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Forecasts And Ratios 

Year End Dec 31 2013A 2014A 2015E 2016E 2017E 

EBITDA (CNYm) 10,588.6 12,214.6 13,966.2 16,648.1 20,898.9 

Reported NPAT (CNYm) 5,592.7 5,313.6 4,673.5 6,126.0 8,984.7 

% Change 0.0% 0.0% -5.5% 0.4% – 

PER (x) 3.7 5.1 4.7 3.6 2.5 

Yield (net) (%) 8.0 6.4 5.5 7.1 10.4 

Source: Deutsche Bank estimates, company data 
1 DB EPS is fully diluted and excludes non-recurring items 
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses 

the year end close 
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Performance (%) 1m 3m 12m 

Absolute 4.5 -38.0 -24.5 

HANG SENG INDEX 5.3 -9.2 0.0 

Source: Deutsche Bank 
 

 

We visited China Hongqiao’s six major production bases out of seven in total 
last week. During the trip, we also met Hongqiao’s CEO/CFO and its major 
client Shandong Innovation. We are quite impressed by China Hongqiao’s 
efficiency in capacity expansion and advanced technology such as the world’s 
first 600KA aluminium reduction potlines, which are more energy efficient and 
less labour intensive. However, heavy capex (~RMB17bn/RMB15bn in 2015/16) 
during a commodity down-cycle remains our major concern. We maintain our 
Buy rating on undemanding valuation. 

New capacity all around 
During the trip, we visited China Hongqiao’s major existing production bases 
including Binzhou, Huiming and Zouping, as well as its newly ramped-up 
production bases like Yangxin, Beihai and Zhanhua. We are quite impressed by 
Hongqiao’s expansion scale and efficiency, with construction cycles around 
10-12 months and 12-14 months for aluminium and power plants, respectively. 
Per our field trip and discussion with management, we envision the company’s 
alumina/aluminium/power capacity reaching 7mt/5mt/9GW by 2015 and 
further extending to 9mt/6mt/10GW by 2016, with associated capex around 
RMB17bn and RMB15bn in 2015 and 2016, respectively. 

Remaining cautious on the aluminium industry 
Despite relatively better aluminium demand growth vs. other metals in 2015 
YTD, aluminium fundamentals still look quite challenging to us, given 1) the 
stickiness of China’s high cost supplies (local contacts talk about Chalco’s 
Liancheng capacity as likely to be resumed on lower electricity cost offered by 
local government), and 2) new capacities from lower-cost producers like China 
Hongqiao. Mr. Zhang Bo (CEO of China Hongqiao) also believes that China’s 
economy has yet to hit the bottom, and he deems this down-cycle a great 
opportunity to grab market share. 

Maintaining Buy on undemanding valuation; risks 
Our target price of HKD5.9 for Hongqiao is based on DCF with a WACC of 
9.6%. We adopt 11.2% as the cost of equity, reflecting a risk-free rate of 3.9%, 
a market risk premium of 5.6% and beta of 1.3. The stock is trading at 
0.62x/0.54x in 2015/16DBe BVPS, with its ROE c.14%/16% in 2015/16E; we 
reiterate Buy. Risks: lower aluminium price, higher interest expenses and cost. 
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Buy 
Price (19 Oct 15) HKD 4.19 

Target Price HKD 5.90 

52 Week range HKD 3.15 - 8.40 

Market Cap (m) HKDm 25,814 

 USDm 3,331 
 

Company Profile 

China Hongqiao is a primary aluminium producer based in 
Shandong, China. The company has four production bases 
with a designed aluminium capacity of 2,456kt and 65% 
self-sufficient ratio in alumina and electricity by 30 June 
2013. The company was listed in HKEX in March 
2011.&#xD; 
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 Fiscal year end  31-Dec 2012 2013 2014 2015E 2016E 2017E 
 

Financial Summary 

DB EPS (CNY) 0.91 0.92 0.86 0.73 0.95 1.39 

Reported EPS (CNY) 0.91 0.92 0.86 0.73 0.95 1.39 

DPS (CNY) 0.21 0.27 0.28 0.19 0.24 0.36 

BVPS (CNY) 3.8 4.5 5.2 5.6 6.4 7.6 
 

Weighted average shares (m) 5,885 5,885 5,974 6,265 6,368 6,368 

Average market cap (CNYm) 17,539 19,955 26,272 21,180 21,180 21,536 

Enterprise value (CNYm) 24,938 44,359 58,149 62,487 66,351 63,592 
 

Valuation Metrics 
P/E (DB) (x) 3.3 3.7 5.1 4.7 3.6 2.5 

P/E (Reported) (x) 3.3 3.7 5.1 4.7 3.6 2.5 

P/BV (x) 0.83 0.93 0.80 0.62 0.54 0.45 
 

FCF Yield (%) nm nm 1.0 nm nm 31.8 

Dividend Yield (%) 6.9 8.0 6.4 5.5 7.1 10.4 
 

EV/Sales (x) 1.0 1.5 1.6 1.4 1.2 1.0 

EV/EBITDA (x) 2.7 4.2 4.8 4.5 4.0 3.0 

EV/EBIT (x) 3.1 5.2 6.4 6.7 6.0 4.4 
 

Income Statement (CNYm) 

Sales revenue 24,805 29,404 36,086 45,369 55,059 65,057 

Gross profit 9,365 10,229 12,435 14,200 17,064 21,507 

EBITDA 9,374 10,589 12,215 13,966 16,648 20,899 

Depreciation 1,362 2,086 3,138 4,609 5,659 6,504 

Amortisation 0 0 0 0 0 0 

EBIT 8,012 8,503 9,076 9,357 10,989 14,395 

Net interest income(expense) -614 -1,287 -1,731 -2,034 -2,213 -2,257 

Associates/affiliates 0 0 0 0 0 0 

Exceptionals/extraordinaries 0 0 0 0 0 0 

Other pre-tax income/(expense) 2 164 -17 -1,010 -500 0 

Profit before tax 7,401 7,379 7,328 6,313 8,276 12,137 

Income tax expense 1,948 1,793 2,026 1,640 2,150 3,153 

Minorities 0 -6 -12 0 0 0 

Other post-tax income/(expense) 0 0 0 0 0 0 

Net profit 5,453 5,593 5,314 4,674 6,126 8,985 
 

DB adjustments (including dilution) 0 0 0 0 0 0 

DB Net profit 5,453 5,593 5,314 4,674 6,126 8,985 
 

Cash Flow (CNYm) 

Cash flow from operations 6,221 252 9,522 11,753 14,214 15,356 

Net Capex -10,708 -13,982 -9,255 -17,464 -14,565 -8,395 

Free cash flow -4,487 -13,730 267 -5,711 -350 6,961 

Equity raised/(bought back) 0 0 1,353 0 0 0 

Dividends paid -1,536 -1,218 -1,261 -1,361 -967 -1,247 

Net inc/(dec) in borrowings 9,315 13,951 9,726 9,000 2,000 -2,461 

Other investing/financing cash flows -1,601 -1,816 -8,771 -2,358 -2,547 -2,598 

Net cash flow 1,690 -2,813 1,314 -430 -1,865 654 

Change in working capital -1,293 -8,479 -579 436 216 -2,390 
 

Balance Sheet (CNYm) 

Cash and other liquid assets 9,175 6,362 7,676 7,246 5,382 6,036 

Tangible fixed assets 26,711 39,997 54,853 67,739 76,677 78,602 

Goodwill/intangible assets 0 0 80 80 80 80 

Associates/investments 0 0 0 0 0 0 

Other assets 8,490 18,820 20,746 22,468 23,457 25,340 

Total assets 44,377 65,179 83,356 97,534 105,595 110,058 

Interest bearing debt 16,550 30,558 39,209 48,209 50,209 47,748 

Other liabilities 5,489 7,738 11,713 13,578 14,481 13,668 

Total liabilities 22,039 38,296 50,922 61,787 64,690 61,415 

Shareholders' equity 22,313 26,674 32,090 35,402 40,561 48,298 

Minorities 25 208 344 344 344 344 

Total shareholders' equity 22,338 26,883 32,434 35,747 40,905 48,643 

Net debt 7,375 24,196 31,532 40,962 44,827 41,712 
 

Key Company Metrics 

Sales growth (%) nm 18.5 22.7 25.7 21.4 18.2 

DB EPS growth (%) na 1.6 -6.5 -14.8 29.0 46.7 

EBITDA Margin (%) 37.8 36.0 33.8 30.8 30.2 32.1 

EBIT Margin (%) 32.3 28.9 25.2 20.6 20.0 22.1 

Payout ratio (%) 22.3 28.4 31.5 25.5 25.5 25.5 

ROE (%) 26.8 22.8 18.1 13.8 16.1 20.2 

Capex/sales (%) 43.2 47.6 25.7 38.5 26.5 12.9 

Capex/depreciation (x) 7.9 6.7 2.9 3.8 2.6 1.3 

Net debt/equity (%) 33.0 90.0 97.2 114.6 109.6 85.8 

Net interest cover (x) 13.0 6.6 5.2 4.6 5.0 6.4 
  

Source: Company data, Deutsche Bank estimates 
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China Hongqiao Field Trip 

China Hongqiao assets overview 

 

Figure 1: China Hongqiao’s production bases (capacity by 1H2015) 

Binzhou production base:
- Aluminium: 720kt
- Power plant: 1,860MW

Huimin production base:
- Aluminium: 600kt
- Power plant: 1,320MW

Beihai production base:
- Alumina: 2,000kt
- Aluminium: 240kt
- Power plant: 660MW

Weiqiao production base:
- Aluminium: 636kt
- Power plant: 1,320MW

Yangxin production base:
- Aluminium: 300kt
- Power plant: 330MW

Zhanhua production base:
- Alumina: 500kt
- Power plant: 60MW

Zouping production base:
- Alumina: 3,000kt
- Aluminium: 2,040kt
- Power plant: 2,400MW

Wudi

Yangxin

Zhanhua

Zouping

Huimin

Bincheng

Boxing

 
Source: Deutsche Bank, Company data 

 

Day 1 – Binzhou, Huiming and Yangxin production base 

 Binzhou production base (11:00am, 14 October 2015) 

Aluminium: 720kt by 1H15; another 240kt under construction (due in 2016) 

Power: 1,860kt in total, 4*135MV+4*330MV, all acquired from Binbei New 
Materials; the last 2*330MV were completed in 1H2015 
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In late 2014, China Hongqiao acquired Binbei New Materials with 660kt 

aluminium capacity (480kt established) and 1,860kt (4*135MW+ 4*330MW, 

2*330MW power plants were done in 1H15).  

We visited the control room of its 3# and 4# power plants (shown in Figure 2 

and Figure 3). Currently, those power plants are running at ~300MV with unit 

standard coal consumption around 308g/kwh and unit cost of ~RMB0.17/kwh 

(tax exclusive) according to those in charge of Binzhou power plants.  

Figure 2: Power plants in Binzhou  Figure 3: Control room of 3# and 4# power plants 

 

 

 
Source: Deutsche Bank, Company data 

 
Source: Deutsche Bank, Company data 

 

 Huiming production base (1:30pm, 14 October 2015) 

Aluminium: 600kt in total 

Power: 4*330MV in total  

Figure 4: Aluminium production line in Huiming  Figure 5: 4*330MW power plants 

 

 

 
Source: Deutsche Bank, Company data 

 
Source: Deutsche Bank, Company data 
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 Yangxin production base (4:00pm, 14 October 2015) 

Aluminium: 300kt established, another 300kt to be completed in late 2015 

Power: 4*330MV in total (1*330MV run in January 2015, 1*330MV in 
August 2015 and another 2*330MV in 2016)  

Figure 6: Aluminium production line in Yangxin  Figure 7: 4*330MW power plants  

 

 

 

Source: Deutsche Bank, Company data 
 

Source: Deutsche Bank, Company data 

Figure 8: Control room of 3# and 4# power plants  Figure 9: Coal stocks in Yangxin production base 

 

 

 
Source: Deutsche Bank, Company data 

 
Source: Deutsche Bank, Company data 

 

Day 2 – Beihai and Zhanhua production base 

 Beihai production base (10:00am, 15 October 2015) 

Alumina: 2,000kt in total 

Aluminium: 850kt planned in total, 240kt established, another 240kt to be 
completed in late 2015; the rest 370kt is suspended for now 

Power: 4*330MV in total (2*330MV run in 1H15, 1*330MV in 2H15 and 
another 1*330MV in 2016)  
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Per our discussion with those in charge of Beihai alumina plants, the unit cost 

of self-produced alumina is around RMB1,700-1,800/t (tax exclusive), sitting at 

the very left hand of industry cost curve. In the Beihai production base, the 

company mixes bauxite from Malaysia, Australia and India, with average 

conversion ratio of 3.1:1.0 (bauxite to alumina). Currently, bauxite, liquid 

caustic soda and steam normally account for 50%, 17% and 10% of total 

alumina cost. 

Figure 10: Alumina plants in Beihai - I  Figure 11: Alumina plants in Beihai - II 

 

 

 

Source: Deutsche Bank, Company data 
 

Source: Deutsche Bank, Company data 

Figure 12: Bauxite stocks  Figure 13: 4*330MW power plants 

 

 

 
Source: Deutsche Bank, Company data 

 
Source: Deutsche Bank, Company data 

 

 Zhanhua production base (3:00pm, 15 October 2015) 

Alumina: 2,000kt in total, 500kt already there, and another 500kt in late 
2015 and 1,000kt in 2016 

Power: 4*60MV in total (1*60MV run in 1H15, 2*60MV in 2H15 and 
another 1*60MW in 2016)  
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Figure 14: Zhanhua production base overview  Figure 15: Power grid 

 

 

 
Source: Deutsche Bank, Company data 

 
Source: Deutsche Bank, Company data 

Figure 16: Power plants 2*60MV  Figure 17: Alumina plants 

 

 

 
Source: Deutsche Bank, Company data 

 
Source: Deutsche Bank, Company data 

 

Day 3 – Meetings with Shandong Innovation and China Hongqiao’s 

management; also visited China Hongqiao Zouping production base and its 

aluminium alloy products plant  

 Meeting with Mr. Wang Wei (vice general manger), Shandong Innovation  

Shandong Innovation Group, located in Zouping County, Binzhou City, 

Shandong province, is China Hongqiao’s largest client. According to Mr. Wang 

Wei, vice general manager of Shandong Innovation Group, its aluminium alloy 

capacity had reached 3.6mt by 1H15 (robust expansion in recent years), with 

daily aluminium alloy products output around 7.5kt (~75%+ utilization rate).    

Shandong Innovation basically covers all kinds of aluminium products. 

Aluminium alloys in construction, industrial, transportation alloys and electrics 

account for 30%, 40%, 15%-20% and 10%, respectively, of its total sales 

according to Mr. Wang (shown in below Figure). Despite the sluggish outlook 
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in construction alloys, Mr. Wang expects 5% YoY overall volume growth in 

2015 on the mix shift toward industrials and electrics alloys. 

Figure 18: Sales breakdown of Shandong Innovation 

 Sales mix % Customers base 
Processing charges 

(RMB/t) 

Construction  30% Shandong 400-800 

Industrial 40% Yangtze River Delta ~1,000 

Transportation  
15%-20% 

China Zhongwang, 
Conglin Group 

500-1,000 

Electronics 10% Pearl River Delta 1,500-3,000 

Source: Deutsche Bank, Company data 

Construction, industrial and transportation alloys normally have a lower 

processing charge, ranging from RMB400/t to RMB1,000/t. Electronics alloys, 

on the other hand, enjoy higher processing fees of RMB1,500/t to RMB3,000/t 

and have been the recent focus of the company. Mr. Wang and his colleague 

mentioned that processing charges in recent months have not moved much 

compared to those in 1H2015.  

In addition, molten, instead of ingot, is able to save another RMB300/t to 

RMB400/t re-melting cost given Shandong Innovation’s geographic advantage. 

 

 Meeting with China Hongqiao CEO (Mr. Zhang Bo) and CFO (Mrs. Zhang 
Ruilian) 

 Binzhou, a well established cluster: CEO Mr. Zhang Bo mentioned 

there are 16mt alumina, 6.4mt aluminium and 8mt aluminium 

alloys capacity in the Binzhou area, representing 24%, 17% and 

19% of China’s total capacity, respectively. Located in a coastal 

area, it has advantages in raw materials imports and end-products 

exports.  

Figure 19: Binzhou area leads in every aspect 

 Binzhou China 

Captive power plants % 100% 70% 

Molten % 100% 60% 

Electricity consumption per ton aluminium (kwh/t)            13,300             13,600  

Energy consumption per ton alumina (kgce/t) * 310 380 
Source: Deutsche Bank, China Hongqiao, *Energy consumption for Bayer process 

 The coastal area is more energy/cost efficient compared to 

western areas given the narrowed coal spread between the 

coastal area and Xinjiang and favourable location: For aluminium 

capacity in Xinjiang, it takes roughly RMB1,500/t to cover freight, 

which includes transportation of 2t alumina into Xinjiang and 1t 

aluminium into end-users, not to mention the energy consumption 

and CO2 emission during the transportation.  
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Figure 20: Coal spread between QHD 5500k and Xinjiang ex-mine 5500k 
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Source: Deutsche Bank, WIND, SXCOAL 

 China economy yet to bottom out: Mr. Zhang does not think that 

China’s economy has hit the bottom and expects that we might 

need to wait until 2017. He also mentioned that Hongqiao is well 

prepared for the winter and is now are proactively looking for 

acquisitions, including upstream bauxite mines, alumina & 

aluminium plants, as well as high-end aluminium alloy projects.  

 Aluminium demand from transportation, electrics and packaging 

might be the key driver in the long run: Within the estimated 

aluminium demand of ~8mt in Binzhou, 40% comes from 

construction according to management. Despite the sluggishness 

in construction demand, Mr. Zhang mentioned that transportation, 

electronics and packaging will be the key drivers for aluminium 

consumption in the long term and make overall aluminium 

consumption relatively immune to the weak economy. In the near 

term, ultra high voltage (UHV) projects help to some extent.  

 China Hongqiao’s capacity expansion to continue: Management 

expects that capex for 2015 and 2016 will be around RMB16-17bn 

and RMB14-15bn, respectively, with aluminium capacity reaching 

6.2mt in late 2016 or early 2017 (MIIT approved 6.2mt aluminium 

capacity for Hongqiao in 2014). In the meantime, the company is 

proactively ramping-up its captive power plants and alumina 

plants. We expect its captive power ratio and self-sufficient rate of 

alumina to reach ~90% by 2017 and ultimately achieve 100% 

afterwards. Meanwhile, given the uncertainty in currency 

(USDRMB) and Hongqiao’s relatively large exposure to USD debt, 

the company will also try to adjust its debt structure in the future, 

i.e., less USD debt. 

 

 Zouping production base (1:30pm, 16 October 2015) 

Alumina: 3,000kt in total 

Aluminium: 2,040kt in total 

Power: 8*135MV+4*330MV+4*330MV (under construction, 1*330MV to 
be completed in 2H15, 2*330MV in 2016, and another 1*330MW in 2017)  
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After the meetings with Shandong Innovation Group and China Hongqiao’s 

management, we visited China Hongqiao’s first 600KA aluminium reduction 

pot in Zouping production base, which is also the world’s first successfully 

installed 600KA series.  

Compared to traditional pot technology, 600KA leads on energy efficiency (DC 

power consumption at ~12,400kwh vs. traditional average at ~13,000kwh+ 

per tonne aluminium) and labour productivity (c.10-20% less in headcount, and 

less workloads for the staff as well).  

Figure 21: 600KA aluminium reduction pot - I  Figure 22: 600KA aluminium reduction pot - II 

 

 

 

Source: Deutsche Bank, Company data 
 

Source: Deutsche Bank, Company data 

Figure 23: 600KA aluminium reduction pot -III  Figure 24: Anode 

 

 

 

Source: Deutsche Bank, Company data 
 

Source: Deutsche Bank, Company data 
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Important Disclosures 
 

Additional information available upon request 
 

Disclosure checklist 

Company Ticker Recent price* Disclosure 

China Hongqiao Group Ltd. 1378.HK 4.20 (HKD) 20 Oct 15 1,7 
*Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and other vendors . Other 
information is sourced from Deutsche Bank, subject companies, and other sources.  For disclosures pertaining to recommendations or estimates made on securities other than the 
primary subject of this research, please see the most recently published company report or visit our global disclosure look-up page on our website at 
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr.  

Important Disclosures Required by U.S. Regulators 

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States.  
See Important Disclosures Required by Non-US Regulators and Explanatory Notes. 

1. Within the past year, Deutsche Bank and/or its affiliate(s) has managed or co-managed a public or private offering 
for this company, for which it received fees. 

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment 
banking or financial advisory services within the past year. 

 

Important Disclosures Required by Non-U.S. Regulators 

Please also refer to disclosures in the Important Disclosures Required by US Regulators and the Explanatory Notes. 

1. Within the past year, Deutsche Bank and/or its affiliate(s) has managed or co-managed a public or private offering 
for this company, for which it received fees. 

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment 
banking or financial advisory services within the past year. 

   
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=1378.HK 
 

Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the 
subject issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive 
any compensation for providing a specific recommendation or view in this report. Sharon Ding 
     

http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=1378.HK
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Historical recommendations and target price: China Hongqiao Group Ltd. (1378.HK) 
(as of 10/20/2015) 
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Previous Recommendations 

Strong Buy 
Buy 
Market Perform 
Underperform 
Not Rated 
Suspended Rating 

Current Recommendations 

Buy 
Hold 
Sell 
Not Rated 
Suspended Rating 

*New Recommendation Structure 
as of September 9,2002 

 

1.     28/02/2014:         Upgrade to Buy, Target Price Change HKD8.60 5.     29/04/2015:         Buy, Target Price Change HKD9.30 

2.     29/05/2014:         Buy, Target Price Change HKD8.30 6.     30/06/2015:         Buy, Target Price Change HKD9.00 

3.     16/12/2014:         Buy, Target Price Change HKD8.50 7.     31/08/2015:         Buy, Target Price Change HKD7.90 

4.     29/01/2015:         Buy, Target Price Change HKD8.90 8.     29/09/2015:         Buy, Target Price Change HKD5.90 
  
  

Equity rating key Equity rating dispersion and banking relationships 

Buy: Based on a current 12- month view of total 
share-holder return (TSR = percentage change in 
share price from current price to projected target price 
plus pro-jected dividend yield ) , we recommend that 
investors buy the stock. 
Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors sell the 
stock 
Hold: We take a neutral view on the stock 12-months 
out and, based on this time horizon, do not 
recommend either a Buy or Sell. 
Notes: 

1. Newly issued research recommendations and 
target prices always supersede previously published 
research. 
2. Ratings definitions prior to 27 January, 2007 were: 

Buy: Expected total return (including dividends) 
of 10% or more over a 12-month period 
Hold: Expected total return (including 
dividends) between -10% and 10% over a 12-
month period 
Sell: Expected total return (including dividends) 
of -10% or worse over a 12-month period 
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Regulatory Disclosures 

1.Important Additional Conflict Disclosures 

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the 

"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing. 

2.Short-Term Trade Ideas 

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are 

consistent or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the 

SOLAR link at http://gm.db.com. 

  

https://gm.db.com/equities
http://gm.db.com/
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Additional Information 

 

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively 

"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources 

believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. 

 

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own 

account or with customers, in a manner inconsistent with the views taken in this research report. Others within 

Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those 

taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis, 

equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication 

may differ from recommendations contained in others, whether as a result of differing time horizons, methodologies or 

otherwise. Deutsche Bank and/or its affiliates may also be holding debt securities of the issuers it writes on. 

 

Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment 

banking revenues. 

 

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do 

not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank has no 

obligation to update, modify or amend this report or to otherwise notify a recipient thereof if any opinion, forecast or 

estimate contained herein changes or subsequently becomes inaccurate. This report is provided for informational 

purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any 

particular trading strategy. Target prices are inherently imprecise and a product of the analyst’s judgment. The financial 

instruments discussed in this report may not be suitable for all investors and investors must make their own informed 

investment decisions. Prices and availability of financial instruments are subject to change without notice and 

investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial instrument is 

denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the 

investment. Past performance is not necessarily indicative of future results. Unless otherwise indicated, prices are 

current as of the end of the previous trading session, and are sourced from local exchanges via Reuters, Bloomberg and 

other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases, other parties.  

 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise 

to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash 

flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a 

loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the 

loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse 

macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation 

(including changes in assets holding limits for different types of investors), changes in tax policies, currency 

convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and 

settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed 

income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to 

FX depreciation, or to specified interest rates – these are common in emerging markets. It is important to note that the 

index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended 

to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon 

rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is 

also important to acknowledge that funding in a currency that differs from the currency in which coupons are 

denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to 

the risks related to rates movements.  

 

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk. 

The appropriateness or otherwise of these products for use by investors is dependent on the investors' own 

circumstances including their tax position, their regulatory environment and the nature of their other assets and 

liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar 
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to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can 

be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be 

incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable 

for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized 

Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the 

website please contact your Deutsche Bank representative for a copy of this important document. 

 

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) 

exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by 

numerous market factors, including world and national economic, political and regulatory events, events in equity and 

debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed 

exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are 

affected by the currency of an underlying security, effectively assume currency risk.  

 

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the 

investor's home jurisdiction.  

 

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and 

SIPC. Non-U.S. analysts may not be associated persons of Deutsche Bank Securities Incorporated and therefore may not 

be subject to FINRA regulations concerning communications with subject company, public appearances and securities 

held by the analysts. 

 

Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated 

in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under 

German Banking Law (competent authority: European Central Bank) and is subject to supervision by the European 

Central Bank and by BaFin, Germany’s Federal Financial Supervisory Authority. 

 

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester 

House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the 

Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial 

Conduct Authority. Details about the extent of our authorisation and regulation are available on request.  

 

Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch.  

Korea: Distributed by Deutsche Securities Korea Co.  

 

South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register 

Number in South Africa: 1998/003298/10).  

 

Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles 

Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters 

arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who 

is not an accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and 

regulations), they accept legal responsibility to such person for its contents.  

 

Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial 

instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, 

Type II Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks 

involved in stock transactions - for stock transactions, we charge stock commissions and consumption tax by 

multiplying the transaction amount by the commission rate agreed with each customer. Stock transactions can lead to 

losses as a result of share price fluctuations and other factors. Transactions in foreign stocks can lead to additional 

losses stemming from foreign exchange fluctuations. We may also charge commissions and fees for certain categories 

of investment advice, products and services. Recommended investment strategies, products and services carry the risk 

of losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in 

market value. Before deciding on the purchase of financial products and/or services, customers should carefully read the 

http://www.optionsclearing.com/about/publications/character-risks.jsp
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relevant disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in 

this report are not registered credit rating agencies in Japan unless Japan or "Nippon" is specifically designated in the 

name of the entity. Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank 

Group's analysts with the coverage companies specified by DSI. Some of the foreign securities stated on this report are 

not disclosed according to the Financial Instruments and Exchange Law of Japan. 

 

Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may 

from time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank 

may engage in transactions in a manner inconsistent with the views discussed herein. 

 

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre 

Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall 

within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower, 

West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related 

financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre 

Regulatory Authority. 

 

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, 

any appraisal or evaluation activity requiring a license in the Russian Federation. 

 

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the 

Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall 

within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya 

District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.  

 

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated 

by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services 

activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai 

International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been 

distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as 

defined by the Dubai Financial Services Authority. 

 

Australia: Retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product 

referred to in this report and consider the PDS before making any decision about whether to acquire the product. Please 

refer to Australian specific research disclosures and related information at 

https://australia.db.com/australia/content/research-information.html  

 

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the 

meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively. 

Additional information relative to securities, other financial products or issuers discussed in this report is available upon 

request. This report may not be reproduced, distributed or published by any person for any purpose without Deutsche 

Bank's prior written consent. Please cite source when quoting.  

 

Copyright © 2015 Deutsche Bank AG 
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