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3Q Industrial Review

The growth in China mobile game sales revenue recorded a rebound in 3Q18 but deceleration is expected in 4Q18.
Growth in China mobile games sales revenue recorded a rebound in 3Q18, with 16.6% yoy growth, compared to 13.3% in 2Q18,
and was up 9.7% qoq, the highest quarterly growth rate in the past six quarters. Growth was mainly driven by outperforming
revenue from new released games in 3Q18, such as MT4 from Tencent. Among China’s top 50 games by revenue, the number
of new released mobile games in 3Q18 dropped to 7, which was the lowest level so far in 2018, but revenue proportion
increased to 20.3% from 13.5% in 2Q18. Based on the gradually decreasing licensed game inventory, we expect that the
continuing halt of new game monetization approval will not only impact small and medium-sized game companies, but also
would start to have an incremental negative effect on leading game companies in the following quarters.

Figure-1: 2018 Q3 China mobile game sales revenue Figure-2: Number of new released mobile games and its revenue
portion within China’s top 50 games by revenue
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Advertisers’ expenditure on online advertising is expected to slow down due to the macroeconomic headwinds and
regulatory environment. China advertising market grew by 5.7% yoy between 1-3Q18, up 4.2 ppt from the same period last
year, while internet advertising grew by 7.1% yoy, 2.8 ppt, less than the same period last year. Among the top 5 industries by
internet advertisement expenditure, transportation yoy growth dropped the most, reaching 13.6% in 2018 for the first three
quarters. The real estate industry recorded -24.0% yoy declined, due to the negative policy effect. In accordance with continuing
policy effect and the uncertainty of the trade war, we expect that growth of internet advertising revenue will decelerate in the
following quarters.

Figure-3: China Advertising Market yoy Growth and Figure-4: Top 5Industries by Internet Advertisement Expenditure
Internet Advertising Market yoy Growth
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3Q18 Results Review

3Q18 shareholders’ profit beat market expectations with 29.6% yoy growth, mainly due to higher net other income gains
generated from investment related items compared to the same period last year. Non-GAAP net profit grew 15.5% yoy in 3Q18.
Non-GAAP operating margin lowered by 5.2 ppt yoy to 28.0% due to higher selling and marketing expenses and decline in
gross margin. Under the tightening game policy environment, Tencent smartphone games yearly revenue growth rate declined
to 7.1%, a drop of 76.7 ppt compared with last year’s third quarter growth rate. Growth was mainly contributed by the new
published games in 3Q18. Online advertising revenue was up 47.1% yoy, driven by Weixin Moments contributions. Other
income also made a significant contribution with 68.5% yoy growth and 16% qoq growth, mainly contributed by the payment
related services and cloud services. 3Q18 gross margin was 44.0%, down 4.6 ppt YoY and 2.8 ppt QoQ. VAS gross margin
dropped 3.4 ppt yoy to 56.5% in 3Q18 due to high content costs for online games, channel costs for smartphone games, and
video content costs. Online advertising gross margin reached 36.7% in 3Q18, 0.4 ppt higher yoy and 0.7ppt lower qoq, due to
greater content costs and commissions payable to advertising agencies. Gross margin of other businesses increased by 2.4 ppt
but was down by 2.1 ppt goq due to the increase of variable costs of payment related and cloud businesses.

Table-1: Tencent’s Income Statement Analysis

RMB 1Q-3Q 1Q-3Q
3Q18 3Q17 (0] (o] Comments
(Million) Q Q ey 18 17 Y
Total revenue 80,595 65,210 23.6% 227,798 171,368 32.9%
Due to -3.8% yoy growth
- VAS revenue 44,049 42,124 4.6% 132,995 114,036 16.6% ) )
slowdown in online games
Driven by 23.5% yoy growth in
- Online . y ”oyyg
o media advertising and 61.2%
advertising 16,247 11,042 47.1% 41,046 28,078 46.2% . i
revenue yoy growth in social and others

advertising

Due to contributions from
- Others revenue 20,299 12,044 68.5% 53,757 29,254 83.8% payment solutions and cloud

services

Due to the increasing content
Cost of revenue (45,115) (33,529) 34.6% (120,830) (85,938) 40.6% costs, cost of payment-related

services and channel costs

Gross profit 35,480 31,681 12.0% 106,968 85,430 25.2%
Interest income 1,082 1,017 6.4% 3,219 2,784 15.6%
Due to fair value change and
) investment gains in some
Other gains, net 8,762 3,918 123.6% 18,853 12,234 54.1% )
investee companies, such as
Meituan Dianping upon its IPO
Related to higher marketing
spending on payment-related
S&M expenses (6,573) (4,812) 36.6%  (18,503) (11,630) 59.0% ) . )
services, online video and
smartphone games
Mainly driven by greater R&D
G&A expenses (10,890) (9,058) 20.2% (30,177) (24,240) 24.5%
expenses and staff costs
Operating profit 27,861 22,746 22.5% 80,360 64,578 24.4%
Finance costs, net (1,492) (524) 184.7%  (3,297) (2,049) 60.9%
Profit before tax 26,633 23,040 15.6% 78,534 63,470 23.7%

Shareholders’
. 23,333 18,006 29.6% 64,490 50,713 27.2%
profit
Non-GAAP
Shareholders’ 19,710 17,070 15.5% 57,739 47,672 21.1%

profit
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EPS (RMB) 2.47 191 29.1% 6.83 5.39 26.7%

Gross profit

_ 44.0% 48.6%  (4.6ppt)  47.0% 49.9%  (2.9ppt)
margin

Non-GAAP net g
i , 24.5% 26.2%  (1.7ppt)  25.3% 27.8 (2.5ppt) o
profit margin Q
Source: the Company, Guotai Junan International. GE)
O
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In assuming the continuing suspension of game monetization, we estimate FY18-FY20 revenue growth of online =
games to be 6.5%/ 3.7%/ 3.3%, respectively. Smartphone games revenue grew 7.1% yoy in 3Q18, partially contributed by the
relatively high APRU RPG games, such as MT4, in 18Q3. However, total online games revenue declined 3.8% yoy due to
revenue shrinkage of PC client games business, which was down by 15.1% yoy and 3.9% qgog. The shrinkage in PC client
games revenue was due to the user migration to smartphone games and the high base of PC client games revenue in the same
quarter last year. MT4, a new game released in 3Q18, recorded outstanding performance and climbed to the third place in the
top 10 highest income games in China. Due to halted game license publication, Tencent has not yet monetized its popular
tactical tournament games in China such as PUBG, which may continue to affect its revenue growth in the following quarters.
Under the impact of license issue, Tencent is expected to take several ways to alleviate game monetization stress. One method
is to rely on licensed game inventory, and another is to persuade independent studios, which have strong IP licensed games, to
allow Tencent be the publisher. Tencent is also confident in enhancing its smartphone games revenue via the following three
dimensions: 1) the release of new games with high APRU, such as MT4 released in 3Q18; 2) Tencent’s paying ratio upside has
been substantial relative to the industry, even having some impact from games that cannot be monetized such as PUBG; and 3)
Tencent has a large game user base. The Company is expected to publish 15 games with monetization approval in 4Q18,
including role-playing and action games associated with established IP titles. However, we still expect online games revenue
growth to be affected under the uncertainty of the approval of new game monetization.
Table-2: Top 10 highest income games in Chinain 3Q18
Ranking Grossing Games Game Distributors
1 Honour of Kings (F# %) Tencent R
2 Fantasy of Westward Journey (%] 76 i7) NetEase iﬁ
3 MT4 (FY MT4) Tencent g
4 QQ &% (QQ Speed) Tencent i
5 Free Fantasy Online Mobile (|4 H14]48) Tencent r:,
6 Langrisser (25 ZJHHL4R) Zilong \f
7 Saint Seiya (53} 12 K) Tencent §
8 Clans of Intrigue (% ¥ %) NetEase .
9 King of chaos (FiLH T 3) Tencent
10 Onmyoji (91 BAIT) Tencent

Source: Gamma Data, Guotai Junan International

Figure-5: Tencent’s online games business revenue and Figure-6: Tencent’s revenue of smartphone games and pc client
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We expect FY18-FY20 revenue contribution from online advertising business increase to 18.9%/ 21.3%/ 24.8%,

respectively, and FY18-FY20 revenue contribution from other business to increase to 24.3%/ 27.2%/ 30.9%, respectively.

On 1% Oct., Tencent officially announced strategic structure reorganization in order to seize industrial internet opportunities. The
organization restructuring have had the following major adjustments: 1) Tencent retained four groups — "Corporate &
Development Group" (CDG), "Technology Engineering Group" (TEG), "Interactive Entertainment Group" (IEG) and "Weixin
Group" (WXG). Tencent have also added two new ones: "Platform & Content Group" (PCG) and "Cloud & Smart Industries
Group" (CSIG). 2) In TEG, Tencent established a technical committee which aims to strengthen basic research and
development, and build a technical middle office and other measures to support business innovation. 3) In online advertising
business, Tencent combined the advertising sales department under OMG and the social and performance adverting
department under CDG into Advertisement and Marketing Services (AMS), within CDG. We believe that the reform could lead to
Tencent further improving internal data efficiency, which could benefit its B2B and online advertising business.

Figure-7: Tencent structural reform
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Source: the Company, Guotai Junan International.

Due to the macro impact, we expect that FY18-FY20 online advertising revenue will maintain stable growth at 45.1%/
43.2%/ 46.2%, respectively. 3Q18 online advertising revenue grew 47.1% yoy, driven by 23.5% yoy growth in media
advertising and 61.2% yoy growth in social and others advertising. Social and others advertising was contributed by increased
traffic and inventory in Weixin moments, mini programs and QQ Kandian. Even under the certain regulation and macro
headwinds, such as the trade war between China and the U.S., we believe that the impact on Tencent online advertising
business will be limited due to the following reasons: 1) Tencent’s online advertising is more likely to be supply constrained
instead of demand constrained. Stronger online advertising revenue is expected if Tencent frees more inventory room especially
within the mini programs, which was the biggest contributor to qoq online advertising revenue growth this quarter; 2) Weixin, the
highest online advertising contribution platform, increased its MAU growth in 3Q18, with 10.5% yoy growth, up 0.6 ppt in
comparison with last quarter; and 3) Tencent’s online advertising load is still below the industry level.
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Figure-8: Tencent’s online advertising business revenue Figure-9: Revenue percentage contribution by each segment
and yoy growth

HOnlinegames M Socialnetworks M Online advertising Others
RMB (Million) mmmm Online advertising i\ Oy
100% -
140,000 -+ r 60%

90% -

- 50% 80% | [
17.0%
70%
| 200 18.9%

60% 1 PVEEDA

A% 4990 122,872
120,000 -
100,000 - -2%

84,018

11 December 2018

80,000 23.6%
- 30% 50% =
58,681

60,000 20% 1

b 20%
40,000 - 20438 30%
26,970 46.6%

| 10 20% - ° 41.2%
20,000 ?

10% -

r 0%

2016A 2017A 2018F 2019F 2020F 0% -

2016A 2017A 2018F 2019F 2020F
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Non-GAAP operating margin in FY18-FY20 is estimated to be 29.8%/ 25.7%/ 26.3%, respectively, due to expected lower
gross margin and higher marketing expense. Gross margin in 3Q18 was 44.0%, compared to 46.8% in 2Q18 and 48.6% in
3Q17. The qog decrease of gross margin was mainly affected by 1) slowdown of both smartphone games business and PC
client games business and 2) relatively high video content cost. We expect gross margin in FY18-FY20 to be 46.7%/ 45.2%/
46.5% respectively, due to 1) expected decrease of VAS margin because of the expected increasing content cost and slowdown
in revenue of online game business and 2) expected low margin of cloud business in the short term. However, we expect that
gross margin could rebound in FY20 due to 1) momentum from online advertising business and 2) improvement in cloud
business, which might shift part of the business from IAAS to high gross margin business such as PAAS and SAAS. Greater
marketing expense is expected due to the promotion of its payments-related services, online video business and cloud business.
However, we expect that Tencent will curb its marketing expense on gaming business before the approval policy of new game
monetization. We estimate FY18-FY20 percentage of selling and marketing expense to total revenue to be 8.3%/ 8.8%/ 9.0%. %
S

Figure-10: Gross profit margin and Non-GAAP operating Figure-11: Percentage of selling and marketing expense to total g
margin revenue 2
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Tencent announced a shared repurchase program from 7 September 2018 to 12 October 2018, under which the
Company repurchased 2.8 million shares at an aggregate cost of about HKD 886.8 million. The repurchase accounted for
around 0.03% of its total market capitalization. Even though the repurchase accounts for a small portion of its total market
capitalization, we believe the announcement showed the management’s confidence on its future strategy and growth prospects.
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Profit Estimates

FY18-20 Basic EPS is expected to grow by 18.2%/ 9.6%/ 21.4%. In assuming further suspension of new game monetization, we
expect revenue growth of online games business to further slow down in FY18-FY20. Growth in online advertisement business is
expected to slightly slow down in FY19 due to the macro background and policy impact but rebound in FY20. Online advertising
business and other business are expected to be the main contributors in the following quarters. With the expected increase in
online advertising business and other business, we set FY18-20 basic EPS at RMB 8.98/ RMB9.84/ RMB11.95, respectively.

Valuation

Negative impact on online games business may have already been priced in. Online advertising and cloud business is
expected to provide future growth momentum but still needs time; we set the investment rating as "Buy" and the TP as
HK$375.00. We expect that market conditions are still full of uncertainty especially in the game sector, so we are a bit cautious on
Tencent valuation. We expect that Tencent will still be affected by the suspension of new game monetization approval in the short
run. However, even with the expected negative macro conditions in the following quarters, limited impact on Tencent’s online
advertising business is expected. We believe under increasing profit contribution of both online advertising and cloud business,
Tencent could still keep its profit momentum. The new TP implies 36.7x FY18 PER, 33.5x FY19 Y18 PER and 27.6x FY20 PER.

Figure-12: Tencent’s PE Graph Figure-13: Tencent’s PER Range
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Table-3: Peers Comparison

PER (x) PBR (x) P/S PEG Market Cap
Company Ticker  Currency  Price 18F 19F 20F 18F 19F 20F 18F  18F-20F L°°?r'n‘;|‘:i’£f‘;‘°y
US Online Game Companies
Changyou CYOU Us usbD 19.190 10.9 9.7 9.4 1.3 1.2 1.1 2.1 1.4 1,012
Electronic Arts Inc EAUS usb 82.520 243 18.1 16.1 55 46 4.0 73 1.6 24,932
Activision Blizzard Inc ATVIUS usb 47.230 18.1 16.8 14.8 3.2 27 24 48 1.7 36,039
Netease NTES US usb 236.610 245 20.6 17.6 4.1 35 3.0 3.2 1.3 31,074
Simple Average 19.5 16.3 14.5 35 3.0 2.6 43 15
Weighted Average 219 18.3 16.0 4.1 35 3.0 4.9 1.6
HK Online Game Companies
Kingsoft Corp Ltd 3888 HK HKD 12.280 474 15.3 13.3 1.2 1.1 1.0 26 0.5 16,857
Forgame Holdings Ltd 484 HK HKD 6.020 n.a. n.a. na. n.a. na. na. na. na. 825
Linekong Interactive Group C 8267 HK HKD 0.760 n.a. n.a. na. n.a. n.a. n.a. n.a. n.a. 280
Idreamsky Technology Holding 1119 HK HKD 5.220 n.a. na. na. na. na. na. na. na. 6,628
Tencent 700 HK HKD 308.000 32.3 26.9 211 76 6.0 48 83 1.4 2,932,241
Boyaa Interactive Int. 434 HK HKD 1.380 n.a. n.a. na. n.a. n.a. n.a. n.a. n.a. 1,000
IGG 799 HK HKD 9.620 79 741 6.8 42 3.1 25 2.0 1.0 12,330
Netdragon 777 HK HKD 13.140 344 215 20.1 1.3 1.2 1.2 1.3 1.1 6,979
Simple Average 30.5 17.7 153 36 29 24 35 1.0
Weighted Average 322 26.8 21.0 76 6.0 4.8 8.2 1.4
Advertising Companies
Momo Inc-Spon Adr MOMO US usbD 24570 10.4 8.4 6.8 43 3.0 23 25 0.4 5,024
Bilibili Inc-Sponsored Adr BILIUS usb 14.690 n.a. n.a. 61.7 5.1 6.0 53 6.9 na. 4,091
Sohu.Com Inc SOHU US usbD 22.270 n.a. n.a. na. 1.6 2.0 23 0.5 1.9 867
Weibo WB US usb 61.620 234 19.5 15.5 72 52 338 8.0 1.0 13,751
Bitauto BITAUS usb 19.080 144 13.8 8.9 0.7 0.7 0.7 0.9 0.5 1,388
Cheetah Mobile CMCM US usb 6.570 10.2 8.7 na. 1.3 1.1 0.9 1.3 na. 934
58.com WUBA US usb 58.060 231 19.6 15.2 29 27 24 45 1.0 8,601
Soufun SFUN US usb 1.760 440 8.4 53 1.1 0.9 0.8 23 0.2 783
Phoenix New Media FENG US usb 3.540 118.0 412 217 0.7 0.7 0.7 1.2 1.1 256
Sina SINAUS usb 63.220 20.7 17.3 131 14 1.3 1.1 2.1 0.8 4,518
Facebook FB US usb 137.420 16.4 16.2 14.2 45 36 29 7.2 2.2 395,495
Simple Average 31.2 17.0 18.7 28 25 2.1 34 1.0
Weighted Average 16.8 16.3 14.6 45 3.6 29 7.0 21
E-commerce Companies
Pinduoduo Inc-Adr PDD US usb 20.610 (48.2) 468.4 135 329 305 14.8 129 na. 22,831
Alibaba* BABA US usb 153.060 29.1 29.9 232 6.8 57 47 1.8 1.0 396,760
VIPSHOP VIPS US usb 5.200 9.0 8.0 6.9 1.3 1.1 1.0 0.3 0.6 3,447
EBay EBAY US usb 29.060 12.6 1.3 9.9 46 4.7 32 26 1.0 27,980
JD.com JDUS usb 20.930 91.8 494 254 38 36 33 0.5 1.0 35,102
AMAZON MZN US usb 1629.130 61.5 46.5 346 18.2 12.9 8.9 34 1.8 796,593
Simple Average 26.0 102.3 18.9 1.3 9.8 6.0 53 1.1
Weighted Average 49.1 48.1 298 14.2 10.5 74 6.1 1.5
Search Engine Companies
Sogou Inc-Adr SOGO Us usb 5.960 254 219 16.4 2.3 2.1 1.9 2.1 1.0 2,367
Alphabet Inc-CIA GOOGL US usb 1046.580 19.2 18.5 15.2 42 34 29 6.6 1.5 724,130
Baidu Inc - Spon Adr BIDU US usb 179.560 18.4 16.6 13.7 27 2.3 2.0 4.2 1.2 62,588
Simple Average 21.0 19.0 15.1 3.1 2.6 2.2 43 1.2
Weighted Average 19.2 18.3 15.1 4.0 34 28 6.4 1.5
Overall Average 29.2 345 16.5 48 4.2 3.1 4.2 1.2
Overall Weighted Average 311 25.6 19.3 6.9 5.4 42 6.5 1.6

Source: Bloomberg.

Notes: * represents figures of FY19/FY20/FY21
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Table-4: Technical Terms Glossary

Abbreviation Definitions TE X

IVAS Internet Value-Added Services LI AR 2% .

MVAS Mobile and Telecommunication Value-Added Services 50 I S B H R 55 Q

VAS Value-Added Services HLIUIR 55 é
()

IAAS Infrastructure as a Service FER R AR 25 g

PAAS Platform as a Service A B RS =

SAAS Software as a Service AR R 55

PCU Peak Concurrent User Accounts e [F) B PE 4% P 40

TAC Traffic Acquisition Cost WIS A

T™T Technology, Media and Telecom HAE . BRAIRE

ACG Advanced Casual Game AR R AR

MCG Mini Casual Game /INTRY R PRI AR

ARPU Average Revenue Per User AR AR

DAU Daily Active User Accounts H R 7 4L

FPS First Person Shooting B — NFRGS iRk

MMO Racing Massive Multiplayer Online Racing KEZ NAELTETENTEAR

MMOFPS Massive Multiplayer Online First-Person Shoot K2 NAELHE — NFRGS i RK

MMOG Massive Multiplayer Online Game KA Z NAELL & SRR

MMORPG Massive Multiplayer Online Role-Playing Game K2 NAEL S BRI

MMORTS Massive Multiplayer Online Real-Time Strategy KEIZ NAE LS RS T AR

SNS Social Network Site FE2E W

Source: the Company, Guotai Junan International. .
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F g
VAS 107,810 153,983 176,627 203,717 220,117 Fix Asset 23,748 31,871 49,090 65,898 88,221 (:1
Online advertising 26,970 40,439 58,681 84,018 122,872 Intangible assets 36,467 40,266 53,529 58,882 64,770 é
Others 17,158 43,338 75,706 107,318 153,084 Investment in JCE & associates 70,672 121,605 133,766 147,142 161,856 8
Total Revenue 151,938 237,760 311,013 395,052 496,074 Available-for-sale financial assets 83,806 127,218 175,001 213,308 255,973 8
Cost of revenues (67,439) (120,835) (165,676) (216,506) (265,289) Others 32,052 55,266 33577 35973 38,566 :
Gross profit 84,499 116,925 145,337 178,546 230,785 Total Non-current Assets 246,745 376,226 444,962 521,204 609,387
Interest Income 2,327 2,619 3,940 4,465 5673 Accounts receivable 10,152 16,549 26,349 34,428 36,440
Other gains, net 3,59 20,140 22,182 19,753 17,121 Other receivables 14,118 17,110 26,208 31,450 37,740
S&M (12,136) (17,652) (25,826) (34,608) (44,606) Cash & Cash Equivalents 71,902 105,697 122,615 139,025 162,745
G&A (22,459) (33,051) (41,200) (52,562) (66,030) Others 52,982 39,090 64,497 73,821 81,221
Operating Profit 56,117 90,302 104,957 116,801 144,398 Total Current Assets 149,154 178,446 239,670 278,723 318,145
Finance cost, net (1,955) (2,908) (4,461) (5,964) (7,523)
Share of associate / JC (2,522) 821 1,842 2,596 3,229 Total Assets 395,899 554,672 684,631 799,927 927,532
Profit Before Tax 51,640 88,215 102,338 113,433 140,104
Income Tax (10,193) (15,744) (15,909) (18,229) (23,920) Accounts payable 27413 50,085 60,365 83,972 98,986
profit After Tax 41,447 72471 86,430 95,204 116,184 Short term borrowings 12,278 15,696 25,965 27,263 28,626
Non-controlling Interest (352) (961) (1,529) (1,760) (2,213) Accrued expenses and other payables 20,873 29,433 38,501 43,456 49,607
Shareholders' Profit / Loss 41,095 71,510 84,900 93,444 113,971 Deferred revenue 31,203 42,132 43,669 45,852 48,145
Basic EPS 4.383 7.599 8.982 9.842 11.951 Others 9,430 14,394 21,455 20,402 19,462
Total Current Liabilities 101,197 151,740 189,955 220,945 244,826
Cash Flow Statement Notes payable 36,204 29,363 41,128 30,846 21,592
Long term borrowings 57,549 82,094 82,578 86,707 87,574
Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F Others 14,702 14,382 22,007 24382 28,834
Profit after taxation 11,447 72471 86,430 95,204 116,184 Total Non-current Liabilities 108,455 125,839 145,803 141,935 138,000
Depreciation & Amortisation 12,741 23,611 32,525 32,673 39,786
Changes in working capital 10,967 23,663 1,889 17,348 15,087 Total Liabilities 209,652 277,579 335,758 362,880 382,826 %\
Income tax paid (10516) (11,.244) (16,395) (23763) (28,189) Share premium 14,188 18,234 21,468 21,038 20,565 S
Others 10,879 (2,361) 15,530 (2,269) (1,784) Other reserves 23,693 35,158 7,063 7,063 7,063 'é
Cash from Operating Activities 65,518 106,140 119,980 119,194 141,090 Reserves 136,743 202,682 297,794 384,637 490,556 =
Total Shareholders' Equity 174,624 256,074 326,325 412,738 518,185
CAPEX (8.399) (12,108) (24.786) (25678) (32,245) Minority Interest 11,623 21,019 22,548 24,309 26,522
Financial assets purchases (30.867)  (43697)  (50305)  (30026)  (43974) Total Equity 186,247 277,003 348,874 437,046 544,706 =
Associates & JV investments (10,944) (39,879) (12,161) (13,377) (14,714) §
Proceeds of term deposits (14,730) 13,646 (24,812) (8,632) (6,599) E
Others (5983 (14354) (9.255) 1821 2611 Financial Ratios
Cash from Investing Activities (70,923) (96392)  (121,317) (84,892) (94921) 2016A 2017A 2018F 2019F 2020F
Gross margin (%) 55.6 492 46.7 452 465
Dividends paid to the Company's Operating margin (%) 36.9 380 337 296 291
shareholders (3,699) (5,052) (5,998) (6.602) (8,052) Net margin (%) 213 305 218 241 234
Change in borrowings 37,464 29,012 28,764 (5,955) (8,013) ROE (%) 219 332 29.2 253 245
Others (2,322) 2,638 (1,449) (1,662) (1,976) ROA (%) 18 152 139 128 135
Cash from Financing Activities 31,443 26,598 21,317 (14,218) (18,041)
Net Changes in Cash 26,038 36,346 19,979 20,083 28,128
Cash at Beg of Year 43438 71,902 105,697 122,615 139,025
FX change 2426 (2.551) (3,061) (3,673) (4,408)
Cash at End of Year 71,902 105,697 122,615 139,025 162,745

Source: the Company, Guotai Junan International.
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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.
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