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China Cosco Holdings - H

Headline results beat expectations due to one-offs;
still loss-making at the recurring level; stay N

e Results beat ours and market expectations helped by one-offs; still loss-
making at the recurring profit level: Net profit was Rmb2.6B in 2H14, 115%
higher y/y and vs net loss of Rmb2.3B in 1H14. This resulted in full year net
income of Rmb363MM, 54% higher y/y. Net profit margin was 0.5%, steady
y/y. Excluding one-offs, China Cosco remained loss-making at the recurring
level in 2014 - core loss was Rmb1.3B, 64% smaller y/y. Core loss margin was
2%, 4ppts higher y/y. Core ROE was negative 6%. Dec-14 BV/shr rose 10% h/h
to Rmb2.39. Net debt-equity fell to ¢.1.9x (from c¢.2.0x in Dec-13).

e Container shipping segment turned profitable: Revenue rose 3% y/y in
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2H14 as container shipping volume rose 8% y/y to 4.9MM TEUs while average w0 ) A

freight rate rose 6% to ¢.US$762/TEU. 2014 revenue breakdown: America 31% WS 35 Aﬂ.“ wt

(+2ppts y/y), Europe 24% (+2ppts), Asia Pacific 17% (+2ppts), China Domestic ,W

23% (-5ppts), Other 6% (+1ppt). Operating costs fell 1% y/y while unit cost per

TEU fell ¢.8% y/y which is positive. Container shipping booked an operating

profit of Rmb1,884MM in 2H14, 89% higher y/y, much better than its operating

loss of Rmb869MM in 1H14. Notably, the container shipping business cut fuel

consumption by 8.3% y/y and fuel cost fell 15.0% y/y. Abs
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¢ Dry bulk shipping losses shrank h/h: Revenue fell 24% y/y, mainly driven by
weaker shipping volume which fell 14% y/y to 88 MM tons. Operating costs fell
16% y/y which is positive. Dry bulk shipping segment booked an operating loss
of Rmb335MM in 2H14, 53% smaller h/h but weaker than its operating profit of
Rmb220MM in 2H13. Notably, vessel chartering expenditure fell 30.6% y/y and
fuel costs fell 17.9% y/y. Other segments remained profitable - Container
leasing profit fell 8% y/y, 15% h/h to Rmb341MM while Container terminal
profit fell 32% y/y, 50% h/h to Rmb24 1 MM.

China Cosco Holdings - H (Reuters: 1919.HK, Bloomberg: 1919 HK)

Rmb in mn, year-end Dec FY13A FY14A FY15E FY16E FY17E Company Data

Revenue (Rmb mn) 66,138 66,901 65,032 70,271 78,074 Shares O/S (mn) 10,216
Net Profit (Rmb mn) 235 363 340 1,361 2,224 Market Cap (Rmb mn) 31,341
EPS (Rmb) 0.02 0.04 0.03 0.13 0.22 Market Cap (§ mn) 5,046
DPS (Rmb) 0.00 0.00 0.00 0.00 0.00 Price (HKS) 3.83
Revenue growth (%) (3.1%) 1.2% (2.8%) 8.1% 11.1% Date Of Price 26 Mar 15
EPS growth (%) NM 54.0% (6.2%) 300.2% 63.4% Free Float(%) 48.0%
ROCE (5.0%) (0.4%) 1.6% 2.3% 2.8% 3M - Avg daily vol (mn) 11.73
ROE 1.0% 1.5% 1.4% 5.4% 8.2% 3M - Avg daily val (HK$ mn) 46.30
P/E (x) 133.1 86.5 92.2 23.0 14.1 3M - Avg daily val ($ mn) 6.0
P/BV (x) 1.3 1.3 1.3 1.2 1.1 HSCEI 1,1919.69
EV/EBITDA (x) NM 17.2 12.0 9.9 8.6 Exchange Rate 7.75
Dividend Yield 0.0% 0.0% 0.0% 0.0% 0.0% Fiscal Year End Dec

Source: Company data, Bloomberg, J.P. Morgan estimates.
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Key catalysts for the stock price:
A rebound in shipping volume and

freight rates, China’s continued

urbanization and industrialization which
will sustain raw material demand,
government policies to support the

shipping industry, industry
consolidation.

Upside risks to our view

Global economic recovery sustains, improvement in
industry over-supply, lower bunker fuel prices.

Downside risks to our view:

China’s raw materials import demand stalls; prolonged industry
oversupply; substantial increase in bunker fuel prices and limited
pass-through, policies that dampen China’s raw materials import
demand, and potential equity-raising if the downturn is
prolonged.

Key financial metrics FY14A FY15E FY16E FY16E Valuation and price target basis
Revenues (LC) 66,901 65,032 70,271 78,074 Our Dec-15 H-share price target of HK$3.80 is based on 1.3x P/BV, close to
Revenue growth (%) 1.2% -2.8% 8.1% 11.1% China Cosco H-share’s historical average valuation since listing given its
EBITDA (LC) 4,555 7.264 9,387 11,309 improving outlook in the longer term as it continues to restructure.
EBITDA margin (%) 6.8% 11.2% 13.4% 14.5%
Tax rate (%) 206% 35% 35% 35%
Net profit (LC) 363 340 1,361 2,224
EPS (LC) 0.04 0.03 0.13 0.22
EPS growth (%) 54.0% 6.2% 300.2% 63.4% P/BV Trading Range Since Listing
DPS (LC) - - - - 500 Current P/BV:1.26
BVPS (LC) 239 240 254 277 450 China Cosco P/BV (Rolling 12M Fwd)
Operating cash flow (LC mn) 6,037 3,855 6255 7870 -
Free cash flow (LC mn) 5,274 (8,626) (6,228) (4,611) 300
Interest cover (x) 24 4.0 4.8 53 250
Net margin (%) 0.5% 0.5% 19%  2.8% o E A— J,L.,&‘.L,:.ﬁw-.""*"“-,\ ;
Sales/assets (X) 0.43 0.42 0.42 0.43 100 rd NWJ'WW
Debt/equity (%) 202.4% 219.1% 2281%  231.7% Y e
Net debt/equity (%) 193.8% 228.2% 2394%  235.5% o
ROE (%) 1.5% 1.4% 5.4% 8.2%
Key model assumptions FY14A FY15E FY16E FY16E
Average TCE growth 1% -24% 37% 35%
Container volume growth 8% 6% 4% 4%
Average freight rate growth -4% -3% 3% 2%
Source: Company and J.P. Morgan estimates. Source: Bloomberg, Company and J.P. Morgan estimates.
Sensitivity analysis EBITDA EPS JPMe vs. Consensus, change in estimates
Sensitivity to FY15E FY15E EPS (LC) FY15E FY16E
5% chg in average TCE growth +/-1% +/-16% JPMe old (0.10) 0.12
1% chg in container volume gr +/-1% +-13% JPMe new 0.03 0.13
1% chg in avg freight rate gr +/-2% +-21% % chg nm 9.7%
Source: J.P. Morgan estimates. *Large eamings sensitivity due to small loss base. Consensus 0.09 0.21
Source: Bloomberg, J.P. Morgan.

Comparative metrics

CMP Mkt Cap PIE (x) P/BV (x) ROE (%) YTD

LC $Mn FY15E FY16E FY15E FY16E FY15E FY16E Stock perf.

China Cosco - H 3.83 11,938 92.2 23.0 1.3 1.2 1.4 54 0.0
CSCL-H 229 7,843 nm 30.5 0.9 0.9 (1.6) 2.7 (6.5)
Pacific Basin Shipping 253 632 7.2 35 0.6 0.6 (7.2) 8.9 (19.2)
Sector Average 16.4 24.3 1.1 1.1 4.1 6.7 7.9

Source: Bloomberg, J.P. Morgan estimates. Prices are as of 26th March 2015.
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2H14 Results Review

Results beat ours and market expectations, helped by one-offs; still loss-making
at the recurring profit level

China Cosco reported a net profit of Rmb2.6B in 2H14, 115% higher y/y and vs net

loss of Rmb2.3B in 1H14. Net profit margin was 7.7%. This resulted in full year net
income of Rmb363MM, 54% higher y/y. Net profit margin was 0.5%, steady y/y.

The results were favorably impacted by the reversal of previously recognized income
tax liabilities of Rmb1.6B, disposal gains of Rmb608MM and F/X gains of
Rmb66MM offset to some extent by loss on vessel demolition of Rmb309MM and
provision for onerous contracts of Rmb213MM.

Excluding these, China Cosco was loss making at the recurring level in 2014
reporting core loss of Rmb1.3B, 64% lower y/y. Core loss margin was 2%, 4ppts
higher y/y. Core ROE was negative 6%. Dec-14 BV/shr rose 10% h/h to Rmb2.39.
Net debt-equity fell to ¢.1.9x (from ¢.2.0x in Dec-13).

Container shipping segment review

Revenue rose 3% y/y in 2H14 as container shipping volume rose 8% y/y to 4.9MM
TEUs while average freight rate rose 6% to ¢.US$762/TEU. 2014 revenue
breakdown: America 31% (+2ppts y/y), Europe 24% (+2ppts), Asia Pacific 17%
(+2ppts), China Domestic 23% (-5ppts), Other 6% (+1ppt). Operating costs fell 1%
y/y while unit cost per TEU fell ¢.8% y/y which is positive.

Container shipping booked an operating profit of Rmb1,884MM in 2H14, 89%
higher y/y, much better than its operating loss of Rmb869MM in 1H14. Notably, the
container shipping biz cut fuel consumption by 8.3% y/y and fuel cost fell 15.0% y/y
despite the y/y increase in shipping capacity and volume.

Shipping capacity rose 6.9% y/y to 175 container vessels with a total capacity of
840,682 TEUs as at Dec-14 (excluding the chartered-out capacity of 5 container
vessels with 42,476 TEUs). Remaining orderbook: 10 vessels or 117,960 TEUs
(c.14% of existing capacity).

Dry bulk shipping segment review

Revenue fell 24% y/y, mainly driven by weaker shipping volume which fell 14% y/y
to 88MM tons. Operating costs fell 16% y/y which is positive. Dry bulk shipping
booked an operating loss of Rmb335MM in 2H14, 53% smaller h/h but weaker than
its operating profit of Rmb220MM in 2H13. Notably, vessel chartering expenditure
fell 30.6% y/y and fuel costs fell 17.9% y/y.

Shipping capacity: 255 vessels or 23.4MM dwt as at end Dec-14. Remaining
orderbook: 40 vessels or 3.47MM dwt (c.14.9% of existing capacity).

Other segments remained profitable
Container leasing profit fell 8% y/y, 15% h/h to Rmb341MM while Container
terminal profit fell 32% y/y, 50% h/h to Rmb24 1 MM.

Management outlook remains cautious
Management commented that:
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“Container shipping: in light of the ‘New Normal’ of the global economy and the
shipping market and the new wave of Internet economy, the Company will further
grasp the main keynote of ‘Adjustment and Development’, actively adapt to ‘New
Normal’, activate new reform impetuses to continually improve effectiveness of
business operation.

Capitalizing two key factors, namely large-scale vessel and energy saving and
environmental protection, the Group will continue to optimize its fleet structure,
establish a low-cost fleet, improve the economical efficiency of marine fuel. In
addition, the Group will promote sharing of resources within the alliance, enhance its
value-creating capacities and further consolidate and expand the cost advantages of
alliance. Moreover, the Group will actively exploit the potentials and the profit
growth contributors of the emerging markets and regional markets through
optimization of the type of vessels and shipping routes.

The Group will renovate its transportation modes under the guideline of national
strategy of ‘One Belt and One Road’ in order to establish seamless connection of
transit shipment in multi-transportation modes and establish unique competitive
advantages. Moreover, the Group will carry out marketing innovation, improve
service quality and put full efforts on the consolidation of cargo source base in order
to further increase the proportion of high-value cargoes and profit contribution.

The Group will enhance its resource allocation capacities and utilization efficiency in
order to accelerate turnover of container equipment. Furthermore, the Group will
continue to strengthen ship operation and fuel consumption monitoring. Moreover,
the Group will continue to strengthen supplier management and negotiations and
enhance collaboration between terminal business and shipping business in order to
improve terminal operation efficiency.

(The Group) will further explore O20 (online to offline) e-commerce model and
actively introduce new elements and new mechanism, and will integrate various
resources through (their) e-commence platform to expand derivative services with
increasing efforts on service and product innovation for establishing shipping e-
commerce ecosphere, so as to improve the overall value of the Company’s services.

In 2015, the Group’s container shipping business is expected to achieve a 5-6%
increase in cargo volume as compared with 2014.

Dry bulk shipping: In 2015, with the new changes and features of domestic and
international economic development, COSCO Bulk will adhere to its operation and
development principles of ‘being market-oriented and customer-centric’, and
gradually promote the transformation of business model to enhance its soft power.
Focusing on the four dimensions of ‘anti-cyclicality, profitability, global presence,
increase in size’, it will insist on ‘systematic thinking, systematic innovation and
systematic implementation’ to enhance the ability to increase revenues and create
benefits so as to achieve sustainable development.

It will establish the systematic innovation mechanism, speed up the transformation of
business model to build an integrated service cluster for dry bulk. Being customer-
centric, it will optimize the design of service products, and actively promote the deep
strategic cooperation with major customers and realize mutual benefit by taking a
series of measures such as “entering into long-term contracts to provide selectively
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tailored-made ship-booking and transportation services to targeted customers,
collaborating on the development of resources and deepening joint venture”.
Through materializing the reforms on institutional mechanism of marketing, it will
adopt marketing account executive accountability system to improve the customers’
experience on shipping services and enhance its global market capacities. On the
basis of the existing marketing network of overseas companies, with a combination
of source flow of goods, status of cargo owners and potential of emerging markets, it
will accelerate the establishment of oversea networks to develop an overseas
collaborative network platform. It will gradually facilitate the adjustment,
optimization and professional management on fleet structure to form competitive
advantages at a low cost from sources and continue to meet the demands for special
cargo types and project transportation at various levels from customers.

COSCO Bulk expects that a shipping volume of 678.3 billion ton miles is to be
achieved in 2015.

Terminal business: To focus on investment opportunities in major hub ports and
domestic second-tier ports, and make flexible investment in promising second-tier
domestic terminals. To upgrade existing terminal facilities to adapt to the trend of
large vessels. To improve the terminal layout in Mediterranean region. To deepen the
market research efforts on bulk, universal and various specialized terminals. To
enlarge and strengthen the markets and businesses of existing specialized terminals
such as stone terminals, timber terminals and car docks, and to identify cooperation
opportunities in relevant specialized terminals to achieve diversification in terminal
investment and operation. To actively coordinate with global development strategy
of COSCO fleet to achieve full synergy between terminal and shipping segments. To
promote the diversification of shareholding cooperation and make efforts to enhance
the profitability of terminal segment. To firmly grasp the ‘Two Belts and One Road’
strategic opportunity to make efforts to promote the globalization layout of terminals.
To focus on emerging markets such as African and Latin-American markets.”

Raising estimates and price target; stay Neutral

We have raised our FY'15-16E earnings forecasts, mainly to factor in higher
container shipping rates and lower bunker fuel costs. We also introduce our FY17E
forecasts. Consequently, we have raised our Dec-15 H share price target from
HK$3.50 to HK$3.80 which is based on 1.3x P/BV, close to China Cosco H-share's
historical average valuation since listing given its improving outlook in the longer
term as it continues to restructure.

We remain cautious on the container shipping sector's outlook this year as we expect
the global container shipping industry’s gross capacity growth to accelerate to
¢.10.3% based on newbuild vessel deliveries or c¢.7-8% net of scrapping in 2015
versus demand growth of ¢.5-6%, putting pressure on freight rate recovery. Spot
freight rates have remained weak YTD especially on Asia-Europe routes as liners
have been unsuccessful in their rate hike plans. Transpacific contracts look like they
will improve from low base last year which is the positive side. Alliances could help
stabilize freight rates, but could crowd out weaker players longer-term. The four
major alliances 2M, G6, CKYHE and Ocean Three will have a combined market
share of ¢.77% of the global container shipping market. These alliances could
manage capacity deployment better. We believe freight rates and earnings will
recover more strongly from 2016 and early 2017 when the industry demand-supply
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growth finally returns to balance with moderating newbuild vessel deliveries. 2M
will have a combined market share of 35% on the Asia-Europe trade vs 23% for
CKYHE alliance, 22% for Ocean Three and 19% for G6 alliance. China Cosco has
24% exposure to Asia-Europe trade in terms of revenue.

We believe the dry bulk sector recovery could be delayed to late 2015 or early 2016
driven by recent correction in spot rates on account of slowdown in coal imports
from China and lower ton-mile effect from iron imports to China as Australia gained
share from Brazil. A silver lining is that the orderbook looks overstated and delivery
shortfall is likely to remain significant given the financing challenges of many ship
owners and builders. Continued scrapping will likely continue to mitigate effective
supply. We expect freight rates to improve as the sector demand-supply growth
returns to balance in the ¢.5-6% range in late 2015 or early 2016. Global bulk
shipping capacity held steady m/m at 761.2MM dwt as at March 1. This is the 25th
month of a <1% m/m rise and implies only 4.0% growth annualized, below our 6.3%
net capacity growth forecast and 10% growth implied by the vessel orderbook.
Scrapping removed 78 ships and 5.9MM dwt in Jan-Feb 2015 (or c.4.7% of capacity
annualized).

China Cosco provides investors with a leveraged exposure to the recovery of the bulk
shipping sector, given that it is the largest player globally and has a large spot market
exposure.

Key risks: 1) China’s raw materials import demand stalls; 2) a rise in newbuild
vessel orders, prolonging the industry recovery; 3) substantial increase in bunker fuel
prices and limited pass-through; 4) policies that dampen China’s raw materials
import demand; 5) falling container shipping freight rates and 6) potential equity-
raising if the downturn is prolonged.
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Table 1: China Cosco: 2H14 & 2014 Results at a Glance

J.PMorgan

Rmb MM 2H14 2H13 YIY Chg 1H14 H/H Chg 2014 2013 YIY Chg
Container shipping revenue 25,882 25,144 3% 23,610 10% 49,492 47,465 4%
Container shipping profit (loss) 1,884 997 89% (869) nm 1,016 (988) nm
Dry bulk shipping revenue 5,347 7,013 -24% 5,903 9% 11,250 12,957 -13%
Dry bulk shipping profit (loss) (335) 220 nm (710) -53% (1,045) (1,698) -38%
Container terminal revenue 1,469 1,336 10% 1,457 1% 2,926 2,567 14%
Container terminal profit (loss) 241 357 -32% 478 -50% 719 756 -5%
Container leasing revenue 498 551 -10% 607 -18% 1,105 1,178 6%
Container leasing profit (loss) 341 372 -8% 399 -15% 739 925 -20%
Others 1,213 1,020 19% 915 33% 2,128 1,971 8%
Total revenue 34,409 35,064 2% 32,492 6% 66,901 66,138 1%
Cost of services & inventories sold (31,962) (34,545) 1% (30,916) 3% (62,877) (67,030) 6%
Gross profit 2,447 520 371% 1,577 55% 4,024 (892) nm
Other income (expenses), net 1,730 3,564 -51% (403) nm 1,327 3,765 -65%
SG&A expenses (2,304) (2,210) 4% (2,004) 15% (4,308) (4,176) 3%
Operating profit 1,873 1,874 0% (831) nm 1,043 (1,303) nm
Operating profit margin 5.4% 5.3% 0.1ppt -2.6% 8.0ppt 1.6% -2.0% 3.5ppt
Finance income 732 41 1670% 267 175% 999 1,023 2%
Finance costs (1,380) (721) 91% (1,520) 9% (2,900) (2,336) 24%
Profit from JVs/ associates 662 598 11% 703 6% 1,366 1,102 24%
-JVs 336 296 13% 319 5% 654 541 21%
- Associates 327 302 8% 385 -15% 711 561 27%
Pre-tax profit 1,888 1,792 5% (1,381) nm 507 (1,514) -134%
Tax credit (charge) 1,336 (0) nm (293) nm 1,044 (299) nm
Effective tax rate -70.8% 0.0% -70.8ppt -21.2% -49.6ppt -205.7% -19.8% -185.9ppt
Profit from discontinued operations - (19) -100% - - - 4,692 -100%
Minority interests (585) (547) 7% (603) -3% (1,188) (2,644) -55%
Net profit 2,639 1,225 115% (2,277) nm 363 235 54%
Continuing operations 2,639 1,233 114% (2,277) nm 363 (2,960) nm
Discontinued operations - 8) nm - - - 3,196 -100%
Net profit margin 7.7% 3.5% 4.2ppt -7.0% 14.7ppt 0.5% 0.4% 0.2ppt
EPS (basic and diluted) 0.26 0.12 115% (0.22) nm 0.04 0.02 54%
Continuing operations 0.26 0.12 114% (0.22) nm 0.04 (0.29) nm
Discontinued operations (0.00) -100% - - 0.31 -100%

Source: Company reports. *1H13 numbers were restated. Discontinued operations represent Cosco Logistics and CIMC equity stake sale and their share of profit prior to disposal.

Table 2: China Cosco vs. NOL vs. OOIL vs. Hanjin Shipping: 2014 Financials Comparison

China Cosco NOL OooIL Hanjin Shipping
Ussmm 2014 YIY Chg 2014 YIY Chg 2014 YIY Chg 2014 YIY Chg
Revenue 10,858 1% 8,617 2% 6,522 5% 8,220 1%
EBIT 169 nm (95) nm 329 264% 78 nm
EBIT margin 2% 3.5ppt -1% -1.3ppt 5% 3.6ppt 1% 5.2ppt
Finance costs 471 24% (133) 235% (54) 32% (210) -46%
Profit before tax 82 nm (217) 1270% 295 340% (529) -26%
Tax charge (credit) 169 nm (35) -38% (24) 22% 8) -39%
Effective tax rate 205.7% 185.9ppt -16.0% 338.5ppt 8.2% -21.5ppt -1.5% 0.3ppt
Net profit 59 54% (260) 241% 270 472% (402) -35%
Net profit (loss) margin 0.5% 0.2ppt -3.0% -2.2ppt 4.1% 3.4ppt -4.9% 2.2ppt
Source: Company reports.

Table 3: China Cosco: 2H14 & 2014 Container Shipping Operating Statistics

2H14 2H13 YIY Chg 1H14 H/H Chg 2014 2013 YIY Chg
Volumes ('000 TEU) 4,948 4,589 8% 4,489 10% 9,438 8,702 8%
Average rates (US$/TEU) 762 716 6% 715 6% 740 729 1%
Cargo Revenues (US$ millions) 3,769 3,284 15% 3,212 17% 6,981 6,343 10%

Source: Company reports. Note: Detailed operating data by routes is not available.
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In mn Rmb 2014 2013 YIY Chg
America 15,521 14,201 9.3%
Europe 11,851 10,663 11.1%
Asia Pacific 8,435 7,385 14.2%
China domestic 11,425 13,767 -17.0%
Other 3,078 2,296 34.0%
Total 50,310 48,312 4.1%
Revenue contribution (%)

America 31% 29% 1.5ppt
Europe 24% 22% 1.5ppt
Asia Pacific 17% 15% 1.5ppt
China domestic 23% 28% -5.8ppt
Other 6% 5% 1.4ppt
Total 100% 100%

Source: Company reports.

Table 5: China Cosco vs CSCL vs NOL vs OOIL vs Hanjin Shipping: 2014 Container Shipping Operating Statistics Comparison

China Cosco NOL OoIL Hanjin Shipping

2014 YIY Chg 2014 YIY Chg 2014 YIY Chg 2014 YIY Chg
Volumes ('000 TEU)
Transpacific 2,004 -5% 1,289 4% 1,409 -4%
Asia-Europe/Transatlantic 1,146 -4% 1,365 10% 1,080 -9%
Intra-Asia/Australasia 2,504 -3% 2,932 4% 947 -3%
China Domestic - - - - - -
Others - - - - - - - -
Total 9,438 8% 5,654 4% 5,586 6% 3,436 -6%
Average Rates (US$/TEU)
Transpacific 1,640 -4% 1,531 2%
Asia-Europe/Transatlantic 1,237 2% 1,300 2%
Intra-Asia/Australasia 678 2% 703 -3%
China Domestic - - - -
Others - - - - - -
Average 740 1% 1,132 2% 1,040 2%
Revenues (US$mn)
Transpacific 3,287 -8% 1,973 3%
Asia-Europe/Transatlantic 1,418 2% 1,774 8%
Intra-Asia/Australasia 1,696 6% 2,061 1%
China Domestic - - - -
Others
Logistics & Other Businesses - -
Total 6,981 10% 6,401 -6% 5,807 4%
Revenue Contribution* (%)
Transpacific 51% -1.3ppt 34% -0.3ppt 41% 0.5ppt
Asia-Europe/Transatlantic 22% 1.1ppt 31% 1.3ppt 31% 1.1ppt
Intra-Asia/Australasia 27% 0.2ppt 35% -1.0ppt 28% 0.7ppt
China Domestic - - - - - -
Others
Logistics & Other Businesses
Total 100% 100% 100%

Source: Company reports. Note: China Cosco’s detailed operating data by routes is not available.. *VVolume contribution for Hanjin Shipping as revenue contribution by route region is not disclosed.
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Table 6: China Cosco: 4Q14 & 2014 Dry Bulk Shipping Operating Statistics

4Q14 4Q13  YIY Chg 3Q14  Q/QChg 2H14 2H13  YIY Chg 2014 2013 YIY Chg
Shipment by route (‘000 tons)
International lines 38,317 43,766 -12% 33,386 15% 71,703 86,977 -18% 145,666 178,390 -18%
Domestic coastal lines 7,509 7,245 4% 8,550 -12% 16,059 14,840 8% 32,151 31,684 1%
Total 45,827 51,011 -10% 41,936 9% 87,762 101,818 -14% 177,817 210,074 -15%
Shipment by cargo types (‘000 tons)
Coal 16,562 17,470 -5% 13,862 19% 30,424 38,420 21% 65,524 82,117 -20%
Metal ore 21,170 23,284 9% 18,961 12% 40,131 43,306 1% 75,488 87,501 -14%
Other 8,095 10,257 21% 9,112 1% 17,207 20,092 -14% 36,806 40,456 -9%
Total 45,827 51,011 -10% 41,936 9% 87,762 101,818 -14% 177,817 210,074 -15%
Breakdown by cargo types
Coal 36% 34% 1.9ppt 33% 3.1ppt 35% 38% -3.1ppt 37% 39% -2.2ppt
Metal ore 46% 46% 0.6ppt 45% 1.0ppt 46% 43% 3.2ppt 42% 42% 0.8ppt
Other 18% 20% -2.4ppt 22% -4.1ppt 20% 20% -0.1ppt 21% 19% 1.4ppt
Total 100% 100% 100% 100% 100% 100% 100%
Shipment Turnover (‘000 ton-miles) 221,547 248,371 11% 191,736 16% 413,283 491,652 -16% 831,626 998,622 -17%

Source: Company reports.

Table 7: China Cosco: 2014 Dry Bulk Shipping & Related business Revenue Breakdown

Rmb MM 2014 2013 YIY Chg
International shipping 9,962 12,144 -18.0%
PRC coastal shipping 2,583 1,918 34.7%
Total 12,545 14,062 -10.8%
Revenue contribution (%)

International shipping 79% 86% -7.0ppt
PRC coastal shipping 21% 14% 7.0ppt
Total 100% 100%

Source: Company reports.

Table 8: China Cosco: FY15-17 Earnings Estimate Revisions

oid New % chg

2015E 2016E 2017E 2015E 2016E 2017E 2015E 2016E 2017E
Net profit (Rmbm) (1,040) 1241 - 340 1,361 2,224 nm 9.7% -
EPS (Rmb) (0.10) 0.12 - 0.03 0.13 0.22 nm 9.7%

Source: J.P. Morgan estimates.
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Current P/BV: 1.26x
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Investment Thesis, Valuation and Risks

China Cosco Holdings - H (Neutral; Price Target: HK$3.80)

We view China Cosco as fairly valued and see limited earnings and share price
upside from current levels, as container shipping rates have tumbled and the recovery
in dry bulk shipping will likely be delayed.

Valuation

Our Dec-15 H-share price target of HK$3.80 is based on 1.3x P/BV, close to China
Cosco H-share’s historical average valuation since listing given its improving
outlook in the longer term as it continues to restructure.

Risks to Rating and Price Target

Key upside risks: (1) a sharp correction in bunker fuel prices; (2) stronger-than-
expected growth in dry bulk shipping demand; (3) a faster-than-expected rebound in
freight rates; (4) further asset disposal gains; (5) value-enhancing restructuring; and
(6) industry consolidation. Key downside risks: (1) China’s raw materials import
demand stalls; (2) a rise in newbuild vessel orders, prolonging the industry recovery;
(3) a substantial increase in bunker fuel prices and limited pass-through; (4) policies
that dampen China’s raw materials import demand; (5) falling container shipping
freight rates; and (6) equity-raising if the downturn is prolonged.
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Income Statement

Cash flow statement

Rmb in millions, year end Dec FY13  FY14 FY15E FY16E FY17E Rmb in millions, year end Dec FY13  FY14 FY15E FY16E FY17E
Revenues 66,138 66,901 65,032 70,271 78,074 EBIT (4,994) 434 2,785 4493 6,002
% change Y/Y (3.1%) 1.2% (28%) 8.1% 11.1% Depr. & amortization 3978 4121 4479 4893 5307
EBITDA (1,016) 4,555 7,264 9,387 11,309 Change in working capital (3,256) (1,418)  (787) 176 516
% change Y/Y (76.3%) NM  59.5% 29.2% 20.5% Taxes (457) 1,044  (823) (1,372) (1,837)
EBIT (4,994) 434 2,785 4,493 6,002 Cash flow from operations (2,317) 6,037 3,855 6,253 7,870
% change Y/Y (38.5%) NM 541.1% 61.3% 33.6%
EBIT Margin (76%) 0.6% 43% 64%  7.7% Capex (10,629) (12,481) (12,481) (12,481) (12,481)
Net Interest (1,313) (1,901) (1,800) (1,938) (2,118) Disposal/(purchase) 1,505 0 0 0 0
Earnings before tax (1,514) 507 2,351 3,921 5,249 Net Interest (1,313) (1,901) (1,800) (1,938) (2,118)
% change Y/Y (82.4%) NM 363.5% 66.8% 33.9% Other 9,934 11,717 0 0 0
Tax (299) 1,044  (823) (1,372) (1,837) Free cash flow (1,506) 5274 (8,626) (6,228) (4,611)
as % of EBT (19.8%) 205.7% 35.0% 35.0% 35.0%
Net income (reported) 235 363 340 1,361 2,224 Equity raised/(repaid) - - - - -
% change Y/Y NM  54.0% (6.2%) 300.2% 63.4% Debt raised/(repaid) 3,191 (9,452) 10,000 10,000 10,000
Shares outstanding 10,216 10,216 10,217 10,217 10,217 Other 160 (4,322) 0 0 0
EPS (reported) 0.02 0.04 0.03 0.13 0.22 Dividends paid 0 0 0 0 0
% change Y/Y NM  54.0% (6.2%) 300.2% 63.4% Beginning cash 46,361 48,206 39,706 41,080 44,852
Ending cash 48,206 39,706 41,080 44,852 50,241
DPS 0.00 0.00 0.00 0.00 0.00
Balance sheet Ratio Analysis
Rmb in millions, year end Dec FY13  FY14 FY15E FY16E FY17E Rmb in millions, year end Dec FY13  FY14 FY15E FY16E FY17E
Cash and cash equivalents 48,206 39,706 41,080 44,852 50,241 EBITDA margin (1.5%) 6.8% 11.2% 134% 14.5%
Accounts receivable 9,079 7,722 7,506 8,111 9,012 Operating margin (7.6%) 06% 43% 64% 7.7%
Inventories 2375 1,927 1,693 1,785 1,952 Net margin (45%) 05% 05% 19% 2.8%
Others 4851 1365 1,365 1,365 1,365
Current assets 64,511 50,720 51,645 56,113 62,570
Sales per share growth (31%) 1.2% (28%) 81% 11.1%
LT investments - Sales growth (3.1%) 1.2% (2.8%) 8.1% 11.1%
Net fixed assets 81,404 80,097 88,098 95,686 102,859 Net profit growth NM  54.0% (6.2%) 300.2% 63.4%
Total Assets 161,862 148,788 159,080 172,502 187,497 EPS growth NM  54.0% (6.2%) 300.2% 63.4%
Liabilities Interest coverage (x) NM 24 4.0 4.8 53
Short-term loans 28,044 18,886 18,886 18,886 18,886
Payables 18,152 15,377 14,375 15,156 16,572 Net debt to equity 198.9% 193.8% 228.2% 239.4% 235.5%
Others 1875 1,711 1,711 1,711 1,711 Sales/assets 0.4 0.4 0.4 0.4 0.4
Total current liabilities 48,070 35975 34,973 35,753 37,170 Assets/equity 662.7% 639.2% 630.0% 657.6% 663.4%
ROE 1.0% 15% 14% 54% 82%
Long-term debt 68,351 68,057 78,057 88,057 98,057 ROCE (5.0%) (04%) 1.6% 23% 2.8%
Other liabilities 2,043 527 527 527 527
Total Liabilities 119,748 105,830 114,828 125,609 137,025
Shareholder's equity 42114 42,958 44,252 46,893 50,472
BVPS (Rmb) 2.37 2.39 240 2.54 2.77

Source: Company reports and J.P. Morgan estimates.
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per
KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or
intervention.

Important Disclosures

® Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: China Cosco Holdings - H.

® Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following
company(ies) as clients, and the services provided were non-investment-banking, securities-related: China Cosco Holdings - H.

® Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services
other than investment banking from China Cosco Holdings - H.

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for
compendium reports and all J.P. Morgan—covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406,
or e-mailing research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative
Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-
0406 or e-mail research.disclosure.inquiries(@jpmorgan.com.

Date Rating Share Price Price Target
(HKS$) (HK$)
China Cosco Holdings - H (1919.HK, 1919 HK) Price Chart 05-Dec-06 OW 383 5.60
04-Jan-07 OW 4.44 6.50
13-Feb-07 OW 572 7.40
W His7.4 | of ow His22 | 15-0ct-07 N 35.25 33.00
60 - ] [ 22-Jan-08 OW  16.60 19.00
HK$6.5| own{ N| UW HK$3 | | OW HK$8.7 | | OW HK$4 | 23-Apr-08 OW 20.75 27.00
| 19-May-08 N 26.75 27.00
45 _HK$5| N HK“ ow HK$22| N HK$10 | | ow HK# ow HKi ovi ow HK$5|| owr{ ow HK4 NHkgss 08-Jul-08 N 19.24 22.00
Price(HKS$) 31-Jul-08 OW 17.90 22.00
21-Aug-08 OW 13.90 22.10
30 05-Nov-08 UW 4.32 3.00
07-Jul-09 N 8.80 10.00
15 - 29-Oct-10 OW 8.97 11.80
26-Aug-11 OW 4.04 10.10
28-Oct-11  OW 443 8.70
0 , , , , , 30-Mar-12 OW 453 7.00
Oct Apr Oct Apr Oct Apr 30-Aug-12 OW 3.15 5.80
06 08 09 " 12 1 28-Mar-13 NR  3.81 -
Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends. 30-Aug-13 OW 3.43 4.70
Break in coverage Mar 28, 2013 - Aug 30, 2013. 31-Oct-13 OW 372 4.00
28-Mar-14 OW 3.24 3.50
02-Dec-14 N 3.72 3.50

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire
period.
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe:

J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s)
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coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is
compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it does not appear
in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s research
website, www.jpmorganmarkets.com.

Coverage Universe: Png, Corrine: Air China - A (601111.SS), Air China - H (0753.HK), AirAsia BHD (AIRA.KL), Cathay Pacific
(0293.HK), Cebu Air, Inc. (CEB.PS), China Airlines (2610.TW), China Cosco Holdings - A (601919.SS), China Cosco Holdings - H
(1919.HK), China Eastern Airlines - A (600115.SS), China Eastern Airlines - H (0670.HK), China Shipping Container Lines - A
(601866.SS), China Shipping Container Lines - H (2866.HK), China Southern Airlines - A (600029.SS), China Southern Airlines - H
(1055.HK), EVA Airways (2618.TW), Evergreen Marine Corp Taiwan Ltd (2603.TW), Hanjin Shipping Co Ltd (117930.KS), Korean
Air (003490.KS), Neptune Orient Lines (NOL) (NEPS.SI), Orient Overseas Int'l Ltd (0316.HK), Pacific Basin Shipping (2343.HK),
Precious Shipping (PSL.BK), SIA Engineering Company (SIAE.SI), ST Engineering (STEG.SI), Singapore Airlines (SIAL.SI), Tigerair
(TAHL.SI), U-Ming Marine Transport Corporation (2606.TW), Wan Hai Lines (2615.TW), Yang Ming Marine (2609.TW)

J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight Neutral Underweight
(buy) (hold) (sell)
J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%
JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%

*Percentage of investment banking clients in each rating category.

For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table
above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered
companies, please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst
or your J.P. Morgan representative, or email research.disclosure.inquiries@jpmorgan.com.

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based
upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US
affiliates of JPMS, are not registered/qualified as research analysts under NASD/NY SE rules, may not be associated persons of JPMS,
and may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public
appearances, and trading securities held by a research analyst account.
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redistributed, e-mailed or made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales
representative.

Options related research: If the information contained herein regards options related research, such information is available only to persons who have
received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of Standardized Options,
please contact your J.P. Morgan Representative or visit the OCC's website at http://www.optionsclearing.com/publications/risks/riskstoc.pdf
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Branch, is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by
the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from J.P. Morgan on
request. J.P. Morgan Securities plc (JPMS plc) is a member of the London Stock Exchange and is authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered in England & Wales No. 2711006. Registered Office 25
Bank Street, London, E14 5JP. South Africa: J.P. Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities
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