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Strong 1HFY19 Results to Weaken in 2HFY19, Maintain

"Accumulate"
20190 4F LB AENLSisRs), HafE NHERS, iR “ gk

° Chow Tai Fook’s 1HFY19 shareholders’ profit increased by 8.8% YoY

to HK$1,936 million. Total revenue rose 20.0% YoY to HK$29,703 million. Rating: Accumulate

SSS was up 4.9% YoY and 24.4% YoY in mainland China and Hong Kong

and Macau, respectively. Adjusted gross margin dropped 0.6 ppts YoY, s Wtk

mainly due to higher proportion of sales of gold products and wholesale,

while core operating margin improved by 0.4 ppts YoY thanks to operation

leverage. The Company recorded foreign exchange loss of HK$326 million 6-18m TP Hirth: HK$8.52

which thus eroded net profit. The Company proposed interim dividend of

HK$0.15 per share, implying payout ratio of 77.5%.

Share price HK$6.600

. Expect weaker 2HFY19 growth but the Company will accelerate in POS

expansion in mainland China. In Oct. and Nov. the Company’s SSSG

slowed, flat in Hong Kong and Macau and negative single-digit percentage Stock performance

in mainland China. We expect the trend to continue considering the high e R

base and adverse market sentiment in 2HFY19. However, we believe that 00 T e

the Company’s expansion plan may partly offset SSSG slowdown and we

think the negative impacts have been priced in already. 0T
° Reiterate investment rating as "Accumulate" but revise down TP to 200 1

HK$8.52. The Company’s stock price is trading at around 13.9x FY19 PER, oo &

a relatively low valuation in our view. We believe that the Company is

undervalued and the Company’s high dividend payout policy makes the 0.0 o

Company a relatively high defensive investment. We lower our earnings

forecasts; the new TP is equal to 19.0x FY19 PER and 17.3x FY20 PER. aeoy

Downside risks include foreign exchange and gold price fluctuation and (200 +

lower-than-expected sales growth in 2HFY19. peet? M -8 Augs Nov-18
o I 2019 WHE LR ERORAHIEL LT 8.8%E WM 1,936 FATE. MRS K e ot

20.0%ZE#10 29,703 FHJiJG. [ B HAAE B E KRFE T A AR T 3470 8 4.9%F1

24.4%. ZPREREFLLENE 0.6 NMEA A, EEHTESWMMHRE 5 R % Change in Share Price iMm 3M 1y

OAEFEERLLMET 0.4 NMEA M, LR TEEAEF. AFRET —2E326 575 e 1A 34A 14

WEICHIC Rk, IR 7 #RE . ARRGRRER 0.15 ok e, REZE Xiffw % (6.8) (9.5) (18.9)

71.5%. ?Hex',] o ;;’,;;J";/‘jex ©6.9) 1) (10.1)
L] T 2019 W4 FREW KM EA T IEEH B AR MIIER K. £ 10 M 11 A, Avg. %hfre:prircie(HK$) 73 73 02

pAgaicetei 318 AN e SY ESIONL <ol e S0 71 e e o RS KR A G EE P S PR So‘u::*;’l Lo(m%b:; P ——"

G T A G & AT BUEHATREAE 2019 WMHAFE N HERES:. A, FATANAFKY K ' ' '

TR T L 43 4K 7 7 1 1 3% % 5 BLIRATIA Dy TR 3R 28 SRR AE B A o o
° BRERTERN “WE” , BTHEHRNE 8.52 %, HATAFMZSHMELE 13.9 7

2019 W AR, BATA M ERK. TOTVAARNEZBNRAS, AFFSKRE

BORMEA A BA BRB . RATT W T &AL, B AR A4 T 19.0 £5 2019 W4

WA LK 17.3 £% 2020 MHAFETI &% . FAT XU QARC ARG 3 LU 2019 WH4E T

AR T HUMIR 4 R K.
Year End Turnover Net Profit ERS ERBS PER BPS PBR DPS Yield ROE
Gk [ION Jie AR 15 LR B RS m#EE BRI R 5313195 AR R
03/31 (HK$ m) (HK$ m) (HK$) (A %) (x) (HK$) ) (HK$) (%) (%)
2017A 51,246 3.055 0.306 41 21.6 3.250 2.0 0.510 7.7 9.2
2018A 59,156 4,094 0.409 33.7 16.1 3.410 1.9 0.570 8.6 12.6
2019F 64,078 4,485 0.448 9.5 14.7 3.421 1.9 0.469 7.1 135
2020F 70,627 4,924 0.492 9.8 13.4 3.521 1.9 0.395 6.0 14.6
2021F 75,864 5,367 0.537 9.1 12.3 3.639 1.8 0.422 6.4 15.4
Shares in issue (m) MAE% (m) 10,000.0 Major shareholder K%< CHOW TAI FOOK HOLDING 89.3%
Market cap. (HK$ m) 1if (HK$ m) 66,000.0 Free float (%) H L% (%) 10.7
3 month average vol. 3 > H #2241 (1000) 5,205.5 FY19 Net gearing (%) FY19 1% G i/l = ¥ 4 (%) 3.9
52 Weeks high/low (HK$) 52 & &i/{& (HK$) 11.120/ 6.450 FY19 Est. NAV (HK$) FY19 f i (o0 9.0

Source: the Company, Guotai Junan International.
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Key Takeaways from Analyst Presentation

SSSG is expected to slow down in 2HFY19. According to the management, in October and November, YTD SSSG was
relatively flat in Hong Kong and Macau, while SSSG recorded medium to high single-digit decrease in mainland China. The
management expects that SSSG will slow down in 2HFY19 considering the high base and adverse market sentiment. However,
the management mentioned that they have taken account of the negative factors in making the full-year guidance and have
maintained previous guidance unchanged at medium to high single-digit SSSG in Hong Kong and Macau and single-digit SSSG
in mainland China.

Profit margin in 2HFY19 is expected to be similar to the first half. In 1HFY19, the Company’s adjusted gross margin,
excluding gold hedging gain or loss, recorded a drop, mainly due to the higher proportion of gold product sales and wholesales
business, while core operating margin improved, benefiting from rental deduction and operating leverage. Looking forward in
2HFY19, gross margin may continue to erode as the Company’s strategy to increase franchise stores has lead to higher
wholesales, as well as more gold sales. However, the second half year is usually the peak season and operating margin may
benefit from operating leverage.

Expansion of retail sales channel in mainland China to continue in 2HFY19. In the first half, the Company opened a net
220 shops in mainland China and the management guided that the Company will add 180 more stores in 2HFY19, aiming to
penetrate into lower-tier cities through the franchised model. In Hong Kong and Macau, there was no change in the number of
POS in 1HFY19 and 1 POS is expected to open in the second half.

The Company is adopting a multi-brand strategy. Along with the classic Chow Tai Fook brand, the Company has launched
several new brands to meet different customer demands. Soinlove and Monologue target the young generation, offering mainly
gold and jewellery with relatively lower ASP. The Company opened 6 Soinlove POS in 1HFY19 and expects to open around 14
more in 2HFY19. A net 5 Monologue POS were opened in 1HFY19 and 15 more are expected in 2HFY19. In addition, Artrium
and Jewelria were introduced with different product offerings. The management does not expect much profit contribution from
new brands considering their small scale but aims to build a multi-brand ecosystem.

1HFY19 Interim Results Review

Chow Tai Fook’s ("CTF" or the "Company") total revenue reached HK$29,703 million in 1HFY19, up 20.0% YoY, beating
market consensus and our expectation. In mainland China, SSSG was 4.9% and SSSG would be 5.4% including
e-commerce business. Revenue increased 20.6% YoY to HK$18,030 million, accounting for 60.7% of total revenue, mainly
contributed from more POS openings during the period, especially franchised POS. E-commerce business reported strong
growth of 12.7% YoY in terms of retail sales value. However, ASP was relatively low compared with offline stores, at HK$1,300.
SSSG of gold products reached 11.1% YoY while SSSG of gem-set jewellery was -1.2% YoY. In Hong Kong, Macau and other
markets, SSSG reached 24.4%, thanks to the surge in gold product sales and reviving visitor arrivals. Revenue increased 19.1%
YoY to HK$11,673 million accordingly. SSSG of gold products and gem-set jewellery reported 36.1% YoY and 11.1% YoY,
respectively, both boosted by sales volume rise.

Shareholders’ profit rose 8.8% YoY to HK$1,936 million, missing market consensus. The main reason was that the
Company recorded foreign exchange loss of HK$326 million, which was a net gain of HK$115 million in 1HFY18. Overall
adjusted gross margin dropped 0.6 ppts YoY to 28.7%, of which adjusted gross margin narrowed by 1.0 ppts YoY to 29.7% in
mainland China and was flat YoY in Hong Kong and other markets. During the period, gold products sales outperformed
gem-set jewellery. In addition, due to the fast expansion of franchised stores, wholesale business with lower gross margin
accounted for a larger proportion and dragged overall gross margin. Nevertheless, core operating profit rose 24.7% YoY to
HK$2,989 million, with core operating margin improving by 0.4 ppts. Thanks to operating leverage with revenue increase, SG&A
ratio contracted by 1.1 ppts YoY, with staff costs ratio and rental expenses ratio down 0.3 ppts and 0.7 ppts, respectively. The
Company proposed interim dividend of HK$0.15 per share, representing payout ratio of 77.5%.

3 December 2018

(01929 HK)
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Table-1: Chow Tai Fook’s 1HFY19 Results Review

HK$ million 1HFY18 1HFY19 YoY FY17 FY18 YoY
Revenue 24,754 29,703 20.0% 51,246 59,156 15.4%
Cost of sales (17,589) (21,174) 20.4% (36,283) (42,943) 18.4%
Gross profit 7,166 8,529 19.0% 14,963 16,213 8.4%
Other income 186 167 (10.2%) 330 408 23.8%
Other gains 111 (334) (400.6%) (286) 342 (219.8%)
Selling and distribution costs (3,683) (4,111) 11.6% (8,011) (8,239) 2.8%
Administrative expenses (1,204) (1,406) 16.8% (2,296) (2,682) 16.8%
Operating Profit 2,465 3,179 29.0% 4,985 5,701 14.4%
Finance costs (92) (154) 68.0% (237) (244) 3.0%
Profit before tax 2,504 2,722 8.7% 4,378 5,832 33.2%
Income tax (675) (728) 7.9% (1,227) (1,629) 32.7%
Minority (50) (58) 14.8% (96) (108) 13.2%
Shareholders' Profit 1,779 1,936 8.8% 3,055 4,095 34.0%
EPS (HK$) 0.178 0.194 8.8% 0.306 0.409 34.0%
DPS (HK$) 0.120 0.150 25.0% 0.510 0.570 11.8%
Gross margin 28.9% 28.7% -0.2 ppts 29.2% 27.4% -1.8 ppts
Adjusted gross margin 28.7% 28.1% -0.6 ppts 28.5% 27.2% -1.3 ppts
Operating margin 10.0% 10.7% 0.7 ppts 9.7% 9.6% -0.1 ppts
Core operating margin 9.7% 10.1% 0.4 ppts 9.1% 9.5% 0.4 ppts
Net margin 7.2% 6.5% -0.7 ppts 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
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Source: the Company, Guotai Junan International.
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Figure-3: CTF Retail Sales Breakdown by Operation
Model in Mainland China

Figure-4: Retail Sales Breakdown by Self-operated
Model in Mainland China
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Source: the Company, Guotai Junan International.

Figure-5: CTF Quarterly SSSG in Mainland China

Source: the Company, Guotai Junan International.

Figure-6: CTF Quarterly SSSG in HK and Macau
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Source: the Company, Guotai Junan International.

Table-2: CTF Retail Network

Source: the Company, Guotai Junan International.

FY18 Addition Reduction Net 1HFY19
Mainland China 2,449 286 -53 233 2,682
Hong Kong 80 3 -3 0 80
Macau 19 0 0 0 19
Taiwan 22 0 0 0 22
Korea 7 1 0 1 8
Japan 2 1 0 1 3
Malaysia 2 1 0 1 3
Singapore 1 1 0 1 2
United States 3 0 0 0 3
Total 2,585 293 -56 237 2,822

Source: the Company.

3 December 2018
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Table-3: CTF Quarterly Products Contribution Breakdown
3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19

Mainland China

Gem-set jewellery 24.0% 25.0% 27.0% 25.0% 23% 23% 25% 24%
Platinum/Karat gold products 60.0% 58.0% 54.0% 56.0% 62% 61% 57% 58%
Gold products 11.0% 12.0% 13.0% 13.0% 1% 12% 12% 12%
Watches 5.0% 5.0% 6.0% 6.0% 5% 4% 5% 5%
Hong Kong and Macau

Gem-set jewellery 26.0% 26.0% 23.0% 24.0% 30% 24% 24% 19%
Platinum/Karat gold products 58.0% 57.0% 61.0% 60.0% 55% 59% 61% 68%
Gold products 10.0% 11.0% 10.0% 9.0% 9% 10% 9% 8%
Watches 6.0% 6.0% 7.0% 7.0% 5% 7% 6% 5%

Source: the Company.

Earnings Forecasts Revisions

Revise down earnings forecasts in FY19- FY21. We have taken into account the high base and other negative factors in
making revenue forecasts before and made relatively conservative estimates. We largely maintain our top-line forecasts,
expecting revenue to increase 8.0% YoY in mainland China and 8.9% YoY in Hong Kong, Macau and other regions in FY19.
We note that SSSG slowdown in October and November were worse than market expectation and led to a slump in stock price.
However, we think that faster expansion in POS in mainland China may partly offset the negative effects. Gross margin eroded
in 1HFY19 and we expect gross margin to further narrow in 2HFY19 considering faster sales of gold products and new opening
franchised stores. Therefore we revise down gross margin by 1.4 ppts and 1.5 ppts in FY19 and FY20, respectively. On the
other hand, lower SG&A expenses ratio benefiting from operating leverage and rental cuts in Hong Kong are expected to partly
offset contracted gross margin and support the operating margin. Thus we slightly lower operating margin by 0.4 ppts YoY in
FY19. We now forecast shareholders’ profit to be HK$4,485 million in FY19, representing 9.5% YoY growth, and HK$4,924
million in FY20, representing 9.8% YoY growth.

Table-4: Key Figure Revisions for CTF

- New Old Change
HK$ million

FY19F FY20F FY21F FY19F FY20F FY21F FY19F FY20F FY21F

Revenue 64,078 70,627 75,864 64,192 70,756 76,004 -0.2% 0.2% -0.2%

-Mainland China 39,735 44,705 48,717 39,850 44,834 48,857 -0.3% -0.3% -0.3%

-Hong Kong & others 24,342 25,922 27,147 24,342 25,922 27,147 0.0% 0.0% 0.0%

Gross profit 17,777 19,615 21,186 18,727 20,718 22,280 -5.1% -5.3% -4.9%

SG&A (11,517) (12,982) (14,055) (12,178) (13,393) (14,307) -5.4% -3.1% -1.8%
Operating profit 6,688 7,082 7,603 6,977 7,775 8,445 -4.1% -8.9% -10.0%
Profit before tax 6,138 6,739 7,346 6,694 7,520 8,306 -8.3% -10.4% -11.6%
Taxation (1,535) (1,685) (1,836) (1,674) (1,880) (2,077) -8.3% -10.4% -11.6%
Minority (119) (130) (142) (129) (145) (161) -8.3% -10.4% -11.6%
Shareholders’ profit 4,485 4,924 5,367 4,891 5,495 6,069 -8.3% -10.4% -11.6%
EPS (HK$) 0.448 0.492 0.537 0.489 0.549 0.607 -8.3% -10.4% -11.6%
Gross margin 27.7% 27.8% 27.9% 29.2% 29.3% 29.3% -14 ppts -1.5 ppts -1.4 ppts
SG&A ratio (18.0%) (18.4%) (18.5%) (19.0%) (18.9%) (18.8%) 1.0 ppt 0.5 ppts 0.3 ppts
Operating margin 10.4% 10.0% 10.0% 10.9% 11.0% 1.1% -0.4 ppts -1.0 ppt -1.1 ppts
Net margin 7.0% 7.0% 7.1% 7.6% 7.8% 8.0% -0.6 ppts -0.8 ppts -0.9 ppts

Source: Guotai Junan International.

Reiterate investment rating as "Accumulate" but revise down TP to HK$8.52. The Company’s stock price was corrected
after the results announcement. The current valuation of the Company is around 13.9x FY19 PER, much lower than its average
valuation during the past five years and approaching the low boundary of forward PER. We revise down our earnings forecasts
and lower valuation considering low risk preference of investors. New TP represents 19.0x FY19 PER and 17.3x FY20 PER.
Downside risks include 1) foreign exchange rate and gold price fluctuation, 2) worse-than-expected slowdown in jewellery
consumption growth, and 3) declining margin due to higher gold sales proportion and deleveraging.

3 December 2018
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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-5: Peers Comparison
Company PE (fiscal year) PB (fiscal year) ROE(%) DIY(%) Maél:e;
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 6.600 16.1 143 126 1.5 20 20 1.9 1.8 138 54 66,000
Luk Fook Holdings 590 HK HKD 22.850 98 9.0 85 78 13 1.2 11 1.0 144 49 13415
Chow Sang Sang 116 HK HKD 12.140 94 79 72 6.5 08 08 0.7 07 9.9 50 8,224
Emperor Watch & Jewellery 887 HK HKD 0.270 1.7 n.a. n.a. n.a. 0.4 n.a. n.a. na. na. na. 1,830
Hengdeli Holdings 3389 HK HKD 0.305 na. n.a. n.a. n.a. 0.3 n.a. na. n.a. n.a. n.a. 1422 %
Oriental Watch Holdings 398 HK HKD 2.120 8.7 na. na. na. 05 na. na. na. na. na. 1209 2
Simple Average 1.2 104 94 8.6 0.9 1.3 1.2 1.2 127 5.1 g
Weighted Average 144 128 1.5 10.5 1.7 1.7 1.7 1.6 135 53 e
PRC Listed &
Lao Feng Xiang 600612 CH CNY 38.000 175 155 13.7 12.0 35 341 2.8 2.6 20.7 31 18,636 ;:
Tesiro Jewelry 603900 CH CNY 12.950 141 143 124 10.1 19 18 1.6 14 12.3 1.6 4,957 >
Zhejiang Ming Jewelry 002574 CH CNY 5.060 29.8 220 20.2 174 09 08 08 08 37 18 3,004 %
Fiyta Holding 200026 CH HKD 5.060 137 10.3 84 6.9 0.7 08 07 07 6.9 na. 3,397 E)
Simple Average 18.8 155 13.7 11.6 18 1.6 15 13 10.9 2.2 é
Weighted Average 17.7 15.4 135 1.7 2.7 24 22 2.0 16.0 2.7 LE
&
Global Listed g
Cie Financiere Richemont CFRSW CHF 64.920 279 264 16.3 16.6 22 21 21 19 8.1 2.3 292,029 6
Swatch Group UHR SW CHF 297.300 215 15.6 13.7 12.0 14 14 13 12 8.5 2.8 128,628
Tiffany & Co TIFUS usb 91.000 255 30.6 19.0 172 38 35 34 341 1.8 18 86,795
Simple Average 25.0 242 16.3 15.3 25 23 22 21 95 23
Weighted Average 25.9 244 16.1 15.5 2.3 22 21 20 88 24

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 64,078 70,627 75,864 Property, plant and equipment 4,666 5,341 5,879 6,121 6,219
Cost of sales (36,283) (42,943) (46,301) (51,012) (54,678) Investment properties 250 234 245 257 270
Gross profit 14,963 16,213 17,777 19,615 21,186 Deferred tax assets 313 293 308 323 339
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) (8,755) (9,944) (10,926) Total Non-current Assets 7,133 8,258 8,767 9,044 9,182
Administrative expenses (2,296) (2,682) (2,762) (3,038) (3,129)
Operating Profit 4,985 5,701 6,688 7,082 7,603 Cash & Cash Equivalents 7,943 7,944 6,568 4,515 3,506
Trade and Other Receivables 5,057 6,410 6,408 7,204 7,738
Other gain/loss (286) 342 (330) 91) (26) Inventories 29,259 34,929 36,524 40,116 42,939
Other expenses (215) (48) (105) (122) (92) Others 9 28 14 17 20
Gain/lost from a JV & associate (10) 0 2 5 7 Total Current Assets 42,269 49,312 49514 51,852 54,203
Finance costs, net 97) (163) (117) (135) (146)
Profit Before Tax 4378 5,832 6,138 6,739 7,346 Total Assets 49,402 57,570 58,280 60,896 63,385
Income Tax (1,227) (1,629) (1,535) (1,685) (1,836)
profit After Tax 3,151 4,203 4,604 5,054 5,509 Accounts payable 5,693 8,359 8,330 9,252 10,014
Non-controlling Interest (96) (108) (119) (130) (142) Gold loan 3216 5335 6,408 7,063 7,586
Shareholders' Profit / Loss 3,055 4,004 4,485 4,924 5,367 Short-term borrowings 6,193 5823 5765 5707 5,650
Basic EPS 0.306 0.409 0.448 0.492 0.537 Tax payable 596 1,102 710 803 872
Others 90 101 90 90 90
Cash Flow Statement Total Current Liabilities 15,788 20,719 21,303 22,915 24212
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 5832 6,138 6739 7346 Retirement benefit obligations 227 232 234 231 232
Income tax (857) ©72) (1,535) (1,685) (1,836) Deferred tax iabilities 286 421 430 438 447
Adjust for depre. 8amort. 868 885 1,008 1117 1158 Total Non-current Liabilties 1,112 2,753 2,764 2,769 2,779
Change in WC 1,452 (3,026) (1,621) (3,466) (2,595)
Others 410 132 299 436 458 Total Liabilities 16,900 23,472 24,067 25,684 26,991
Cash from Operating Activities 6,252 2,851 4,290 3,141 4,530 Total Shareholders' Equity 31,799 33,423 33,217 34,187 35,334
Minority Interest 703 674 997 1,026 1,060
Capital expenditure (862) (1,084) (1,500) (1,300) (1.200) Total Equity 32,502 34,098 34,214 35,212 36,394
Others (285) (493) 0 0 0
Cash from Investing Activities (1.447) (1.577) (1,500) (1,300) (1,200) Financial Ratios
2017A 2018A 2019F 2020F 2021F
Net bank borrowings (4,135) 2,907 1,014 597 467 Gross margin 29.2% 27.4% 21.7% 27.8% 27.9%
Interest paid (251) (245) (275) (291) (302) Net margin 6.0% 6.9% 7.0% 7.0% 71%
Dividend paid (5,148) (4,260) (4691) (3954) (4,220) ROE 92% 12.6% 13.5% 146% 154%
Others (238) (156) (214) (246) (283) ROA 9.2% 12.6% 13.5% 14.6% 15.4%
Cash from Financing Activities (9,771) (1,753) (4,166) (3,894) (4,339) Net gearing NetCash  Net Cash 3.9% 9.6% 12.0%
Net Changes in Cash (4,667) (479) (1,376) (2,053) (1,009)
Foreign Exchange Effect (392) 480 0 0 0
Cash at Beg of Year 13,001 7,943 7,944 6,568 4,515
Cash at End of Year 7,943 7,944 6,568 4515 3,506

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),VALUE A SHARE (03095
HK),CAM SCSMALLCAP (03157 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.

©2018 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
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