.JK, Rp6,375) PT Waskita Karya (Persero) Tbk (WSKT.JK, Rp2,110) PT Wijaya Karya (Persero) Tbk (WIKA.JK, Rp1,805, NEUTRAL, TP Rp1,940) PT Wijaya Karya Beton (Persero) Tbk (WTON.JK, Rp580, NEUTRAL, TP Rp640) SAIC Motor Corp Ltd (600104.SS, Rmb30.92) Shriram Transport Finance Co Ltd (SRTR.BO, Rs1327.2, OUTPERFORM, TP Rs1600.0) Sinopac Holdings (2890.TW, NT$9.34, NEUTRAL, TP NT$9.4) Sinotruk (Hong Kong) Limited (3808.HK, HK$8.38, NEUTRAL, TP HK$9.6) Studio Dragon (253450.KQ, W64,100, NEUTRAL[V], TP W59,000) Taiwan Cement (1101.TW, NT$33.9) Taiwan Semiconductor Manufacturing (2330.TW, NT$234.5) Tata Motors Ltd. (TAMO.BO, Rs399.15, OUTPERFORM, TP Rs560.0) The Erawan Group (ERW.BK, Bt8.4, OUTPERFORM, TP Bt10.0) Toyota Motor (7203.T, ¥7,051) Tung Ho Steel Enterprise Corp (2006.TW, NT$23.7) TVS Motors (TVSM.BO, Rs724.45, UNDERPERFORM, TP Rs490.0) Uni-President Enterprises (1216.TW, NT$63.5)
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Asian Daily Waskita Beton (WSBP.JK, Rp398) WH Group Limited (0288.HK, HK$8.29, OUTPERFORM, TP HK$10.9) WIKA Gedung (WEGE.JK, Rp296) Wistron (3231.TW, NT$23.7)
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Outperform/Buy* 45% (64% banking clients) Neutral/Hold* 40% (60% banking clients) Underperform/Sell* 13% (54% banking clients) Restricted 2% *For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relati ve basis. (Please refer to definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.
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Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which investment principal can be eroded due to changes in redemption amounts. Care is required when investing in such instruments. When you purchase non-listed Japanese fixed income securities (Japanese government bonds, Japanese municipal bonds, Japanese government guaranteed bonds, Japanese corporate bonds) from CS as a seller, you will be requested to pay the purchase price only.
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