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Financial summary and valuation

2015 2016 2017E 2018E 2019E
Revenue (Rmbm) 1,372.27 1,532.83 1,826.29 2,081.79 2,340.62
YoY (%) 13.76 11.70 19.15 13.99 12.43
Net income (Rmbm) 167.05  (1,506.96) 476.46 502.09 613.48
YoY (%) (27.39) - - 5.38 22.18
EPS (Rmb) 0.20 (1.67) 0.37 0.39 0.47
Diluted EPS (Rmb) 0.20 (1.67) 0.37 0.39 0.47
ROE (%) 9.90 (43.14) 8.70 8.49 9.64
Debt/asset (%) 17.41 16.92 17.60 17.06 16.39
Dividend Yield (%) 0.96 0.38 0.00 0.53 0.65
PE (x) 47.08 - 26.14 24.81 20.30
PB (x) 4.60 4.22 1.62 2.13 1.99
EV/Ebitda (x) 42.35 33.89 20.81 18.11 15.79

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised.
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Investment Highlights:

Xu Jie, the second largest shareholder and founder of China Resources Phoenix Healthcare Group
sold her entire 12.0% stake (155.6m shares) in the company on 24-25 January. CR Healthcare
remains the firm’s largest shareholder, with a 36% holding, but we see Xu’s exit as a major
shareholder as concentrating the firm’s control over the company, and see potential for operating
efficiency improvements. Considering a fair value loss on the firm’s investment in UMP Healthcare
Holdings (722:HK — N-R), we revise down our diluted EPS forecasts from Rmb0.41 to Rmb0.37 in
17E, and maintain our forecasts at Rmb0.39 in 18E (+5% YoY), and Rmb0.47 in 19E (+22% YoY).
However, as the company expands its hospital network we see potential for the firm’s valuation to
improve, and we lift our target price from HK$13.00 to HK$16.80 (35x 18E PE). Maintain BUY rating.

Overhang removed. We believe the latest capital structure change further strengthened China
Resources Group’s control over CR Phoenix. In October 2017, CR Phoenix completed a significant
adjustment of its senior management team. Han Yuewei has been appointed as executive director
and CEO of the company and Ren Yuan has been appointed as executive director and CFO. We
believe the adjustment of the senior management team and Xu’s exit as a substantial shareholder
marks the completion of integration between China Resources Group and CR Phoenix. We expect
the closer ties to China Resources Group will help CR Phoenix accelerate its pace of hospital
network expansion.

Fast network expansion. With support from central state-owned enterprise China Resources
Group and its proven record of hospital management, we expect CR Phoenix to be able to quickly
expand its hospital network nationwide. Management targets a doubling of its total number of
operating beds from ¢.12,000 to ¢.24,000 by 2020E. We note that China Resources Group has been
aggressively expanding its hospital network. The company’s parent, CR Healthcare Group, has
obtained invest-operate-transfer (IOT) rights to the Dali Bai Autonomous Prefecture People’s
Hospital and Linzi District People’s Hospital, and signed memoranda of understanding (MOU) with
Sichuan Second TCM Hospital, The Third People's Hospital of Haikou and The Fourth People's
Hospital of Haikou, among others. In October 2017, CR Capital signed an MOU regarding the
acquisition of Jincheng General Hospital from Jinmei Group. As CR Phoenix is the only listed
medical services platform for China Resources Group, we believe CR Phoenix is highly likely to
provide management services for hospitals under China Resources Group.

Maintain BUY. Considering the fair value loss from the firm’s holding of UMP, we revise down our
diluted EPS forecasts from Rmb0.41 to Rmb0.37 in 17E, and maintain our forecasts at Rmb0.39 in
18E (+5% YoY), and Rmb0.47 in 19E (+22% YoY). We expect core earnings to grow 60% YoY in 17E,
25% YoY in 18E, and 22% YoY in 19E. We lift our target price from HK$13.00 to HK$16.80,
representing 35x 18E PE, in line with the company’s four-year average valuation. With 41.7%
upside, we maintain our BUY rating.

Please refer to the last page for important disclosures Page 1
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Overhang removed

Xu lJie, the second largest shareholder and founder of China Resources Phoenix
Healthcare Group sold her entire 12.0% stake (155.6m shares) in the company
on 24-25 January. CR Healthcare remains the firm’s largest shareholder, with a
36% holding, but we see Xu’s exit as a major shareholder as concentrating the
firm’s control over the company, and see potential for operating efficiency
improvements.

Fig 1: Current capital structure of CR Phoenix

China Resources Group

100%
v
China Resources Common Wealth Bank Other public
Healthcare of Australia shareholders
36% 6.24% 57.76%

China Resources

Phoenix (1515 HK)

Source: Bloomberg, Company data, SWS Research

Xu Jie did not participate in the operation of CR Phoenix, being a purely financial
investor. We believe the latest capital structure change further strengthened
China Resources Group’s control over CR Phoenix.

In October 2017, CR Phoenix has completed a significant adjustment in its senior
management team. Han Yuewei has been appointed as executive director and
CEO of the company. He worked for China Resources Land (1109:HK — O-PF)
between 2010 and 2017. Ren Yuan has been appointed as executive director and
CFO of the company. She worked as the consultancy director and deputy general
director of the information management department of China Resources
Holdings between 2010 and 2017.

We believe the adjustment of the senior management team and Xu’s exit as a
substantial shareholder marks the completion of integration between China
Resources Group and CR Phoenix. We expect the closer ties to China Resources
Group will help CR Phoenix accelerate its pace of hospital network expansion.

At the same time, the company disclosed that Cheng Libing, vice chairman of CR
Phoenix, and Xu Zechang, executive general manager of CR Phoenix, are no
longer council members of Yan Hua Hospital as of 25" January. The company has
the 10T rights to Yan Hua Hospital until July 2055. We see uncertainties in the
execution of the 10T agreement because Yan Hua Hospital is owned by Xu Jie.
According to the IOT agreement, the company is able to seek damages from Yan
Hua Hospital if the hospital does not pay management fees on time. We
estimate that Yan Hua Hospital contributes approximately Rmb60m in net profit
per annum (including both management fee income and supply chain income)
for CR Phoenix, which is ¢.12% of the company’s total core profit in 18E.

Management incentives

The company has adopted a share award scheme since July 2014. A total of
12.2m award shares were granted to managements till June 2017. As of June
2017, 18.1m shares are held by the trustee and not yet granted.

Please refer to the last page for important disclosures Page 2
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As the company has adjusted its senior management team, we think the
company will carry out a new round of stock incentives for the new management
team. At the moment, most senior management members hold shares in the
company. We think the new stock incentives will further align the interests of
management with those of shareholders.

Fig 2: Shareholding of CR Phoenix’s management team

Senior management Position Number of shares held % of shareholding as of October 2017
Cheng Libing Executive director, vice chairman 1,262,123 0.097
Han Yuewei Executive director, CEO 156,000 0.012
Ren Yuan Executive director, CFO 0 0
Fu Yanjun Executive director, deputy general manager 295,218 0.023
Xu Zechang Executive general manager and director of health care at CR Phoenix 3,269,087 0.252

Source: Company data, SWS Research

Accelerating network expansion

In August 2017, the State Council released Guidelines on Reforming Educational
and Medical Institutions Operated by SOEs, according to which educational and
medical institutions need to be separated by end-2018. Authorities encourage
state-owned enterprises (SOEs) that conduct health care related business and
private capital to participate in the reforms, giving CR Phoenix great
opportunities to expand its network. Nonetheless, we expect the company to be
very selective and focus on the acquisition of quality assets.

Given the support from China Resources Group, a central state-owned
enterprise, and its proven record of hospital management, we believe CR
Phoenix will be able to quickly expand its hospital network nationwide.
Management targets to double its total number of operating beds to c.24,000 by
2020E.

On 26 September 2017, CR Phoenix entered into a binding agreement with
Binzhou Central Hospital and local authorities to invest Rmb500m for the facility
upgrade of Binzhou Central Hospital as well as the construction of a new hospital,
People’s Hospital of Binzhou Economic and Technological Zone, in exchange for
30-year operation rights for the two hospitals. We expect the deal to be closed
by 1Q18E. We expect Binzhou Central Hospital to contribute net profit of
Rmb40m in 18E.

In September 2017, CR Phoenix signed a non-binding agreement with Laibin
government to establish a JV to invest in several public hospitals in Laibin
(Guangxi Province). Potential acquisition targets include Laibin City People’s
Hospital (a Class-3 hospital with 1,095 beds), Xingbin District Bayi Hospital (a
Class-2 hospital with 165 beds), and Qianjiang Town Centre Hospital (a Class-1
hospital with 98 beds). We expect the company to sign a binding contract with
Laibin government by 1Q18E.

Moreover, we notice that China Resources Group has been aggressively
expanding its hospital network. CR Healthcare Group, the parent company of CR
Phoenix, has obtained the Invest-Operate-Transfer (IOT) rights of Dali Bai
Autonomous Prefecture People’s Hospital and Linzi District People’s Hospital,
and signed Memorandum of Understanding (MOU) with Sichuan Second TCM
Hospital, The Third People's Hospital of Haikou, The Fourth People's Hospital of
Haikou, etc.

Please refer to the last page for important disclosures Page 3
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Moreover, in October 2017, CR Capital signed an MOU about the acquisition of
Jincheng General Hospital from Jinmei Group. It is a Class-3A hospital with 1,500
beds, located in Jincheng (Shanxi Province).

As CR Phoenix is the only listed medical services platform for China Resources
Group, we believe CR Phoenix is highly likely to provide management services for
hospitals under China Resources Group.

Fig 3: Hospitals could be acquired or managed by CR Phoenix

o q A n Number
Hospital Location Acquirer Hospital type of beds Comments

Class 3 (Laibin city People's Hospital),
CR Phoenix Class 2 (Xingbin District Bayi Hospital), 1,358
Class 1 (Qianjiang Town Centre Hospital)

Expect CR Phoenix to sign
binding agreement by 1Q18E

Laibin City,

Laibin City People's Hospital, etc. GveT ez

Zibo City, . Class 3B (Linzi District People's Hospital) . .
Linzi District People’s Hospital, etc. Shandong China Resources Healthcare Group (The Target to become Class 3A (new 2,700 Expect CR Phort:nlx toreceive IOT
N parent company) N rights
Province hospital)
Class 3A (Dali Bai Autonomous
Prefi People’s Hospital
Dali Bai Autonomous Prefecture Dali City, Yunnan China Resources Healthcare Group (The RS EETS AeopAe s Hospital) Expect CR Phoenix to receive 10T
People’s Hospital, etc Province arent company) (e 213 | (el Bf Aridemameie & rights
B Pl . (I Prefecture Maternal and Child Care E
Hospital)
" . Jincheng City, . . . MOU signed; Expect CR Phoenix
h IH | hina R | | A 1
lJincheng General Hospital Shanxi Province China Resources Capital (Sister company) Class 3, ,500 to receive 10T rights
h i hina R Health Th ™M i ; E: R Phi i
Sichuan Second TCM Hospital 'C engdu Cl'ty, China Resources Healthcare Group (The Class 3A 200 ou S|gned,' xpect C oenix
Sichuan Province parent company) to receive 10T rights
The Third People's Hospital of Haikou, Haikou City, China Resources Healthcare Group (The Class 2A, Class 2A 294 MOU signed; Expect CR Phoenix
The Fourth People's Hospital of Haikou Hainan Province parent company) ! to receive IOT rights
Total 9,015

Source: Public information, Company data, SWS Research

Solid earnings outlook

The government aims to maintain the annual growth rate of public hospitals’
medical expenses below 10%, in order to keep the government-run basic
medical insurance fund’s expenditure under control.

We believe existing hospitals managed by CR Phoenix will experience 5-10%
income growth, while the number of beds may increase at a 20% Cagr, becoming
a key driver for the company’s bottom line.

We estimate that for CR Phoenix’s 10T hospitals, approximately 35% of profit
comes from hospital management fees while the remaining c.65% of profit is
from supply chain management. For the supply chain management income, the
company may charge consulting fees, i.e. supply chain management fees, from
pharmaceutical manufacturers and distributors, in order to be compliant with
the “two invoice scheme”.

Fig 4: Key earnings drivers for CR Phoenix’s existing hospitals

e [T pre Profits from providing medical - Cacellation of drug markups are largely offset by lift in medical

services (c. 35% of total services, sale of drugs and service fees; o . . o
profit) e [ —" 1-2 quarters of negative impact due to decrease in outpatient visits

Key earnings drivers

Enhanced bargaining power with the expansion of hospital network;
Supply chain management Rebates from pharmaceutical Charge supply chain management fees after implementation of the
(c. 65% of total profit) manufacturers and distributors “two invoice system”

Source: Company data, SWS Research

For hospital management fees, it is impacted by the “zero markup” policy.
Nevertheless, we notice that the authorities also lift medical service fees by a
significant amount in order to compensate public hospitals for the loss from

Please refer to the last page for important disclosures Page 4
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cancelling drug markups. For instance, for public hospitals in Beijing, outpatient
registration fee for common doctors in class 3 hospitals was lifted from Rmb5 to
Rmb50 (+900%), ordinary bed fee rose from Rmb28 per day to Rmb50 per day
(+79%), and operation fee for appendectomy increased from Rmb234 to Rmb560

(+139%).
Fig 5: Change in medical service fees for public hospitals in Beijing
Medical service fee (Rmb per item) Price before the “zero markup” policy Price after the “zero markup” policy % change
Registration fee (¥:5%)
Out-patient registration fee fi doctors in Class 3
ut-patient registration fee for common doctors in Class 5 50 900%

hospitals (=25 I% B i3 [ 1245 90

Out-patient registration fee for well-known experts in Class 3
hospitals ( =ZIEFiHI% L KITI2HS 5D

Bed fee (JRALZ%)

Ordinary bed fee (%3l R {37 3% ) 28 50 79%
Nursing fee (37F23%)

14 100 614%

Secondary nursing fee (¢4 #) 7 26 271%
Acupuncture fee (£F42) 4 26 550%
Operation fee (FR%)

Appendectomy fee ([ EVIFRAD 234 560 139%
Medical examination fee (K2E%%)

Head CT (ki €T 180 135 -25%
Magnatic Resonance Imaging  (HA#%SLHRIG 2 9% 850 400-600 -30-50%
PET/CT (PET/CT f %) 10,000 7,000 -30%

Source: Public information, Company data, SWS Research

We roughly calculated the impact from the “zero markup” policy for class 3
hospitals. Our model includes 2,036 class 3 hospitals in China. Assuming mark
ups for both drugs and medical consumables are cancelled, medical examination
fees are cut by 30% and medical service fees are lifted by c.50%, we estimate
that the average income for class 3 hospitals will increase 1% after the roll out of
the “zero markup” policy.

Fig 6: Modelling impact from “zero markup” policy

. . Class 3 hospital income o Class 3 hospital income
AR e e (s & sl (Rl (before the “zero markup” policy) POCHEET (after the “zero markup” policy)
Sample hospitals include all the 2,036 Class 3 hospital in China (as of 2016)
Total average income per hospital 773 1% 779
Out-patient revenue 230 -5% 218
Registration income 2 200% 6
Medical examination income 42 -30% 29
Treatment income 23 50% 34
Medical surgery income 5 50% 7
Medical material income 8 -7% 7
Drug income 109 -15% 93
Other out-patient income 41 0% 41
In-patient revenue 469 4% 486
Bed income 16 50% 24
Medical examination income 41 -30% 29
Treatment income 57 50% 86
Medical surgery income 29 50% 43
Nursing income 9 100% 19
Medical material income 93 -7% 87
Drug income 163 -15% 138
Other In-patient income 61 0% 61
Government subsidy 55 0% 55
Science and education project income 4 0% 4
Other income 16 0% 16
Percentage of income from drugs 35% 30%
Perc of il from medical bl 13% 12%

Source: National Health and Family Planning Commission, Company data, SWS Research

Nevertheless, due to lift in outpatient registration fees, the number of
outpatient visits will decrease after the policy implementation. For instance,
Beijing rolled out the “zero markup” policy on 8 April 2017. Six months later, by
12 October, outpatient visits to the city’s Class-3 hospitals declined by 11.5% YoY
(-3.9% for Class-2 hospitals), while Class-1 hospitals and community clinics saw a
14.7% YoY increase in outpatient visits. We estimate that CR Phoenix’s hospitals
in Beijing has recovered to positive outpatient visit growth in 4Q17E. Hence, we
think the policy will impose 1-2 quarters of negative impact to the company’s
earnings.

Please refer to the last page for important disclosures Page 5
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Furthermore, CR Phoenix is well positioned within the multi-level medical system.
The company currently owns approximately 11,700 beds in 108 medical
institutions, including 7 Class-3 hospitals, 14 Class-2 hospitals, 29 Class-I hospitals,
and 58 community health care centres. This enables CR Phoenix to efficiently
direct patients and allocate medical resources among its hospitals and offset the
negative impact from the “zero markup” policy to a large extent.

Fig 7: CR Phoenix’s multi-level medical system

> . S,
& 7 Class Il hospitals 5.
& ; %, 0
& ((\e Large-scale hospitals, S, 9(,.
N ~ TEGh p S 00
re ‘e'b treating difficult cases X3 (o 25x
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Q'a‘\ ‘,go‘ 14 Class Il and 29 Class | hospitals 60& 5 o
X . 7
e o™ 5o, .
,b(\",‘\ \)\\o Regional hospitals providing comprehensive medical services for local /Q%‘ ’oo »
\ ,;(.\" residents (o

58 Community Healthcare Centers

Small-scaled medical centers providing basic medical treatment for local
residents

Source: Company data, SWS Research

Fig 8: Comparable peers

Company Ticker
CR Phoenix 1515 HK
HK listed peers
GUANGDONG KANGHUA HEALTHCARE 3689 HK
WENZHOU KANGNING HOSPITAL 2120 HK
HARMONICARE MEDICAL HOLDINGS 1509 HK
HK peers average
A-share listed peers
AIER EYE HOSPITAL GROUP 300015 CH
HENGKANG MEDICAL GROUP 002219 CH
TOPCHOICE MEDICAL INVESTMENT 600763 CH
A-share peers average
ASEAN listed peers
IHH HEALTHCARE BHD IHH MK
BANGKOK DUSIT MED SERVICE BDMS TB
BUMRUNGRAD HOSPITAL PCL BHTB
APOLLO HOSPITALS ENTERPRISE APHS IN
RAFFLES MEDICAL GROUP RFMD SP
BANGKOK CHAIN HOSPITAL BCHTB
KPJ HEALTHCARE BERHAD KPJ MK
ASEAN peers average
US listed peers
HCA HEALTHCARE INC HCA US
DAVITA INC DVA US

We forecast core earnings to reach Rmb401m in 17E (+60% YoY), Rmb502m in
18E (+25% YoY), and Rmb613m in 19E (+22% YoY).

As of June 2017, the company currently holds 109m shares of UMP (722:HK — N-
R), which is classified as financial asset for sale. We estimate that the company
disposed c.12m shares of UMP in 2H17. As the share price of UMP has declined
from HKS2.6 in June 2017 to HKS1.8 in end-17, we estimate c.Rmb65m fair value
loss from the UMP shares in 2H17E. Hence, we revise down our diluted EPS
forecasts from Rmb0.41 to Rmb0.37 in 17E, and maintain our forecasts at
Rmb0.39 in 18E (+5% YoY), and Rmb0.47 in 19E (+22% YoY).

CR Phoenix is trading at 24.7x 18E PE, while its Hong Kong-listed peers are
trading at an average of 19x 18E PE, while A-share peers trade at 48x 18E PE,
ASEAN listed peers at 41x 18E PE, and US listed peers at 16x 18E PE. We believe
CR Phoenix deserves a valuation premium to its Chinese competitors on the back
of its leading position in China’s healthcare services industry and promising long-
term growth outlook.

Market cap (US$m) 17E PE 18E PE 17E PB 18E PB 18E ROE 18E Dividend yield 18E EV/EBTIDA
1,967 26.1 24.7 1.6 2.1 8.5 0.5 18.1
547 19.8 177,33 2.6 2.3 14.4 1.4 NA
387 299 225 23 2.1 8.8 0.7 NA
290 22.2 16.7 1.2 11 7.3 2.1 5.2

24.0 18.8 21 1.9 10.2 14 5.2
9,000 72.9 55.7 14.2 10.6 225 NA 35.0
3,449 45.9 38.4 4.8 4.3 1.1 NA NA
1,994 63.4 50.8 12.6 10.2 20.9 NA 31.0

60.7 48.3 10.5 8.3 18.2 NA 33.0
12,688 711 49.8 2.1 2.1 4.4 NA 19.1
10,377 40.2 35.7 5.3 4.9 14.4 NA 22.0
4,486 383 34.2 8.5 75 24.0 NA 20.8
2,485 53.2 72.3 43 4.1 5.9 0.5 23
1,518 28.0 32.0 2.8 2.7 8.8 NA 21.7
1,249 43.5 37.3 7.5 6.5 18.2 NA 18.8
1,067 285 24.9 2.5 2.4 10.0 2.0 123

432 40.9 4.7 43 12.2 13 19.7
32,867 14.2 10.8 NA NA (46.7) 0.0 8.0
14,473 22.9 19.7 3.0 4.9 14.3 0.0 9.3

Please refer to the last page for important disclosures Page 6
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UNIVERSAL HEALTH SERVICES-B UHS US 11,307 16.2 131 24 21 14.4 03 8.4
MEDNAX INC MD US 5,074 16.3 14.7 1.7 1.6 10.1 0.0 111

TENET HEALTHCARE THC US 1,861 27.5 19.8 1.8 11 NA 0.0 7.4

US peers average 19.4 15.6 2.2 2.4 (2.0) 0.1 8.8

Source: Bloomberg, SWS Research

Note: We use Bloomberg consensus for non-rated stocks

We expect the stock to re-rate as the company may fast expand its hospital
network by leveraging the resources of China Resources Group. In addition, as
Ms. Xu Jie has exit the company, China Resources Group will further strengthen
its control over the company which will help to improve the operating efficiency
of the company. We lift our target price from HK$13.00 to HK$16.80, implying
35x 18E PE which is inline with its 4-year average valuation. With 42% upside, we
maintain our BUY rating.

Risks

Downside risks mainly lie in the discontinuation of IOT agreement with Yan Hua
Hospital, larger-than-expected negative impacts from the zero markup policy
and slower-than-expected hospital network expansion.

Please refer to the last page for important disclosures Page 7
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Appendix

Consolidated Income Statement

Rmbm 2015 2016 2017E 2018E 2019E
Revenue 1,372 1,533 1,826 2,082 2,341
Cost of Sales (1,043) (1,126) (1,155) (1,282) (1,381)
Gross Profit 330 407 671 800 960
Other Income 99 93 48 50 50
Selling/General/Admi. Expenses (150) a72) (208) (227) (250)
Ebitda 273 336 527 638 775
Ebit 228 285 463 573 710
Finance Costs (27) 0) ) 7) (7)
Profit before tax 248 (1,452) 584 616 753
Income tax expense (76) (47) (98) (105) (128)
Minority interests 5) @) 9) 9) (12)
Profit for the year 167 (1,507) 476 502 613

Source: Company data, SWS Research

Consolidated Cash Flow Statement

Rmbm 2015 2016 2017E 2018E 2019E
Profit before taxation 248 (1,452) 584 616 753
Plus: Depr. and amortisation 45 51 64 65 66
Finance cost 27 0 2 7 7
Losses from investments (44) (36) (46) (46) (46)
Change in working capital (6) (36) 51 (0) 1
Others (38) 1,696 (120) (105) (128)
CF from operating activities 232 224 535 537 652
Capex (32) (42) (50) (50) (50)
Other CF from investing activities 62 163 (54) (954) (1,154)
CF from investing activities 30 120 (104) (1,004) (1,204)
Equity financing 0 0 0 0 0
Net change in liabilities 0 0 130 0 0
Dividend and interest paid (33) (83) ) (107) (129)
Other CF from financing activities (16) (15) 0 0 0
CF from financing activities (49) (99) 128 (107) (129)
Net cash flow 212 246 558 (574) (681)
FCFF 159 211 430 483 598
FCFE 132 210 558 476 592

Source: Company data, SWS Research

Please refer to the last page for important disclosures Page 8
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Consolidated Balance Sheet

Rmbm 2015 2016 2017E 2018E 2019E
Current Assets 1,294 1,654 1,689 1,553 1,509
Bank balances and cash 822 1.069 1,128 953 872
Trade and other receivables 181 299 279 312 345
Inventories 42 50 47 53 57
Other current assets 249 235 235 235 235
Long-term investment 155 677 699 699 699
PP&E 145 264 271 278 283
Intangible and other assets 661 3.853 4.432 5,011 5,590
Total Assets 2,255 6,448 7,091 7,540 8,081
Current Liabilities 390 752 910 948 986
Borrowings 0 0 130 130 130
Trade and other payables 269 363 391 429 467
Other current liabilities 121 389 389 389 389
Long-term liabilities 3 338 338 338 338
Total Liabilities 393 1,091 1,248 1,286 1,324
Minority Interests 115 119 128 138 149
Shareholder Equity 1,748 5,238 5,715 6,117 6,607
Share Capital 0 0 0 0 0
Reserves 365 (1,128) (651) (250) 241
Total Equity 1,863 5,358 5,843 6,254 6,756
Total Liabilities and equity 2,255 6,448 7,091 7,540 8,081

Source: Company data, SWS Research
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Key Financial Ratios

Ratios per share (Rmb)

Earnings per share 0.20 (1.67) 0.37 0.39 0.47
Diluted EPS 0.20 (1.67) 0.37 0.39 0.47
Operating CF per share 0.28 0.25 0.41 0.41 0.50
Dividend per share 0.14 0.06 0.00 0.08 0.09
Net assets per share 2.28 5.94 451 4.82 5.21
Key Operating Ratios (%)

ROIC 10.42 452 6.59 7.63 8.76
ROE 9.90 (43.14) 8.70 8.49 9.64
Gross profit margin 24.02 26.53 36.75 38.41 41.01
Ebitda Margin 19.89 21.92 28.86 30.63 33.12
Ebit Margin 16.64 18.59 25.37 27.51 30.31
Growth rate of Revenue(YoY) 13.76 11.70 19.15 13.99 12.43
Growth rate of Profit(YoY) (27.39) - - 5.38 22.18
Debt-to-asset ratio 17.41 16.92 17.60 17.06 16.39
Turnover rate of net assets 0.74 0.29 0.31 0.33 0.35
Turnover rate of total assets 0.61 0.24 0.26 0.28 0.29
Effective tax rate (%) 30.47 (3.26) 16.82 17.00 17.00
Dividend yield (%) 0.96 0.38 0.00 0.53 0.65
Valuation Ratios (x)

PE 47.08 - 26.14 24.81 20.30
PB 4.60 4.22 1.62 2.13 1.99
EV/Sale 8.42 7.43 6.01 5.55 5.23

Source: Company data, SWS Research
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate
serves as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed
or any third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company
or the group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market
making activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of
the Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating,
etc. by issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant
disclosure materials or log into www.swsresearch.com for the analysts' qualifications, the arrangement of the quiet period and the affiliates’
shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. (subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for
the sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up
explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.
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The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this
report. Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior
authorization by the Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by
any means, or be used in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein
are trademarks, service marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the
Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and
Futures Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the
laws of the Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling
within Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as
“Relevant Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this
document or any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and
Futures Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore
recipients of the report are to contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect
of any matters arising from, or in connection with, the report.
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