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Asialnfo Technologies
A non-hardware beneficiary of the 5G roll-out

= We maintain the view that the telecom non-hardware sub-segment will be another
beneficiary of 5G development. As a major telecom software provider, we also believe
that Asialnfo Technologies (Asialnfo) will be a major beneficiary of the 5G roll-out.

m Through participation in network function virtualization projects, Asialnfo will become
an early CAPEX name.

m Asialnfo can leverage its product portfolio and business relationship with telecom
operators to develop its data-driven business, which should create medium- to long-
term growth for Asialnfo.

m Based on market consensus, Asialnfo is trading at 11.0x 2019 PER and 9.4x 2020
PER, which doesn’t look expensive compared with other HK-listed IT services names
and 5G hardware names.

m We share the view that the low trading liquidity is a concern to some investors, but we
believe this may offer a good revisit opportunity for investors who are looking for non-
hardware exposure to the 5G theme.

A leading player in the telecom non-hardware segment

Asialnfo is the largest telecom software product and related services (BSS+OSS+MSS)
provider in China, with a market share of 25.3% in terms of revenue in 2017. In terms of
BSS, Asialnfo has about a 50% market share. Asialnfo has diversified from the telecom
industry and extended its reach to the cable TV, postal and financial services industries,
and made some significant breakthroughs in 2018. Asialnfo classifies its software
business into: a) software products and related services; and b) data-driven operation
services and others. Asialnfo was listed on the HKEX in Dec 2018, issuing 85,652,000
shares for an IPO price of HK$10.54 per share. Asialnfo’s current price is about 12.4%
lower than the IPO price.

Historical financial figures

Asialnfo’s revenue from its software business increased to RMB5,192.0m, up 7.6% YoY.
Asialnfo’s net profit decreased to RMB204.2m, down 39.1% YoY. The YoY drop in net
profit in 2018 was mainly due to: a) an RMB104.5m FX loss in 2018 vs. RMB84.02m FX
gains in 2017; b) listing expenses of RMB54.1m in 2018 vs. RMB30.1m in 2017; and c)
higher share-based compensation expenses. According to Asialnfo, the Company’s
adjusted net profit was RMB602.2m, up 29.9% YoY. Asialnfo’s turnover grew at CAGR of
3.0% in 2015-2018, which was mainly due to the end of the 4G CAPEX cycle.
Asialnfo reported operating cash flow of RMB583.3m in 2018, up 14.3% YoY from
RMB510.4m in 2017. Based on our understanding, Asialnfo will take measures to
minimize the potential impact of unfavourable FX movements. We believe that FX
movements will not have a major impact on Asialnfo’s P&L in 2019 and 2020.

Telecom non-hardware segment another 5G beneficiary

In the 5G era, non-hardware companies will also benefit from demand for systems
upgrades and transformation. Network slicing is a typical function in the 5G era that will
provide an opportunity for the telecom non-hardware industry. It is expected that telecom
operators will charge 5G tariffs in a multi-dimensional mode. For example, telecom
operators could charge the 5G tariff by data speed/broadband, by function/network
slicing, or by time delay. These new solutions will provide great opportunities for the
telecom non-hardware industry. According our discussion with Asialnfo, network
functions virtualization will be required in 5G to provide new functions and applications.
The network functions virtualization project offers an opportunity for Asialnfo to become
an early CAPEX cycle name. Telecom software systems, especially network functions
virtualization, are extremely complex and have high entry barriers. We believe that
Asialnfo will maintain its leading position in BSS and that network functions virtualization
projects offer upside.

Key Financials

(in RMB m) 2017

2018 2019E 2020E

Revenue 4,948.3 5,211.0 5,699.0 6,284.0
Gross Profit 1,670.4 1,882.6 2,090.1 2,314.3

Gross Margin 2% 33.8 36.1 36.7 36.8
Net Profit 328.8 204.1 438.3 535.3

Net Margin % 6.6 3.9 7.7 8.5
EPS (Basic) 0.53 0.32 0.72 0.84
ROE (%) 11.8 6.5 12.3 13.7
Dividend Yield (%6) n.a. n.a. 2.95 3.84
PER (x) 14.50 25.33 11.04 9.40
PBR (X) n.a. 1.81 1.65 1.46
Capex (m) (10.3) (65.2) (79.1) (77.4)
Free cash flow (m) 436.8 461.7 918.8 574.7
Net cash/(net debt) (m) (293.1) 115.7 596.0 922.0
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Non-telecom segment also a growth driver

Asialnfo is actively increasing its market share in the non-telecom large enterprise
segment by providing support services to large enterprises for business
transformation and data-driven operating services by leveraging the Company’s in-
depth knowledge and understanding of the telecommunications market, previous
skills and techniques in project management, and rich telecom-grade software
products. Asialnfo has focused on related industries, such as the postal, cable TV,
banking, insurance, power grid and automobile industries, and has collaborated with
large enterprises in these industries, such as launching CRM systems for China Life
Property and Casualty Insurance Company Limited and PICC Life Insurance
Company Limited, and entering the power grid industry to become a strategic partner
of State Grid.

Data-driven business model offers medium- to long-term growth
opportunities

With the boom in the digital economy, driven by intergenerational innovation and
converging applications of current information communication technology, there is
rising demand from enterprises in various sectors for data-driven operation services to
add value from existing customers, attract new customers, and explore new business
opportunities. These enterprises are actively seeking collaboration with enterprise
software product and service providers with strong data analytics and service
capabilities and extensive industry know-how. According to a Frost & Sullivan Report,
the market size of China’s data-driven operation service market by revenue will
experience strong growth in the future, with an expected CAGR of 14.7% from 2018
to 2022, reaching RMB138.3bn in 2022. Asialnfo has developed hundreds of
advanced models and algorithms based on big data and artificial intelligence. The
Company has leveraged its strong data analyzing capability, over 100 industry data
mining calculation methods and models, as well as an in-depth understanding of the
operating environment and key points of its customers’ business, to provide SaaS
scenario-driven operation services to customers in different industries. In 2018,
Asialnfo’s data-driven operation services business reported revenue of RMB82.5m,
double that in 2017. Asialnfo’s data-driven services have gained high recognition from
operators and customers in the finance, automobile and public utilities industries.

Figure 1: Asialnfo’s turnover breakdown in 2018
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Figure 2: R&D expenses as a % of total turnover in 2015-2018
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Figure 3: 5G supply chain
Busi hai
Telecom Rusiness Supply Chain China Mobile 09411
[~ Asialnfo [1675.HK] China Unicom [0762.HK] Operators
Huawei [unlisted] China Telecom [0728.HK]

Neusoft [600718.CH]
CCS [0552.HK]
Si-Tech Info [300608.CH]

Whale Cloud [unlisted] China Broadcasting Network [unlisted] .
Shenzhen Tianyuan DIC Info [300047.CH] China Tower [0788.HK]

CCS [0552.HK] Hengtong [600487.CH]

GuoChuang [300520.CH] Design, construction, Runjian Communication [002929.CH] ~ ZhongTongGuoMai [603559.CH]
BOCO Inter-Telecom [600289.CH] 0 Eastone Century [300310.CH] JLU Com Design [300597.CH]
DC Holdings [861.HK] and maintenance Huaxing Chuangye [300025.CH] China U-Ton [6168.HK]
- Super Telecom [603322.CH] Inspur [0596.HK]

Optical

Wireless

Huawei [unlisted] Huawei [unlisted]
Optical Networks Nokia [NOKIA.FH] ZTE [0763.HK] Wireless System
) Ciena [CIEN.US] Ericsson [ERIC.US] )
Equipment Manufacturer ZTE [0763.HK] Nokia [NOK.US] (Base Station)
Optical Fiber Cable Fiberhome [600498.CH] Datang Telecom [600198.CH]

Corning [GLW.US]
YOFC [6869.HK]
Hengtong [600487.CH] Radio Frequency (RF) System
Furukawa Electric [5801.JP]
Fiberhome [600498.CH]
Futong [unlisted] . A
Futong Xinmao [000836.CH] Active Passive
Prysmian [PRY.IM]
Sumitomo Electric [5802.JP] &
Zhongtian Tech [600522.CH] RF subsystem Antenna & Feeder System
Fujikura [5803.JP] I
Tongding Inter [002491.CH] —e Filter
S0 tnformation 1000070.CH) Fingu Electronic [002194.CH] l ]
) ey Antenna Feeder
Potevio Fasten [unlisted] Tat Fook [300134.CH]
Tongguang [300265.CH] GrenTech [GRRF.US] Huawei [unlisted] Trigiant [1300.HK]
ng 11-VI [IIVI.US] !
Trigiant [1300.HK] Finisar [FNSR.US] MOBI [0947.HK] Comba Telecom [2342.HK] Hengm_n Tech [1085.HK]
Nanfang Communication [1617.HK] ) Dongshan Precision [002384.CH] CommScope [COMM.US] Zhongtian Tech [600522.CH]
Broadcom [AVGO.US] . L Tongyu [002792.CH] Fiberhome [600498.CH]
Chunxing Precision [002547.CH] "
Ontical Fiber Pref Lumentum [LITE.US] Cangin El R Jisted MOBI [0947.HK] Futong Showa [unlisted]
[SCEE ISP A oA Accelink [002281.CH] angin Electronic [unlisted] Shenglu [002446.CH] Tongding Inter [002491.CH]
AAOI [AAOIUS : li YOFC [6869.HK]
YOF.C [6869.HK] L : 1 —e Power Amplifier Jlanbotpng [u.n isted] Wutong Holding [300292.CH]
Corning [GLW.US] NeoPhotonics [NPTN.US] Kathrein [unlisted] Hansen Tech [unlisted]
Prysmian [PRY.IM] Sumitomo Electric [5802.JP] Qorvo [QRVO.US] Hongxin ComTech [unlisted] Lianchuang Optoele [600363.CH]
Shin-Etsu Chemical Co Ltd [4063.JP] Fujikura [5803.JP] Skyworks [SWKS.US] Amphenql [APH.US]
Furukawa Electric [5801.JP] Furukawa Electric [5801.JP] Broadcom [AVGO.US] RFS [unlisted]
Sumitomo Electric [5802.JP] Hisense Broadband [unlisted] Sanan Optoelectronics [600703.CH]
Hengtong [600487.CH] Zhongji InnoLight [300308.HK] Haite High-tech [002023.CH]
Fujikura [5803.JP] O-Net [0877.HK]
Zhongtian Tech [600522.CH] Acacia [ACIA.US] —1 PCB
Tongding Interconnection [002491.CH] Raycus Fiber Laser [300747.CH] Shennan Circuits [002916.CH]
Sumitomo Electric Industries [5802.0P] JDSU [IDSU.US] WUS Printed Circuit [002463.CH]
FUJIKURA [5803.0P] FIT Hon Teng [6088.HK] Fastprint Circuit [002436.CH]

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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