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Sustainable Jewellery Sales Rebound, Upgrade to

"Accumulate"
RSN ENEES, FHE <

] FY18 shareholders’ profit increased by 34.0% YoY to HK$4,095 million, Rating: Accumulate
slightly beating our expectation but missing market consensus. Total
revenue rose 15.4% YoY to HK$59,156 million. SSSG was up 8.0% YoY
and 10.2% YoY in mainland China and Hong Kong & Macau, respectively. e s
Gross margin dropped 1.8 ppts YoY, mainly due to higher proportion of
sales of gold products and wholesale, while core operating margin improved
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by 0.4 ppts thanks to rental reduction and operation leverage. The 6-18m TP Hi#rfi: HK$11.80
Company proposed final dividend of HK$0.27 and special dividend of
HK$0.30 per share, implying payout ratio of 139%. Share price i HK$10.240
W o . Accelerating store expansion and adoption of multiple brands
. § strategy. In FY18, the Company net opened 199 POS in mainland China Stock performance
#* = and 1 POS in Hong Kong and other markets. In FY19, the management A 290
o % guides to add a net 300 POS in mainland China and 5 POS in Hong Kong. 400+ % of retur
78 g In addition, the Company is launching more affordable jewellery products a0 |
9 under new brands to capture market opportunities of young customers and 1
(hd 30.0
#H > those of lower-tier cities. 250 4
tlljr- g ) ) . ) 20.0
w ] We raise TP to HK$11.80 and revise up investment rating to 150
"Accumulate”. We believe that this round of rebound in the jewellery 100 L
market is healthy and sustainable with real demand. We support the s0 1
Company’s active strategy and stable fundamentals and believe that the 00 o
Company deserves a valuation premium over its peers. Our new TP is 5.0
equal to 24.0x FY19 PER and 21.3x FY20 PER. Downside risks include (10.0) -
. . Jun-17 Sep-17 Nov-17 Mar-18 May-18
o slower-than-expected SSSG and lower-than-expected profit margin. St index oW A FOOK I
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21.3 1% 2020 WHAE TR . TAT R RIS T TP RS 3K DLRAR T U s A 2

% Year End Turnover Net Profit ERS ERBS PER BPS PBR DPS Yield ROE
g 4k ['ON JBE AR A B MR B FI A2 B WEE ipcix s (53/14/145) MR EBelan
9' 03/31 (HK$ m) (HK$ m) (HK$) (A %) (x) (HK$) x) (HK$) (%) (%)
A % 2017A 51,246 3.055 0.306 4.1 335 3.250 3.2 0.510 5.0 9.2
j( E 2018A 59,156 4,094 0.409 33.7 25.0 3.410 3.0 0.570 5.6 12.6
= © 2019F 64,192 4,917 0.492 20.3 20.8 3.439 3.0 0.495 4.8 14.7
i % 2020F 70,756 5,530 0.553 12.4 18.5 3.564 2.9 0.432 4.2 16.3
HE Z 2021F 76,004 6,102 0.610 10.3 16.8 3.712 2.8 0.466 4.6 17.3
ES LgL Shares in issue (m) MAE% (m) 10,000.0 Major shareholder K%< CHOW TAI FOOK HOLDING 89.3%
‘T Market cap. (HK$ m) 1if (HK$ m) 102,400.0 Free float (%) H L% (%) 10.7
= 3 month average vol. 3 > H #2241 (1000) 4,381.7 FY19 Net gearing (%) FY19 1 G i/l R % 4 (%) 35
% 52 Weeks high/low (HK$) 52 Ji &1k (HK$) 11.540/7.870 FY19 Est. NAV (HK$) FY19 A fhifl (e 12.5
6 Source: the Company, Guotai Junan International.
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Key Takeaways from Analyst Presentation:

FY19 YTD SSSG performance remained positive. According to the management, SSSG in mainland China in April and May
slowed down to approximately 3%, compared with 6.8% in 4QFY18. The slowdown was mainly due to a higher base and the
drag of unfavorable gem-set products. However, the decline in gem-set product sales growth has narrowed to mid-single digit
percentages and the management guides gem-set SSSG to be flat or slightly negative in FY19. In the Hong Kong market,
SSSG YTD was around 5%. Full-year performance is forecasted to be stable while the first half of the year will outperform the
second half considering last year’s base.

Chow Tai Fook’s ("CTF" or the "Company") is adopting a more aggressive expansion strategy in a rebounding
environment. The management believes that the recovering jewellery markets are currently different from the abnormal
flourishing luxury markets 5-10 years ago, which represents real demand of luxury goods as the economy grows. The Company
opened a net 199 POS in mainland China, 4 POS in the other markets and closed a net 3 POS in Hong Kong. The Company
plans to further accelerate expansion pace in FY19, intending to open around 300 stores in mainland China, focusing more on
the lower tier cities to catch the opportunities of consumption upgrade. In the Hong Kong market, 5 net POS are expected to
open in FY19, mainly in residential areas.

Profitability is expected to rise in FY19. In FY18, sales proportion of gold products with lower gross margin compared with
gem-set products increased to 59.4%, up 2.0 ppts YoY. On the other hand, the Company disposed of a number of loose
diamonds to its wholesalers with negative gross margin. Therefore adjusted gross margin excluding the impact of unrealized
hedging gain on gold loss declined 1.8 ppts YoY to 27.4%. The management mentioned that the abnormal gross margin will not
appear in FY19 and expects adjusted gross margin to improve by 2.0 ppts YoY to 2.3 ppts YoY, similar to FY17, supported by
higher non-gold sales proportion and normalized wholesale.

High dividend payout ratio may be sustainable. In FY18, the Company proposed final dividend of HK$0.27 per share and
special dividend of HK$0.30 per share, representing dividend payout ratio of 139% in total. Looking forward, the management
guided that standard dividend payout is related to free operating cash flow while special dividend depends on the Company’s
capital structure. The Company’s ideal gearing ratio is less than 30% and thus the Company is likely to continue to propose
special dividend in FY19 considering its healthy financial structure.

The Company is adopting an omni-channel retailing sales strategy and multi-brand strategy. In FY19, the Company’s
e-commerce retail sales volume ("RSV") jumped by 73.2% YoY, contributing 4.8% of total retail sales value and 12.5% retail
sales volume. Online business is developing rapidly with over 2.1 million members and 0.39 million unique daily visitors. In
addition, besides the classic jewellery offered under the brand of Chow Tai Fook, the Company launched Monologue as fashion
jewellery for the new generation and Soinlove as affordable luxury bridal jewellery.

FY18 Annual Results Review

Chow Tai Fook’s total revenue reached HK$59,156 million in FY18, up 15.4% YoY. Revenue from mainland China
increased 18.7% YoY to HK$36,795 million and revenue from Hong Kong, Macau and other markets increased by 10.5% YoY to
HK$22,361 million, respectively, showing strong rebound in both markets. SSSG recorded 8.0% in mainland China and 10.2%
in Hong Kong and Macau. By product mix, gold products recorded rapid YoY growth of 17.9%, representing 59.4% of total retail
sales, thanks to favorable gold prices during the period and the launch of good-value-for-money products; however, sales of
gem-set jewellery grew by 6.7% YoY, which sold well in Hong Kong but underperformed with negative SSSG in mainland China.
During the period, the Hong Kong market showed a strong rebound benefiting from more tourist arrivals in Hong Kong as well
as attractive jewellery prices with low gold price and RMB appreciation.

Shareholders’ profit rose 34.0% YoY to HK$4,095 million, slightly beating our expectation but missing market
consensus. Profit margin decreased due to the product structure. In FY18, gross margin dropped 1.8 ppts to 27.4% and
adjusted gross margin was down 1.3 ppts to 27.2% excluding the impact of the unrealized hedging loss. During the period, the
proportion of gold products with lower gross margin increased by 2.0 ppts and the Company disposed of a humber of loose
diamonds to its wholesalers with negative gross margin to optimize its inventory structure, which led to a sharp decrease in
gross margin. However, by lifting its operating leverage on a higher revenue base, the Company improved its core operating
margin by 0.4 ppts YoY to 9.5%, of which staff costs to revenue declined 0.2 ppts YoY to 6.7%, and concessionaire fees to
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revenue decreased 0.1 ppts YoY to 3.2%. In addition, rental expenses dropped by 12.7% YoY thanks to lease renewals in Hong

Kong. Effective tax rate reached 27.9% due to withholding of dividend tax, higher than the average level of 25%.

Table-1: Chow Tai Fook’s FY18 Results Review

HK$ million FY17 FY18 YoY Comments

Revenue 51,246 59,156 15.4%  China up 18.7%; Hong Kong & Macau up 10.5%
Cost of sales (36,283) (42,943) 18.4%

Gross profit 14,963 16,213 8.4%

Other income 330 408 23.8%

Other gains (286) 342 (219.8%) Favorable foreign exchange rate
Selling and distribution costs (8,011) (8,239) 2.8% Reduction in rental costs and staff expenses
Administrative expenses (2,296) (2,682) 16.8%

Operating Profit 4,985 5,701 14.4%

Finance costs (237) (244) 3.0%

Profit before tax 4,378 5,832 33.2%

Income tax (1,227) (1,629) 32.7% Withholding dividend tax

Minority (96) (108) 13.2%

Shareholders' Profit 3,055 4,095 34.0%

EPS (HK$) 0.306 0.409 34.0%

DPS (HK$) 0.510 0.570 11.8%

Gross margin 29.2% 27.4% -1.8 ppts

Adjusted gross margin 28.5% 27.2% -1.3 ppts Proportion of gold products and wholesale up
Operating margin 9.7% 9.6% -0.1 ppts

Core operating margin 9.1% 9.5% 0.4 ppts

Net margin 6.0% 6.9% 0.9 ppts

Source: the Company, Guotai Junan International.

Figure-1: CTF Revenue Breakdown by Region

Figure-2: CTF Revenue Breakdown by Product

Inner: FY17 Outter: FY18
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Source: the Company, Guotai Junan International.
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Table-2: CTF Quarterly Products Contribution Breakdown
1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18

Mainland China
Gem-set jewellery 29.0% 28.0% 24.0% 25.0% 27.0% 25.0% 23% 23%
Platinum/Karat gold products 51.0% 52.0% 60.0% 58.0% 54.0% 56.0% 62% 61% &
o
Gold products 14.0% 14.0% 11.0% 12.0% 13.0% 13.0% 1% 12% ‘GVJ
Watches 6.0% 6.0% 5.0% 5.0% 6.0% 6.0% 5% 4% §
—
—
Hong Kong and Macau
Gem-set jewellery 29.0% 27.0% 26.0% 26.0% 23.0% 24.0% 30% 24%
Platinum/Karat gold products 54.0% 54.0% 58.0% 57.0% 61.0% 60.0% 55% 59%
Gold products 12.0% 12.0% 10.0% 11.0% 10.0% 9.0% 9% 10%
Watches 5.0% 7.0% 6.0% 6.0% 7.0% 7.0% 5% 7%
Source: the Company.
Figure-3: CTF Quarterly SSSG in Mainland China Figure-4: CTF Quarterly SSSG in HK and Macau
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Earnings Forecasts Revisions

We revise up total revenue forecasts in FY19 and FY20 by 7.0% YoY and 10.7% YoY, respectively. We have seen that the
luxury market has been recovering with healthy demand. Moreover, Chow Tai Fook is launching affordable jewellery and the
Company recorded relatively high SSSG in both mainland China and Hong Kong in 4QFY18. In FY19, we saw that visitor

Chow Tai Fook Jewellery Jil KimEk

arrivals in Hong Kong kept increasing at double-digit percentage growth in April, and we believe the trend may continue in the
coming months. However, the advantage of RMB appreciation and falling gold price may not show again. Thus, we do not
expect that SSSG in Hong Kong will be as high as it was in FY18, but mid-to-high single digit percentage growth can be
expected. In mainland China, YTD SSSG was slower due to underperforming jewellery sales. Nevertheless, Chow Tai Fook
plans to accelerate the pace of stores opening by adding around 300 stores in FY19, which will support revenue growth. Overall,
we forecast revenue to increase 8.3% YoY in mainland China and 8.9% YoY in Hong Kong and other markets in FY19,
respectively, representing 8.5% YoY growth in total revenue.

Raise EPS in FY19 and FY20 by 12.2% and 14.0% to HK$0.492 and HK$0.553, respectively. Gross margin eroded in FY18
mainly due to strong sales of gold products and wholesale. However, gem-set jewellery sales is expected to rebound and the
negative impact of diamond wholesale will be eliminated in FY19, which will bring gross margin to a normal level. Operating
expenses ratio recorded decrease, benefiting from operating leverage with revenue growth and rental cuts in Hong Kong. In
FY19, the management guides that rental expenses will further experience low single-digit decline. Thus we lower operating
expenses ratio by 0.2 ppts YoY in FY19 and FY20. We now forecast shareholders’ profit to be HK$4,917 million in FY19,
representing 20.1% YoY growth, and HK$5,530 million in FY20, representing 12.4% YoY growth.
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Table-3: Key Figure Revisions for CTF

New Old Change
HK$ million
2018F 2019F 2020F 2019F 2020F 2019F 2020F
Revenue 64,192 70,756 76,004 59,974 63,911 7.0% 10.7%
-Mainland China 39,850 44,834 48,857 38,253 41,755 4.2% 7.4%
-Hong Kong & others 24,342 25,922 27,147 21,721 22,155 12.1% 17.0%
Gross profit 18,727 20,718 22,280 17,532 18,926 6.8% 9.5%
SG&A -12,142 13,345 -14,262 -11,465 -12,216 5.9% 9.2%
Operating profit 7,013 7,822 8,491 6,430 7,092 9.1% 10.3%
Profit before tax 6,730 7,568 8,352 5,947 6,581 13.2% 15.0%
Taxation -1,683 -1,892 -2,088 -1,427 -1,579 17.9% 19.8%
Minority -130 -146 -162 -136 -150 -4.0% 2.4%
Shareholders’ profit 4,917 5,530 6,102 4,384 4,851 12.2% 14.0%
EPS (HK$) 0.492 0.553 0.610 0.438 0.485 12.2% 14.0%
Gross margin 29.2% 29.3% 29.3% 29.2% 29.6% 0.0 ppt -0.3 ppts
SG&A ratio (18.9%) (18.9%) (18.8%) (19.1%) (19.1%) -0.2 ppts -0.2 ppts
Operating margin 10.9% 11.1% 11.2% 10.7% 11.1% 0.2 ppts 0.0 ppt
Net margin 7.7% 7.8% 8.0% 7.3% 7.6% 0.4 ppts 0.2 ppts
Source: Guotai Junan International.
Figure-5: Revenue and YoY Growth of CTF Figure-6: Net Profit and Net Margin of CTF
HK$mn HK$mn
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Raise investment rating to "Accumulate" and revise up TP to HK$11.80. We now turn to a more bullish view towards the
Company’s valuation as 1) this round of rebound in the luxury market is healthy and sustainable, driven by real demand, different
to the situation years ago. 2) Chow Tai Fook is adopting a multiple brand strategy and launching affordable jewellery products to
attract the younger generation. In addition, the Company is expanding to lower-tier cites to catch opportunities of consumption
upgrade. We have confidence in the Company’s active strategy and stable fundamentals. The Company experienced a stock
price dive due to missing consensus results. However, we believe that most of the negative impact factors are one-off and we
expect strong bottom-line growth in FY19. Our new TP of HK$11.80 is equal to 24.0x FY19 PER and 24.0x FY19 PER and 21.3x
FY20 PER. Downside risks include slower-than-expected SSSG and lower-than-expected profit margin.
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Figure-7: Historical Forward PER of CTF

Figure-8: Historical Forward PBR of CTF
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Source: Bloomberg, Guotai Junan International. Source: Bloomberg, Guotai Junan International.
Table-4: Peers Comparison
Market
PE (fiscal year) PB (fiscal year)
Company ROE(%)  D/Y(%) Cap
Stock Code  Currency  Last price 16A 17F 18F 19F 16A 17F 18F 19F 18F 18F  HKD mil
HK Listed
Chow Tai Fook Jewellery 1929 HK HKD 10.240 25.0 207 18.1 16.2 3.1 30 29 28 14.9 3.3 102,400
Luk Fook Holdings 590 HK HKD 35.650 17.7 155 141 na. 22 21 1.9 na. 139 33 20,930
Chow Sang Sang 116 HK HKD 16.560 12.8 17 10.5 95 11 1.1 1.0 09 92 34 11,218
Emperor Watch & Jewellery 887 HK HKD 0.530 23.0 na. na. na. 0.8 na. na. na. na. na. 3,643
Hengdeli Holdings 3389 HK HKD 0.390 na. na. na. n.a. 0.3 na. na. na. na. na. 1,823
Oriental Watch Holdings 398 HK HKD 2.710 n.a. n.a. n.a. n.a. na. n.a. n.a. n.a. n.a. n.a. 1,546
Simple Average 19.7 16.0 14.3 12.8 15 21 1.9 18 12.6 33
Weighted Average 229 19.1 16.9 15.5 2.7 2.7 2.6 2.6 14.2 3.3
PRC Listed
Lao Feng Xiang 600612 CH CNY 37.400 17.2 14.4 12.7 11.9 35 30 26 22 214 27 19,949
Tesiro Jewelry 603900 CH CNY 25.930 28.3 222 18.1 15.1 39 34 29 24 15.1 06 10812
Zhejiang Ming Jewelry 002574 CH CNY 6.440 379 28.0 258 222 1.1 1.1 1.0 1.0 37 14 4,164
Fiyta Holding 200026 CH HKD 5.980 16.2 10.9 9.0 75 0.9 0.8 0.7 0.7 74 na. 4971
Simple Average 249 18.9 16.4 14.2 23 2.0 18 1.6 1.9 1.6
Weighted Average 223 175 15.0 13.3 3.0 26 23 1.9 16.1 1.9
Global Listed
Cie Financiere Richemont CFR SW CHF 92.260 39.7 37.5 225 2141 31 3.0 2.8 2.6 8.1 2.6 421,859
Swatch Group UHR SW CHF 492.500 355 258 222 19.4 23 22 21 18 85 1.7 209,261
Tiffany & Co TIF US usb 132.190 37.0 445 279 248 55 5.1 48 4.3 11.8 18 128,862
Simple Average 374 359 242 218 36 34 32 29 95 20
Weighted Average 38.1 35.5 233 213 33 3.2 2.9 2.7 8.8 2.2

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Mar (HK$ m) 2017A 2018A 2019F 2020F 2021F Year end 31 Mar (HK$ m) 2017A 2018A 2019F 2020F 2021F
Total Revenue 51,246 59,156 64,192 70,756 76,004 Property, plant and equipment 4,666 5,341 5,879 6,121 6,219 g
Cost of sales (36,283) (42,943) (45,465) (50,038) (53,724) Investment properties 250 234 245 257 270 (q\;
Gross profit 14,963 16,213 18,727 20,718 22,280 Deferred tax assets 313 293 308 323 339 ,_g)
Gooduwill and other intangible assets 614 564 564 564 564 :
Other income 330 408 428 450 472 Others 1,904 2,391 2,334 2,343 2,353
Selling and distribution costs (8,011) (8,239) (9,380) (10,501) (11,331) Total Non-current Assets 7133 8,258 8,767 9,044 9,182
Administrative expenses (2,296) (2,682) (2,762) (2,845) (2,930)
Operating Profit 4,985 5,701 7,013 7,822 8,491 Cash & Cash Equivalents 7,943 7,944 6,696 4,886 4,176
Trade and Other Receivables 5,057 6,410 6,419 7217 7,752
Other gain/loss (286) 342 (63) (2) 93 Inventories 29,259 34,929 36,589 40,189 43,019
Other expenses (215) (48) (105) (122) (92) Others 9 29 14 17 20
Gain/lost from a JV & associate (10) 0 2 5 7 Total Current Assets 42,269 49,312 49,718 52,309 54,966
Finance costs, net 97) (163) (118) (135) (147)
Profit Before Tax 4,378 5832 6,730 7,568 8,352 Total Assets 49,402 57,570 58,485 61,354 64,148
Income Tax (1,227) (1,629) (1,683) (1,892) (2,088)
profit After Tax 3,151 4,203 5,048 5,676 6,264 Accounts payable 5,693 8,359 8,345 9,269 10,033
Non-controlling Interest (96) (108) (130) (146) (162) Gold loan 3216 5335 6,419 7,076 7,600
Shareholders' Profit / Loss 3,055 4,094 4917 5,530 6,102 Short-term borrowings 6,193 5823 5,765 5,707 5,650
Basic EPS 0.306 0.409 0.492 0.553 0.610 Tax payable 596 1,102 710 803 872
Others 90 101 90 0 0
Cash Flow Statement Total Current Liabilities 15,788 20,719 21,329 22,945 24,245
<
Year end 31 Mar (HK$ m) 2017A 2018A 2019F 2020F 2021F Long-term borrowings 600 2,100 2,100 2,100 2,100 ;
PBT 4378 5,832 6,730 7,568 8,352 Retirement benefit obligations 227 232 234 231 232 g
Income tax (1.227) (1,629) (1,683) (1,892) (2,088) Deferred tax liabilities 286 421 430 438 447 5
Adjust for depre.&amort. 866 851 972 1,069 1,113 Total Non-current Liabilities 1,112 2,753 2,764 2,769 2,779 1 —
Change in WC 1,452 (2,948) (1,683) (3474) (2,601) ;i
Others 783 1,858 329 475 493 Total Liabilities 16,900 23,472 24,093 25714 27,024
Cash from Operating Activities 6,252 3,964 4,666 3,747 5,268 Total Shareholders' Equity 31,799 33423 33,390 34,602 36,043 >‘
Minority Interest 703 674 1,002 1,038 1,081 §
Capital expenditure (994) (1,084) (1,500) (1,300) (1,200) Total Equity 32,502 34,098 34,392 35,640 37,124 g
Others (153) 0 0 0 0 i
Cash from Investing Activities (1,147) (1,084) (1,500) (1,300) (1,200) Financial Ratios 8
2017A 2018A 2019F 2020F 2021F L%
Net bank borrowings (4,135) 3,250 1,026 599 468 Gross margin 29.2% 27.4% 29.2% 29.3% 29.3% ;
Interest paid (251) (244) (275) (292) (302) Net margin 6.0% 6.9% 77% 7.8% 8.0% 2
Dividend paid (5,148) (5,700) (4,950) (4,318) (4,661) ROE 9.2% 12.6% 14.7% 16.3% 17.3% ©
Others (238) (186) (214) (246) (283) ROA 9.2% 12.6% 14.7% 16.2% 17.2%
Cash from Financing Activities 9,771) (2,880) (4,414) (4,257) (4,779) Net gearing NetCash  NetCash 3.5% 8.4% 9.9%
Net Changes in Cash (4,667) 1 (1,248) (1,810) (710)
Foreign Exchange Effect (392) 0 0 0 0
Cash at Beg of Year 13,001 7943 7,944 6,696 4,886
Cash at End of Year 7,943 7,944 6,696 4,886 4,176
Source: the Company, Guotai Junan International.
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GUOTAI JUNAN SECURITIES Chow Tai Fook Jewellery (01929 HK)

Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform MR Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT (02886 HK),CAM SCSMALLCAP (03157
HK),ZHENRO PPT (06158 HK),LINK HOLDINGS (08237 HK),GFI MSCI A I-R (CNY) (83156 HK),Guotai Junan and its group companies
do not hold equal to or more than 1% of the market capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

©  Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk

11 June 2018
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