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Getting ahead in the cloud

As a subsidiary of Inspur Group, Inspurinternational specialises in enterprise services, with a
focus on traditional environmental resource management (ERM) services to state-owned
enterprises (SOEs) and the transition to cloud services. The firm has four business [ines,
traditional’ ERM, cloud, outsourcing and: Internet of Things (lof) services. While ERM
accounts for the majority of revenue, cloud sevices tepresent Inspur’s primary focus and:
key growth driver. We forecast EPS of HKD0.23 in 198 (~20% YoY), HKDO.24 in 20 (-4% YoY),
and HKD0.28 in 21E (13% YoY), and detive a target price of HK$5.0, based on sum of the
parts, assigning 8x 19E PS to the cloud business, and 8x 19E PE to traditional and other
_business. With 43% upside, we initlate coverage with a BUY rating.

Building the Saa$ business. inspur's cloud deployment is progressing well, though a bit later
than that of Kingdee's. For large enterprises, Inspur launched partialGS Cloud products in
Sep 2018. In September-this-year, an all-cloud software as a setvice (Saa$) modiile for GS
Gloud will be released, that willintegrate Inspur’s offling GS products, to form private cloud,.
public cloud or hybrid cloud. Besides GS Cloud, PS Cloud is designed for smalCand medium-
sized enterprises (SMES). PS Cloud was released In Aprif2018 via a joint venture with Odoo,
a-well-known business softwate provider for SMEs in Europe, with Inspur holding a 75%
stake. For small and micro enterprises, Inspur offers the Byun onling product fine.

Cloud expansion. In 2018, 70% of cloud revenue was derived from ptivate cioud, which is

_based on a SaaS modelthat generates recurring revenue in addition to Implementation fees
for GS Cloud. For 198, we expectInspur’s cloud business to grow by 90% YoY. Management
expects the overall cloud business to account For 50% of revenue in 2023, with half
generated from GS Gloud, and 40%-plus derived from PS Gloud. We view PS cloud growth as
a major challenge for the company, as the proportion of medium-sized enterprises in the
traditional services business is low.

Valuation to improve. Saa$ companles are generally valued at high PS multiples. The stock
is trading at 312x tralling PE and 35x PE, with fittle emphasis on the value of the
cloud business as it only accounted:for 8% of revenue in 2018. We also note that of the
AK$193m In cdloud revenue, 70% Is derived from private cioud. With the expansion of the
cloud business and: higher proportion of recurring revenue, the company may be able to
enjoy a highervaluation.

Initiate with a BUY. We forecast EPS of HKD0.28 in 19E {-20% YoY), HKD0.24-in 20 (4%
YoY), and HKDO.28 in 21E {13% YoY). We expect the bottom line to drag due to the shift to
the cloud business. Based on sum of the parts, assigning 8x 19E PS to the cloud business,
and 8x 19E PE to traditional and othet business, we detive a target price of HKS5.0,
representing 21 19E PE or 2.5x 19E PB, or 21x 20E PE or 2.3x 20E PB. With 43% upsida, we
Iinitiate coverage with a BUYrating.
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Traditional ERP giant enters cloud

Backed by the state, nspur Group is one of the largest I companies in China. The group’s
_business covers four business lines, wmzmmmm,mm smart city
and smart enterprise, with solutions ranging from Infrastructure as a Setvice (laas),

as a Service {PaaS) to SaaS.

Gurrently, the Inspur Group has three listed companies Inspur Electronic Information
{000977:CH), Inspur Software (800756:CH) and Inspur International (596:HK). Tnspur has a
unique presence in China's IT industry asfts business covers both hardware and software.
Inspur Electronic Information covers mainly hardware services with the-majority of revenue
derived from server and microcomputer sales. its sales scale for server vanks 3vd globally
and 1st in China. Inspur Electronic information recorded tobust growth in 2018 with
tevenue of Rmb46.9bn, up 84% YoY. Inspur Software and Inspur International are mainly
involved with software services, with the latter mainly oriented to enterprise services
‘whereas Inspur- Saftware mainly sells government solutions. The group is trying to make
software, especially in areas related to cloud serviges, its new growth driver, and planning
an IPO for inspur Cloud.

Subsidiaries Status Ticker Shatehiolding by Group (2018) Major Business

Insp Electronic Tnformation Usted 000977 CH $7.80% Hadware: server & miciocomputers

nspue Software Wsted 600758 CH. 19.10% Govgrament solstions: softwarg and pystem.integtation.
nspus intevnational Usted  B96EK 5A.60%" ERM (offine 8, tloud) to SOEs énd openmasket

Toppue Qlood: PO plang EY'Y 100% GioudTass

Shandong Huaguang Optoelectionis  Dellsted. 888357 CH. 50.98% Uéser Diode prodixcts

Source; Gompany, SWS Research.
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The Inspur-Group currently has a 55% stake In Inspur International, increasing its holding
From 20%-plus to 55% in August 2017 and paying a 30%-plus price premium. The group
intended to_focus more on software development when its hardware sold well and the
company enjoyed a large market share. We expect continued: support from SOE and:
government related-resources backed by group.

Shan Dong SASAC

Inspur Software Group

37.8% 19.1% 54.9%
Inspur Electronic Inspur
Information International
(00977 52) (596 HK)

Sourge:Annualveport; SWS Resgarch

According to an IDC vepart, Inpur International ranked 5¢h. in Ghina’s enterptise Tesource
planning (ERP) market, after SAP, Oracie, Yonyou and Kingdee in 2H17. According to GCID
data, company ranked 1st in a niche ERM market for very large enterprises in Ghina for 16
consecutive years, and 2nd in enterprise application software market. Gustomer's of Inspur.
International are mostly state-owned enterprises as well.

With the rapid development of the cloud industry-in recent yeats, cloud services have begun
to mature. We've seen qualitative change in the cloud market, with cllents becoming more

Inspur Software
(600756.SH)
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active. As the acquisition cost for new customers declines, the 1aaS to SaaS market is
entering a period of rapid growth, and the pace of monetisation willacceferate.

According to marRet research data from Canalys, the global cloud market reached USS80bn
in 2018, up 46.5% YoY. Data from the Ghina Ministry of industry and Information
Technology also shows that China's cloud computing industry maintained an annualgrowth
rate of 30% in Tecent years. According to Jiazl Research, 7.6% of CiOs of technology
companies warldwide plan to-increase spending on Saa$ produdts, ranking second on the
list of new IT spending. IDG's report an the Chinese public cioud Saa$ market also points out
that the Chinese SaaS market grew elght times faster than the traditional” application
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Boutce:1DG, SWS Research

laaS public clouds have a domestic penetration rate of only 10%-plus, compared with 30-
40% in the United States. SaaS is established on the basis of [3aS, and increased [aaS

penetration will further stimulate the development of SaaS. Saa$ is growing in China, and.
the market size will rise gradually with the Increase In penetration rate.

:laad ponetration
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30% -
25% -
20% -
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m_
m_

China I us
Source: AWS, SWS Reseaich.

We can also see that in the primary-market, entetprise services businesses have attracted:
considerable investment In vecent years. Tn 2018, number of investments in enterprise
services veached 1,087, of which-most ave SaaS velated, surpassing the investment amount
of all the other matkets.
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The acceptance of the coud market has expanded from SMES to [arge enterprises, as
initially large enterprises were concerned about data security-and data transmission speed.
The birth of the cloudTowers the threshold for SMEs, and acceptance Is generally faster: The
latest data show that enterprise level Saa$ services are rapidly penetrating [arge enterprises.
In 2016, the peak number of existing users that had used SaaS and potential users who
intended to purchase SaaS within one year, appeared in small and micro enterprises with
51-200 employees. However, in 2017, the peak value of existing users and potential users
shifted to SMEs with 201-500 users and 501-1,000 users, accounting for 57.2% of the total.

3.50% 7.50%

8.30%

22.20%
35% 23.60%
Super Large Large Enterprise  Med Enterprise Min Enterprise SMB (51-200 Entry (<50
Enterprise (>2000 (1001-2000 (501-1000 (201-500 employees) employees)
employees) employees) employees) employees)

= 2016 2017
Source: 1T orénge, SWS Research

We believe that the-market is far from saturated. Kingdee enjoys a leading matket share in
Chinese SMEs, with-its Cloud Gakaxy product reaching 9,500 customers by end-2018, while
there are hundreds of SME enterprises that sll could be penetrated domestically. The
penetration of cloud business in large enterpriseis just beginning to take root, with most
_beginning with-private cloud or single cloud modules-in a subsidiary.

Inspurs cloud deployment has lagged Kingdee's. For large enterprises, Tnspur Bunched:
partial GS Cloud products, Telsased in Apeil 2019. In September this year, an all-cloud Ssas
module for GS Cloud will De Teleased. This product cooperates with Inspur's offling GS
products, to form private cloud, public cloud ot ybrid cloud. Besides GS Cloud, PS Cloud is
designed for SMEs. 1t was released in April 2018, via a joint venture with Odoo, with Inspup
holding 75%. For small and micro enterprises, Inspur offers the Eyun online product line.

Please refer to the last page for Important disclosures Page4
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From the perspective of offline ERM revenue, GS products account for more than 90% of
total revenue. PS 365-is a transitional product from traditional to cioud. The number of GS
traditional customers wmnﬁymkﬁo, and the unltpﬂoefotma]onammq: is c.Rmb5Sm.
SOEs accounted for a high proportion of customers. Lastyeat, through the acquisition of
Tlanyuan, the company enihanced its services In the telecom sector.
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Source: Company, SWS Resedrch

Management expects the ovetalicloud business to account for 50% of revenue in 2028, with
half generated from GS Gloud, and 40%-plus derived from PS Cloud. We view thls as a major
challenge for the company, as the proportion of medium-sized enterprises In the traditional
services businessis low.

GS Cloud
25%
Tradition& Others
50% Cloud 50%
PS Cloud
20%

Eyun
5%
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GS Cloud

In 2018, 70% of cloud revenue was derived from GS Cloud, which [agged Kingdee’s August
2018 release of Cloud Gosmic. Inspur released GS Cloud on Sep 2018 and intends to release
a full Saa$ version of GS Gloud by September 2019. Whether to choose a SaaS module or
traditional ERP system, or amix depends on the demand of client.

Travel

Cloud iGo Cloud

Financial Share Service;
Treasury HR Share Serivce; e

HCM Cloud Supply China Smart Factory;
Digital Marketing
Financial Tax Cloud
Cloud
Source: Gompsny; SWS Research

Within a Saa$ product for large enterprise, there are many modules with specific functions,
such as human vesource cloud {HCM cloud), travel cloud, sales cloud, tax ¢loud, OA cloud;,
purchasing cioud: etc. These value-add modules can be deployed albngsida existing ERP
systems, compatible with its core ERP system in financial share setvices, treasury HK share
service, supply China smart factory and digital marketing. Among all the modules, HGM
cloud for GS Gloud Is the most competitive {mostly subscribed), accounting for a third of GS

Personnel Cloud 79 Core patents

Payroll Cloud

Attendance Cloud

Training Cloud
Recruitment Cloud

Appraisal Cloud
\ Self Service Cloud )
Source: Compdny, SWS Resarch
OA Gloud ranks secondin terms of numbers of subscribers, tanking 814 In the hinese Seas

OA market with a 5.5% matket share in 2H18, according to IDC. Other key modules for GS
Cloud ave purchasing cloud and travel cioud.

Please refer to the last page for Important disclosures Page 6
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Others
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Source:1DG

The monetisation model for GS Cloud is the same as the other cloud business,
implementation Fees plus the recurring annual fees. The average price pet enterprise of GS
Gloud was c.Rmb800K In 2018, of which c.83% Is recurring, generally consistent with the
industry-Jevel. The number of customers has exceeded 290, among which ¢.60% are new
customers and 40% are old customers. New customers are predominately SOEs.

Newclients
40%

From traditional
60%

Source: Compsny, SWS Ressach

WQmmwmmot&MWﬁuumwdbg
emterprises, some modules will be gradually transferred to the cloud version
implementation. Therefore, the development of GS Cloud may negatively impact
incremental revenue for the GS traditional business, and'we estimate that over three years
the traditional business will contract.

PS Cloud & Eyun

1n April 2018, the company collaborated with Odoo and jointly established a joint venture in.
China, focusing on the development of SaaS service business for SMEs, with Inspurholding a
75% stake. According to the cooperation agreement, the joint venture company provides
Saa$ setvices forSMEs. The JV launchied an open source ERP product - PS Gloud, which
provides a varlety of applications covering Integrated R&D, industrial’ chain integration,
intélfigent manufacturing, financial sharing, humanresource management, digitalmarketing,
etc. It aims to provide a one-stop solution for SME SaaS demand, and build a new SaaS

Odoo is a-wellknown software provider for SMEs in Europe, with mature cloud ERP and
Saa$ products. Odoo has the highest market share in ERP software in Europe. With 950

Page7
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partners, Odoo provides complete enterprise management solutions to over 8.7 million
software users woritiwide. Odoo has officially released more than 100 standard function
modules, with an additional ¢.2,000 modules provided by the Open Object Gommunity. The
software is ¢.70% similar in functionality to SAP, but 40% less code. The advantage of Odoo
is that enterprises can build their own desired system, or use Odoo's underiying framework:

Another advantage of open source code Is that it s free with unrestricted user numbers.
Odoo's main modules include sales, procurement, inventory, finance, production, project
management, customer relationship management {CRM), point of sale (POS), buman
resources, vehicle management, etc. The App contains more than 5,000 modules, which can
be matched ‘with customised open source software in line with specific enterprise
requirements, and can be integrated with existing systems to provide enterprises with
integrated solutions.

0Odoo operated-in China independently for 7-8 years with little reputation in the market due
to #ts lack of knowladge for local practices in China. The cooperation with mspur
Intemational provides the company with localisation resources and business connections for
expanding in China. Odoo’s mature platform also provides Inspur International with PaaS
knowhow, which has helped to bridge the gap with Kingdee. The two parties have a three-
year deal where If Inspur International"achleves its three-year targeted goal; It will become
0Odoo’s sole partnerin China, and management is confident with its progress so far.

PS Cloud-s a duplication of Odoo’s PaaS. It contains 56 standard applications, 800 business
components and industry modules as wellas 12,000 third-party plugins. The most popular
modules relate to accounting and sales. Inspur’s PS Cloud PaaS has already caught
the industry’s attention in China as the first open source ERM platform, attracting more
programmers and communities to develop their own modules and functions. The [arger the
ecosystem of third-party plugins, modules or applications, the farger the impact of PS Gloud
in theindustry.

3 5 landard apg

EEREEER

website e-commerce blog appointment forum  siides live chat

A party prag-in:

PR

e

inventory purchase

project  time  service
forecast _sheets  center

barcode project

cost accounting invoicing  fixed
finance  accounting
9 tracking center management _asset

qQuality

manufacture repair  maintain  PLM
management
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Saa$ Is more expensive compared to Its alternatives, but is gaining share due to Its fiexibility,
securlty and sales and distribution channels. Opensourced products enjoy a natural
advantagein a figxible development environment, as well as data security based on visible

We believe Inspur’s differentiation strategy is effective in the SME ERP matket. By the end:
of 2018, PS Cloud has more than 300 SME customers with an-ASP of c.Rmb8OK. Distribution.
is the main safes and promotion-method for PS Cloud. The modules within the first PS Cloud"
launched Tast year-are more based around a standard Saa$ platform. In late 2019, the
company is expected to Jaunch a.new, customisable PaaS version.

Eyun online is targeted at small and micro companies with Jess than 100 employees.

Modules are all standardised, and are focused on accounting cloud and purchase-sale-stock
‘management. Eyun has accumulated 40R-plus customers with an ASP of Rmb700-800.

Page8
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We believe that PS Cloud is the key area for the company when to the cloud.
The company has deep refationships with large enterprises, it isnot to expand from
GS traditional products to online cloud, but the incremental driver-for cioud stems from PS
Gloud, which will generate more SME customers for the company. We believe whether PS
Cloud can achieve the develbpment goal is the most important measurement standard of
Inspur Intemational in the future. The target of 50% cloud revenuein 2023 will require PS
Cloud to post a Cagr of 82% from 2018.

1,400 4 ([HKSm))
1,200 -
1,000 -

800 - Cagr 82%

600 -

400 -

200 -

0 E—

2018 2023€

Source; Gompsny; SWS Reseach

‘While Inspur’s PS Gloud product line is not as mature as Kingdee Cloud ot Yonyou Cloud, the
company provides an open source Paa$S platform with a wide coverage of Saa$ applications.
Fowever, In our view the flexibility of an open source ERP system Is adeguate to meet the
demands of most enterprises. At the same time, the company’s strong velationships with
local governments offerit a solid base on-which to expand sales channels.

We note that in 2017, Inspur had the Targest share of China’s govement cioud services,
taking 18.7% of the- market. The Inspur Group was included on 14 provingial lists and 13 city>
levellists for local enterprises to migrate to cloud services.

The market is very competitive with Allbaba, Tencent and Huawel all working with the
government to facilitate cloud transformation. However, the CEO of Inspur Group is
confident on the company’s government cloud business as he believes that the key
advantage here is not code or tech, but an understanding of government needs and well-
executed Iimplementation, which is a strength for Inspur companies as the company has
accumulated its experience with government and SOEs formore than 30 years.

Excluding subsidies, cllents for PS Gloud still need to pay 70%, and the firm targets
affordable cloud business, instead to focusing on subsidies by distributing free products to
small companies. However, the company may face same cash flow pressure when subsidies
arqremoved.

mmwmwmaﬁmmmm»ﬁmw
outsourcing and Internet of Things {loT) solutions. The outsourcing business was acguired:in
2008 and currently 40% of orders are from Microsoft, and 50% ate from the domestic
market. The company has no intention to expand this patt of the business, and plans to
convert it into big data services for enterprisesin the future. The loT solutions business was
mainly provided to the agricultural industry and the communications-industty, a hardware
selling unit to meet the needs for clients that requires a complete soliution {software &
Ahardware). The gross margin for loT is stable at c.10%.

Earnings outlook & valuation

‘We forecast 90% YoY growth for the cloud business and 10% YoY growth for the traditional’
ERM business in 2019E. We expect a moderate growth for the ToT business for hatdware

Page9
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gross margins, 1oT with c.30% gross margin and outsourcing at Just c.31%. As the product
mix shifts towands the cloud business, gross margin will Improve gradually from 88% in 2018

to 89% in 198 and 50%:n 23E.
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Source:AnnualReports, SWS Research-
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2017 2018 2019E 2020E 2021E
B Administrative expenses Selling and distribution expenses
Source:AnnualReports, SWS Research

We forecast 19E adjusted net profit of HKD264m (-18% YoY, dacline due to-much less from
ghare of profit from assoclate in 19E), 20€ M¢m2m¢xrmmmpm&
HKD314m (#13% YoY). Profit growth is moderate due to the development required for the

company’s clioud business.

Page 11
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A sum of the part valuation [SOTP) is more appropriate for-the company given the transition
into a cloud business. We assign 8x PE for the traditional business, 8x PS for the cloud
business, and arrive at a target price of HK$5.0, representing 21x 19E PE or 2.5x 19E PB, or
21x 20E PE or 2.3x 20E PB.
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Base Véuation greing
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Ciovd 367 8 £987 90% 2643 23
Torget price 50
Source: SWS Reserch

‘We contrast the company’s valuation with other Chinese TMT software stocks like Kingdee
100268 HK) and Yongyou {600588:CH). Kingdee is valued at over 12x PS for Its cloud business
and 10x PE for traditional, while Yongyou enjoys a higher valuation due to A-share
premiums. We consider a 20% discount to Kingdee as fair as inspur Internationalis a

lower in the ERP cloud sector but enjoys a higher pace of growth a relatively low
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Source: Bloomberg, SWS Research
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Tradiogeurtency Matketcop(bn) Grossmargin  A9EPE

“HKD 265 817 1] fos 39 36
CHN 884 618 g m 6 v
Uso 19 " 6.7 59
uso L Vs fo.s 141 85 169 na
osD 195 818 12650 8528 879 us
HED 8ss 598 518 257 89 66
“HKD 7.66 2158 na. na. 16 179
7V} 22659 82 ny ns
HKD s8¢ ] 1 ] a2 % o

With 43% upside to our target price, we initiate coverage of inspur International with a BUY
Yating.
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Appendix 1: Ownership structure

Shareholdet Numberof held %
Inspue Group Limited nﬁn& 5%
Tsput Overseas lovestment iimited 728,278,000 se%
“Tnspwe Gloud Gomputing invesymernt timived 198,404,288 %
Wang YuXun 8,396,000 %
z:’u” 1,188,920,731 1?::
Source: SWS Research

On October 16, 2018, company issued 30m shares option {2.6% of total shares outstanding
currently) to management team, of which 7.8m were granted to directors and the remaining
-‘were granted to certain management of technical and business division of the company-with

Directors & senior management

Mr. Wang Xingshan, aged 54, is the chalrman of the Board, expert in special government grants
from the State Councll, Taishan Scholaz, a management accounting advisor of the Ministry of
Ffinance and a member of management accounting lsader think-tank-in North Asia. Mr. Wang
graduated in Xi’ an Jiaotong University with a Master degree in Computational Mathematics in
1987. In early 1990, Mr. Wang as a visiting scholar conducted tesearch relating to corporite
managemert and softwate engineering in the Japan Productivity Geriter. Mr. Wang had worked
Inseveral departments of Inspur Group. Mr. Wang Bas attained over 30 years” experience in the
operation and management of the IT industry in Ghina, particulary in the field of software and T
service, and has been devoted to the innovation of ERP technology and Innovation of
management, which has led the Gompany to move towards its transformation to the leading
cioud service providerin China. As a result of his outstanding achievement,-he has been granted:

“Young and Middle-Aged Expert of Outstanding Gontribution of Shandong Province™.

Mr. Lee Eric Kong, aged 50, Is the chief executive officer {"CEG"), bas over 25 years of
experience In IT business. He first obtained a Master of Electrical Engineering from
Eindhoven University of Technology, Netherlands, in 1998. For-about 9 years, Eric has held:
technical, marketing and business development and business management positions in.
AT&T Network Systems International and Gucent Technologles in Europe, People’s Republic
of China (*PRC”), Australia, Philippines and Malaysia. During his time with Lucent
Technologies, Eric received full sponsarship from the aforesaid companyin 1997 to attend a
fulltime MBA program of INSEAD In France. Eric [ater joined Oracle Corporation as client
director for the Asia Pacific Enterprise Accounts Division. He joined: Inspur in 2004 as
investor, co-founder and GO0, promoted to President & CEO of the Group’s outsourcing
start-up In the following year. He successtully bullt the business from practically zero to one
of the PRC’s top five outsourcing firm servicing domestic and international markets. He
vesigned in October 2018 and on 1.August 2017, he was appointed as an executive director,
President and Chief Operation Officer of Inspurinternational, as wellas President and Chief
Operation Officer of Inspur Genersoft Co., Ltd {a subsidiary of the Inspur International). On.
17 August 2018, he was appointed as chief executive director of tnsput International Limited.

MY, Jin Xiaozhou, Joe, aged 57, has obtained a bachelot degree in Space Physics at Peking
University, a master degree in Electrical Engineering at the Institute of Electronics, Chinese
Academy of Sciences, amaster degree in Elactronics, Computer and Systematic Engineering
at Boston University. He is currently a general manager of Tnspur Worldwide Services
Limited (Inspur Worldwide’), a subsidiary of the Gompany and is in charge of the Gompany’s
intemational outsourcing business. Mr. Jin has 30 years of velevant experiences in the 1.1.
business sector, principally-in charge of risk investment, designing and planning, and
managing development.
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Mr. Dong Railong, aged 41, a non-executive Director, Mr: Dong graduated from Southwest
liaotong University with a Bachelor degree In Telacommunication Engineering in 1999. Mr.
Dongjoined the Gompany in 2002.

Mr. Wong Lit Chor, Alexis, aged 60, an independent non-executive Director, graduated from
University of Tororto, Canada, in 1981 with Bachelor of Arts majoring in economics and
commerce and has obtained a master of Business administration degree from The Chinese
University of Hong Kong in 1987. He has over 80 years of banking, investment, corporate
finance and securities dealing experience gained by wotking as a senior executive in a
number of listed local and PRC financial setvices companies. Mr. Wong is also an
independent non-executive director of one company listed on the Main Board of the Stock
Exchange of Hong Kong.

Ms. Zhang Ruijun, aged 57, an independent non-executive Director, graduated from the
School of Business of Renmin University of China with a PhD degree-in management studies
in 2002. Ms. Zhang is currently a Professot of Finance and a PhD supervisor in the Schoolof
Business of Renmin University of China, and she is engaged: in research on IT and
Management Integrations of Enterprise Group Control Strategy, Enterprise Group Fund
‘Management and Financial Resources, and Enterprise Risk Management.

Mr. Ding Xianggian, age 57, Is currently a supervisor of doctorate degree and a chief
‘manager at Ocean University of Ghina. He had held and participated in over 50 national and
provingial lectures, participated in over 30 informatization building projects in large
enterprises and has recelved and obtained 9 provincial technology award and 21 national
patent rights. Mr. Ding has also published over 60 academic articies of relevant areas and 3

Mr. Zhang Yuxin, aged 43, Is the chief financial officer, graduated from Northeastern
University and obtalned his bachelor's degree in accounting In 1999. Mr. Zhang graduated
Jrom the Shandong University and obtained his master’s degree in business administration.
in 2013. Prior to his appointment as the CFO of the Gompany, Mr. Zhang has been working
as accounting manager of Inspur Group Limited, manager of the financial department of
“Bricsson [nspur Wireless Technology Co., 1td”, general-manager of the financial planning
department of “Inspur General'Software Co., Ltd", and vice president of the Company.

Ms. Ghan Wing, aged 48, company secretary of the Gompany. She is a fellow member of The
Hong Kong Institute of Certitied Public Accountants, a member-of ICAEW and the Chinese
Institute of Certified Public Accountants respectively. Ms Chan joined the Group-in 2008.

Mr. Zoubo, aged 40, is the authorised representative and joint company secretary. Mt. Zou

-was graduated from Huazhong University of Science and Technology with a bachelor degree
{inmanagement and law in 2001. Mr. Zou joined the Group in 2006.
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Consolidated Income Statement

Appendix 2

J S*‘»Ns 24 June 2019

314
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HKDm
Revenue
Cost of Seles

Gross Profi

Gengral and'

#d). EBITDA

#d}. BBIT

Hinance Costs

Profis befove tax:
{ncome tax expense
adj. Profit sttributsble

mmoo.uﬁomm.om.omﬂmmm
MMOOOﬂOMWOWOW%mmm
mmooomommomﬂm\%mmm

Ww“uéa..WMﬁ#ﬁowammm

Wmaﬁiﬂﬂﬁﬂﬂwuowmmm

Plus: Depr. andamontisation
Change in working capital

CF from operating activities

CF from Investing activities
Dividend and interest paid’

CF from financing activities

Net cash flow

Sources SWS Reseatch
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2017
0.13
0.3
0.07
0.08
178
say
833
3547
oo
9.68
68.95
13242
53.30
1.09
0.5%
1268
o
2654
1.96
118
10.13

T¥ade and other receivabins

Cutrent Assets
Bank Bélances and cash
Other current assets
peae
“Tntangible and other sssets
Yotal Assets
Current lisbillties
Trade and other payabins
Other turrent liabilities
Long-term Gabilivies
Sharshokder Equity
Share Gapital
Resgrves
Yotal Lisbilities and equity
Key Financial Ratios
Ratios per share (HKD)
Operating O per shave
Dividend pev share
Net assets per shave
Key Operating Ratios (%)
Gross profit margin
Valuation Ratios (x)
PLE
oB
EV/Saly
EV/Ebitda

Minovity Interests
Source: SWS Research
Sourge: SWS Reseatch
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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

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 Assoclation 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 ShenwanHongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission.

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 affiliates of the Company may hold or trade the investment targets mentioned in this report in accordance with the law, and may also provide or seek
to provide investment banking services for these targets.

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 sixmonths after the release of thisreport,
‘'we define the terms as follows:

BUY: Share price performance 1s 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
Tepart, 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 thelr actual situation,
such as their portfollo 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.
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Disclaimer:

This report is to be used solely by the clients of SWS Research Co, Ltd. (subsidiary of ShenwanHongyuan Securities, hereinafter referred to as the
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report. 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. Save and
except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the Haison who shall not provide any consulting
services.

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 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.

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 drcumstances shall the
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.

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 thisreport shall be copled, photocopied, replicated or redistributed to any other person in any form by
any means, or beused in any other ways which will infringe upon the copyrights of the Company. All the trademarks, servicemarks and marks used herein
are trademarks, service marks or marks of the Company, andno one shall have the right touse them at any circumstances without the prior consent of the
Campany.

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

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 SF0).

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 Financlal Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (i) are persons falling
wlmmmz)(a)wmwmw«mmumdmmmamommmmwmmedws
“Relevant Persons”). This is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this
doamoruvofhm

Distribution in Singapore

If distributed in Singapore, this reportis 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

reciplents of the report are to contact the Singapore office of ShenwanHongyuan 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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