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Far East Horizon Limited (3360 HK)

Resume coverage; 3Q21 NIM expansion and
improving asset quality

FEH released 3Q21 operating data on 21 Oct, stating its operating income/ net
profit both grew >20% YoY in 9M21, primarily driven by 1) further QoQ NIM
expansion in 3Q21 and 2) continual strong revenue/profit growth from industrial
operations, which contributed over 30% of total operating income. Asset quality
continued to improve, as the NPA ratio trending down QoQ. We expect a strong
growth of industrial operating income to sustain into 4Q21-FY22E, and the

expanding new business, i.e. inclusive finance business, will support a stable NIM.

We resume coverage with a BUY rating and TP of HK$ 12.50.

Financial business: NIM expansion and improving asset quality. FEH
saw NIM further expanding QoQ in 3Q21, mostly benefited from lower funding
costs on the back of more diversified funding sources. Meanwhile, FEH also
achieved sequential improvements on asset quality, as non-performing asset
(NPA) ratio trended down QoQ. Looking into 4Q21-FY22E, we expect FEH will
continue to allocate more interest-earning assets (IEA) to less cyclical sectors,
such as healthcare, cultural & tourism and urban public utility, which will further
underpin the robust IEA growth. The expansion in new business lines, i.e.
inclusive finance, is as well likely to support a stable NIM.

Industrial operations: Continual strong growth. The equipment operations
continued to deliver rapid growth of assets and operating income in 3Q21,
while the hospital operations achieved steady revenue increases YoY in spite
of a higher base in 3Q. Looking into 4Q21-FY22E, we expect the strong
income/profit growth of industrial operations to sustain, with continuously
improving operating leverage. Progress in capitalizing its industrial operation
segments could potentially unlock the FEH’s hidden value.

Resume coverage with a Buy. Our TP of HK$ 12.50 is derived from SOTP
method, applying 0.7x P/B FY21E to its financial leasing business, 10x P/E
FY21E to the industrial operation business with an 20% conglomerate discount.
Our TP implies 1.1x P/B FY21E and 8.1x P/E FY21E. FEH is trading at 0.66x
FY21E P/B and 4.9x FY21E P/E, at the lower end of its historical trading range.

Key catalysts: 1) Spin-off IPO of Horizon Construction Development (“HCD”);
2) Major progress in spin-off restructuring of Horizon Healthcare. Key risks: 1)
asset quality deterioration; 2) weaker demand for financial business or industrial
operation.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB mn) 26,856 29,042 35,182 40,672 46,658

YoY growth (%) 5.8 8.1 211 15.6 14.7
Net profit (RMB) 4,338 4,576 5,325 6,135 7,275
EPS (RMB) 1.14 1.20 1.28 1.48 1.75

YoY growth (%) 11.4 5.3 6.7 15.2 18.6
Consensus EPS (RMB) 1.13 1.26 1.34 1.54 1.76
P/E (x) 55 5.2 4.9 4.2 3.6
P/B (x) 0.8 0.7 0.7 0.6 0.5
Yield (%) 4.7 4.9 5.3 6.1 7.2
ROE (%) 15.0 14.2 145 14.7 155
Net gearing (%) 79.6 81.7 81.1 80.8 80.4
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Stock Data
Mkt Cap (HK$ mn) 31,096
Avg 3 mths t/o (HK$ mn) 46.61
52w High/Low (HK$) 9.58/ 7.01
Total Issued Shares (mn) 4,168
Source: Bloomberg
Shareholding Structure
Sinochem Group 20.66%
Kong Fanxing 16.79%
JPMorgan Chase & Co. 9.41%
Source: Company data
Share Performance

Absolute Relative
1-mth -7.1% -14.4%
3-mth -9.0% -5.1%
6-mth -16.8% -7.2%

Source: Company data, Bloomberg, CMBIS estimates
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SOTP valuation

Our target price of HK$ 12.50 is derived from SOTP method, applying 0.7x P/B FY21E to
its financial leasing business, 10x P/E FY21E to the industrial operation business with an
20% conglomerate discount. Our TP implies 1.1x P/B FY21E and 8.1x P/E FY21E. FEH is
trading at 0.66x FY21E P/B and 4.9x FY21E P/E, at the lower end of its historical trading

range.

Figure 1: FEH SOTP valuation

Item Valuation method Assumption Valuation base Valuation
BV of FY21E financial business (RMB mn) P/B 0.71x 56,959 40,206
FY21E net profit of industrial operation (RMB mn) P/E 10x 1,385 13,847
Subtotal (RMB mn) 54,054
% of conglomerate discount (%) 20%

HK$/RMB forex rate 0.83

Valuation in HK$ 52,100
FY21E WAVG no. of total issued shares (mn) 4,159

Target price (HK$) 12.50
Implied FY21E P/B 1.09x
Implied FY21E P/E 8.1x

Source: CMBIS

3Q21 results summary

Total operating income and net profits both increased by 20%+ YoY in 9M21. Industrial
business generated more than 30% of total operating income.

Financial business

e Traditional business: IEA grew at a steady pace in 3Q21, with NIM expansion on both
QoQ and YoY basis. NPA ratio slightly improved on QoQ basis.

¢ New business: Continual rapid growth of operating revenue from new business lines,
i.e. inclusive finance, PPP investment and operation, overseas financing, asset
business and commercial factoring etc.

Industrial business

e Horizon Construction Development: HCD maintained the leading position in equipment
operation service industry, with the continuous expansion of the operating scale and
rapid growth of assets and operating income.

e Horizon Healthcare: Operating income grew at 20%+ YoY in 9M21, and operating
efficiency continued to improve.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Financial summary

Income statement Key ratios

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E

Revenue 26,856 29,042 35,182 40,672 46,658 Revenue mix (%)

Finance lease, factoring & loans 15,842 16,522 19,884 22,351 24,366 Finance lease, factoring and 59 57 57 55 52
loans

Advisory services 4574 3,836 3,478 3,574 4,140 Advisory services 17 13 10 9 9

Industrial operation 6,521 8,811 11,975 14,925 18,356 Industrial operation 24 30 34 37 39

Less: tax and surcharges (80) (127) (154) (279) (205) Less: tax and surcharges 0) 0) 0) 0) ©)

Cost of sales (12,525) (14,076) (17,633) (20,262) (23,162)

Gross profit 14,331 14,966 17,549 20,410 23,497 YoY growth (%)
Revenue 6 8 21 16 15

S&M, G&A exp. (5,596) (6,212) (7,036) (8,745) (10,032) Finance lease, factoring and ) 4 20 12 9
loans

Finance cost (461) (617) (709) (511) (498) Advisory services (6) (16) 9) 3 16

Other income and expenses 660 1,503 973 1,003 1,018 Industrial operation 44 35 36 25 23

Gains from JVs & associates 192 468 561 645 742  Gross profit 3 4 17 16 15

PPoP 9,126 10,106 11,338 12,803 14,727 PPoP 5 11 12 13 15

Impairment losses (1,982) (2,599) (2,713) (2,969) (3,193) Net profit 10 5 16 15 19

Pre-tax profit 7,145 7,508 8,625 9,835 11,535 Total IEA 9) 16 17 9 10
Total IBL (6) 25 8 8 8

Income tax (2,317) (2,475) (2,843) (3,242) (3,802)

Holders of perpetual bonds (511) (455) (455) (455)  (455) Profitability (%)

Minority interest 21 ) ) ?3) (3) Finance lease, factoring & loans

Net profit 4338 4,576 5325 6,135 7,275 NIM 3.66 3.83 4.00 4.06 4.06
NIS 248 285 319 3.08 3.03
Industrial operation

Balance sheet Hospital operation GPM 255 19.7 236 237 2338

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E Infrastructure operation GPM 45.7 450 450 46.0 465

Cash and restricted cash 9,956 15,352 (8,400) (5,556) (4,869) Education operation GPM 11 - - - -

Financial assets at FVTPL 4,443 9,343 11,211 12,332 13,689 Other operation GPM 79.1 83.0 935 941 94.8

Loans and receivables 201,121 229,397 268,508 290,912 318,235 Pre-tax margin 26,6 259 245 242 247

Investments in JVs & associates 7219 7,291 7,656 8,039 8,440 Net profit margin 16.2 158 151 151 156

PP&E 11,583 16,872 21,554 21,603 21,356

Other assets 26,249 21,672 23,729 25,618 27,392 Asset quality (%)

Total assets 260,571 299,927 324,258 352,948 384,243 NPL ratio 111 110 1.07 1.1 110
Provision coverage ratio 246 256 256 257 267

Borrowings 162,396 202,292 218,475 235,953 254,830

Other liabilities 56,640 52,368 54,908 61,077 67,485 B/Sratios (%)

Total liabilities 219,036 254,660 273,384 297,031 322,315 ROE 150 142 145 147 155
ROA 1.6 1.6 1.7 1.8 2.0

Share capital 10,281 10,397 11,942 11,942 11,942 Net gearing 796 8.7 811 80.8 804

Reserves 19,847 23,722 27,518 32,267 37,955

Shareholders' fund 30,128 34,119 39,460 44,209 49,898 Per share (RMB)

Holders of perpetual bonds 9,860 8,478 8,478 8478 8,478 EPS 114 120 128 148 1.75

Minority interest 1546 2,670 2,937 3,230 3,553 DPS 030 031 033 0.38 045

Total equity 41,535 45,267 50,875 55,918 61,929 BVPS 7.94 858 9.49 10.63 12.00

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors"”, as defined in Rule 15a-6under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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