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Financial summary and valuation

2014 2015 2016E 2017E 2018E
Revenue (Rmbm) 2,202 2,425 2,683 3,137 3,589
YoY (%) 16.48 10.11 10.64 16.93 14.43
Net income (Rmbm) 141 263 360 412 483
YoY (%) 0.34 86.53 36.65 14.38 17.22
EPS (Rmb) 0.17 0.25 0.34 0.38 0.45
Diluted EPS (Rmb) 0.17 0.25 0.34 0.38 0.45
ROE (%) 11.08 17.79 21.08 20.92 21.24
Debt/asset (%) 24.27 24.62 21.41 21.65 21.64
Dividend yield (%) 1.10 1.70 2.51 2.87 3.36
P/E (x) 26.76 18.24 13.35 11.67 9.95
P/B (x) 2.97 3.24 2.81 2.44 211
EV/Ebitda (x) 11.89 7.44 5.63 4.99 4.35

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised.
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Xiabuxiabu opened in Beijing in 1998, applying a fast food approach to the traditional
Chinese hotpot concept. In 2013, it held a 15.8% share of the domestic fast-casual dining
market, according to Frost & Sullivan (behind leading Ajisen (538:HK — N-R), with a 17.6%
share). By end-June 2016, Xiabuxiabu operated 554 outlets in 33 cities nationwide.
Management plans to drive growth through new location openings, restaurant upgrades,
aggressive marketing and delivery services. We forecast EPS of Rmb 0.34 in 16E (+37% YoY),
Rmb 0.38in 17E (+14% YoY) and Rmb 0.45 in 18E (+17% YoY). Our HKS6.11 target (16.1x 17E
PE) implies 14.1% upside. We initiate coverage with an Outperform recommendation.

Hub-and-spoke strategy. We are positive on the company’s business expansion strategy.
When entering a new market, Xiabuxiabu will first build a presence in major commercial
districts and then gradually penetrate adjacent areas. For example, the company first
entered Beijing and Tianjin markets, before penetrating 14 other cities in Hebei
Province. With the gradual expansion into other regions in China, Beijing’s topline
contribution declined from 87.5% in 2011 to 60.7% in 1H16, and we expected this to
further decline to 53.0% in 18E, with Shanghai and Tianjian contributing ¢.14% and
other regions contributing ¢.33%. We expect the company to add an incremental 70
restaurants in 16E (for a total of 622) and 66 in 17E (688).

Upgrades drive SSSG. As consumption habits shift towards higher value goods and
services, Xiabuxiabu has launched Xiabuxiabu 2.0, which offers a more upscale dining
atmosphere. We expect these stores to drive average selling prices (ASPs) in Shanghai
(by Rmb5 to Rmb54) and in Beijing (by Rmb3 to Rmb51). Through our channel checks,
we note that restaurants upgraded to Xiabuxiabu 2.0 achieved a 15% increase in same
store sales. As these stores roll out, we expect performance in Shanghai to achieve
positive SSSG in 17E, normalising at 3-5% SSSG over the long term.

Coucou brand. Launched in 2016 in Beijing, Xiabuxiabu’s two Coucou restaurants have
proved extremely popular. The Coucou concept is more suitable for larger groups of four
to eight and offers a high-end experience incorporating traditional Chinese furniture
and tableware, with an ASP of Rmb120. We expect Coucou restaurants to total two in
16E, six in 17E and 15 in 18E, accounting for 20% of revenue by 20E.

Initiate with an Outperform rating. On the back of new store openings and rising ASPs, we
project revenue to rise by 10.4% YoY in 16E to Rmb 2,683m and by 16.9% YoY in 17E to Rmb
3,137m. Gross margin is expected to widen by 5.4ppts in 16E to 66.4%, before moderating
to 64.25% in 17E and 18E. While we also assume Capex to tick up slightly with the opening
of higher-end restaurants, capex to sales improves from 5.4% in 15A t0 5.0% in 16E and 4.3%
in 17E. We forecast EPS of Rmb 0.34 in 16E (+37% YoY), Rmb 0.38 in 17E (+14% YoY) and
Rmb 0.45 in 18E (+17% YoY). Our DCF-derived HK$6.11 target (16.1x 17E PE) implies 14.1%
upside and we initiate coverage with an Outperform recommendation.
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Hot pot upshot

Industry overview

China’s catering industry has grown rapidly over the past 10 years, with revenue expanding
at a 12.0% Cagr from 2006 to 2015, reaching Rmb486.4bn. From 2015 to 2016, the number
of restaurants in Beijing, Shanghai, Shenzhen, and Guangzhou doubled. However, growth
suffered after the stock market crash in 2H15 and 161,287 restaurants closed across four
tier-1 cities. In Shanghai alone, 63,296 restaurants shut their doors, an average of 10,000
per month and 350 per day.

Fig 1: Catering industry revenue growing trend in China Fig 2: Number of registered restaurant companies in China
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However, the total number of restaurants is still growing at a stable rate, with new openings
outpacing closures. Some of these restaurants have continued to build the networks and
continue to expand. In our view, they were quick to adapt to the following trends:

Growth of mass consumer market. Against the backdrop of the government’s anti-
corruption campaign, ASPs tumbled from a steady Rmb81 (2003-08) to Rmb76 (2009).
High-end restaurants catering to government officials and state-owned enterprises (SOEs)
felt the brunt of the impact. Meanwhile, restaurants that targeted the middle class saw the
competitive environment intensify, given the low barriers to entry. Before 2012, the list of
top 100 catering companies in China was dominated by high-end restaurants; by 2015,
mass market catering accounted for an 80%-plus market share and among the top 100, 19
were fast food companies, accounting for a 40% share of mass market catering. We expect
the trend to continue, with the contribution arriving at 60% in the next five years as the
market shifts towards a growing mass market that has an appetite for upgrading its
consumption habits.

Please refer to the last page for important disclosures Page 1
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Fig 3: Top 100 catering companies revenue breakdown

Hotel dining

1% \

Western meals
5%

Fast casual food

Group meals 43%

10%

Hotpot
26%

Source: SWS Research

ASPs have also started to improve on the back of the consumption upgrade theme, rising
from Rmb76 in 2009 to Rmb105 in 2015.

Fig 4: Catering ASPs in Shanghai
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Consumer preferences in a fragmented market. According to the China Cuisine Association,
the top factors influencing customers to choose a certain restaurant include taste and
atmosphere (32.8%), food safety and hygiene (31.2%), location (15.6%), reasonable price
(13.5%), word of mouth (3.5%) and service (2.0%).

While industry revenue is growing and the customer base is shifting, of the 5.1 million
restaurants in China, the top 100 chain restaurants have seen their market share rise from
nil in 2003 to just 7.43% in 2015. We believe that the trend should accelerate if chain
restaurants are able to capitalise on the shift to higher quality dining experiences and
implement chain-wide initiatives to offer their customers a consistent level of quality.

Company background

Xiabuxiabu opened in Beijing in 1998, applying a fast food approach to the traditional
Chinese hotpot concept with a bar-style approach. The restaurants provide around 10
different types of soup bases with more than a hundred menu items at a compelling price
point. The concept rapidly gained popularity among mass market consumers and the brand
expanded its business quickly, with the number of restaurants more than doubling from
243 in 2011 to 552 in 2015 (22.8% Cagr). All Xiabuxiabu restaurants are self-operated to
ensure the quality of both food and operation.

Please refer to the last page for important disclosures Page 2
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Fig 5: Number of Xiabuxiabu restaurants
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Unlike traditional hotpot, Xiabuxiabu seats customers at a bar, allowing staff to provide
menu items directly. IT systems support food procurement and inventory management as
well as staff shift scheduling. Company management aims to automate a variety of services
for ease of replication in expansion to new locations.

The company has set internal targets based on its “1,000, 100, 10” rule, aiming to operate

uy n

1,000 stores, achieve Rmb10 4z “yi” (Rmb10bn) revenue and generate Rmbl 1z “yi
(Rmb10bn) net profit before 2020.

Fig 6: Xiabuxiabu restaurant (1.0)

Source: Company data, SWS Research
Hub-and-spoke strategy

We are positive on the company’s business expansion strategy. When entering a new
market, Xiabuxiabu will first build a presence in major commercial districts and then
gradually penetrate adjacent areas. For example, the company first entered Beijing and
Tianjin markets, before penetrating 14 other cities in Hebei Province.

We believe that the strategy is effective as initially, the restaurant’s reputation is built
quickly through its first location in a major commercial district of the target market.
Once its popularity grows and management has gained an understanding of the local
market, expansion begins. New restaurants are able to enjoy scale effects as they
leverage central kitchens and logistics.

Please refer to the last page for important disclosures Page 3
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Fig 7: Revenue breakdown by geography in 2011

Fig 8: Revenue breakdown by geography in 1H16
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With the gradual expansion into other regions into China, Beijing’s contribution to the
topline declined from 87.5% in 2011 to 60.7% in 1H16, and we expect the contribution
to further decline to 53.0% in 18E, with Shanghai and Tianjian contributing c.14% and
other regions contributing ¢.33%. In the near term, the company will penetrate into
Harbin, Inner Mongolia and Xi‘an. We expect the bulk of the company’s expansion to
focus on eastern China in the future.

Fig 9: No. of Xiabuxiabu restaurants

Year 2014 2015 2016E 2017E 2018E
(Rmbm) ;\lt?)'r:: Revenue L\ltcc))'r:: Revenue :Z'r:: Revenue :Z}z: Revenue L\Itc;'rz: Revenue
Beijing 246 1525 275 1526 284 1620 289 1706 294 1770
Shanghai 58 215 58 203 54 190 60 206 64 228
Tianjin 42 155 49 184 54 206 57 234 60 254
Others 106 307 170 511 230 654 282 883 331 1087

Source: Company data, SWS Research

Xiabuxiabu 2.0

With competition intensifying against the backdrop of a sluggish economic outlook,
Chinese catering companies faced a challenging 2H-1H16. However, while industry
SSSG turned negative, Xiabuxiabu was able to post low single digit SSSG on the back of
new restaurant ramp ups and its Xiabuxiabu 2.0 expansion project.

The new format caters to upgrade demand and is targeted at a younger demographic,
offering an improved interior design while maintaining high operational efficiency
through an online to offline (020) system. The layout was also improved, so that a
typical customer only requires service from a waiter twice, versus seven at the original
format. Management developed the menu to include high quality, higher-margin items
and we believe that ASPs for the 2.0 format should rise by Rmb5 to Rmb54 for Shanghai
restaurants and by Rmb3 to Rmb52 for those in Beijing.
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Fig 10: Xiabuxiabu 2.0

Source: Company, SWS Research

Our channel checks indicate that restaurants upgraded to the 2.0 format achieve a 15%
increase in revenue. By the middle of August 2016, the company had launched 53
Xiabuxiabu 2.0 restaurants, featuring 10 versions different designs. In Shanghai alone,
more than 10 restaurants opened during 2010-13 were upgraded to the 2.0 version. All
new restaurants openings are based on the 2.0 format. We expect the upgrade will help
push Shanghai SSSG into positive territory in 17E, normalising at 3-5% in the future.

Fig 11: SSSG in different cities: Xiabuxiabu restaurants
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Moving upmarket

Launched in 2016 in Beijing, Xiabuxiabu’s two Coucou restaurants have proved
extremely popular. The Coucou concept is more suitable for larger groups of four to
eight and offers a high-end experience incorporating traditional Chinese furniture and
tableware, with an ASP of Rmb115 vs Rmb45 for typical Xiabuxiabu outlets. We expect
revenue generated by Coucou concept restaurants to be four times that of Xiabuxiabu
restaurants, with an operating margin 5.0ppts higher (24% vs 19%).

Please refer to the last page for important disclosures Page 5
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Fig 12: First Coucou restaurant in Sanlitun

Source: Company data, SWS Research

Xiabuxiabu and CouCou brands are managed by two separate teams, given their
different target demographic. The manager of CouCou previously worked for Green Tea
(56 restaurants in China) and Spice Spirit (30 restaurants). Both of these restaurant
chains are very popular and are well established in China.

Fig 13: Comparison within Xiabuxiabu and Coucou

Brand ASP Capex Store sales Store size Operating margin Environment
Xiabuxiabu Rmb45-50 Rmb1.1-1.2m Rmb4-6m 20-25 sgm 19% Casual fast food for 1-3 people dining
Coucou Rmb115 Rmb3.5m Rmb20-30m 300-400 sqm 24% More focus on customer experience; for 4-8 gathering

Source: Company data, SWS Research

CouCou also offers 23 varieties of Chinese tea on its menu and the company has plans
to establish its own tea brand, initially sold through CouCou outlets.

Fig 14: Coucou Chinese tea promotions
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Source: Company data, SWS Research

We conservatively forecast that the revenue contribution from Coucou will increase
from 1-2% in 2016 to around 17-20% in 20E.

Fig 15: Forecast of Coucou business

2016E 2017E 2018E 2019E 2020E
Store number 2 6 15 30 50
Sales from Coucou (Rmbm) 135 57.6 180.1 416.6 8213
Revenue/total revenue 1% 2% 5% 10% 17%

Source: Company data, SWS Research
Product development

After five years of development, Xiabuxiabu introduced its own hotpot soup and
dipping sauces. There are currently 11 varieties of hotpot soup sauce and four varieties
of dipping sauce, sold via JD.com, Tmall and newly opened restaurants. We forecast
sauce product revenue of Rmb50m in 17E and Rmb70m in 17E (+40% YoY). Penetration
into supermarkets will offer upside to our forecasts.

Please refer to the last page for important disclosures Page 6



22 March 2017

Consumer discretionary | Company Research

Source: Company data, SWS Research

Fig 16: Xiabuxiabu sauce products sold online and advertisement inside Xiabuxiabu restaurants
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Financials

With new restaurants ramping up and costs under strict control, gross margin and net
margin increased from 54.4% and 7.6% in 2011 to 61.0% and 10.9% in 2015. We expect the
trend to continue, with gross margin expanding to 63.4% in 16E and 64.3% in 17E. Net
margin is forecast to rise to 12.3% in 16E and 13.1% in 17E, driven by higher SSSG, an
increasing Coucou brand contribution and sales of high-margin self-branded products.

Fig 17: Profit margin from 11A to 18E
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In our view, the company’s balance sheet is more than strong enough to finance
management’s expansion plans, with cash on hand expected to rise from Rmb1,354.5m in
15A to Rmb1,508m in 16E (+11.3% YoY) and Rmb1,782m in 17E (+18.2% YoY). The firm is
debt free and free cash flow is forecast to rise by 11% YoY in 16E to Rmb555m and by 25%
YoY in 17E to Rmb694m, given improving SSSG and new restaurants ramping up. While the
dividend payout ratio has remained at 35% since the company listed, management has
stated that it is considering lifting it to 40%. Given the strong financial position of the
company, we believe that this is achievable. We forecast dividend yield to rise from 1.79%
in 15A to 2.64% in 16E and 3.02% in 17E.

Earnings forecast
We forecast Xiabuxiabu to increase its restaurant numbers by 70 in 16E (total of 622) and

by 66 in 17E (688), while Coucou restaurants are expected to expand from two in 16E to six
in 17E.
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Fig 19: Coucou forecasts

2016E 2017E 2018E 2019E 2020E
Store number 2 6 15 30 50
Sales from Coucou (Rmbm) 13.5 57.6 180.1 416.6 821.3
Segment revenue/total revenue 1% 2% 5% 10% 17%

Source: Company data, SWS Research

We forecast revenue to experience a 14.0% Cagr from 15A to 18E, arriving at Rmb3,589m,
while net profit is expected to increase at a 22.4% Cagr over the same period, reaching

Rmb482.5m.
2014 2015 2016E 2017E 2018E
Xiabuxiabu total stores 452 552 622 688 749
Beijing 246 275 284 289 294
Shanghai 58 58 54 60 64
Tianjin 42 49 54 57 60
Other regions 106 170 230 282 331
Coucou stores 2 6 15

Source: Company data, SWS Research

Fig 21: Revenue forecasts, by region

(Rmbm) 2014 2015 2016E 2017E 2018E

Xiabuxiabu 2,202 2,425 2,669 3,029 3,339
Beijing 1,525 1,526 1,620 1,706 1,770
Shanghai 215 203 190 206 228
Tianjin 155 184 206 234 254
Other regions 307 511 654 883 1,087

Coucou stores - - 14 58 180

Source: Company data, SWS Research
Management

The company’s management draws on experience in the fast food industry, F&B, marketing,
finance and investment.

Mr. Ho Kuang-Chi, aged 52, is the chairman of the board and executive director, who is
responsible for formulating the overall development strategy and business plans for the
group. Mr. Ho has 17 years of experience in the catering industry and created the bar-style
hotpot inspired by his experience in the manufacturing business in Taiwan, which rely on
high efficiency working areas with less dependence on labor and more on automated
processes. He established the first Xiabuxiabu in 1999 and was awarded the “Most
Influential Entrepreneur of Food and Beverage Industry in China in 2015” and “Most
Influential Entrepreneur of Hotpot Industry in China in 2015” by the China Cuisine
Association.

Ms. Yang Shuling, aged 54, is CEO and executive director, who joined Xiabu Fast Food in
1998 as an accountant. Ms. Yang has over 17 years of experience in financial and accounting
in the catering industry and is responsible for overseeing the management and strategic
development of the Group.

Ms. Hsieh Lily Hui-yun, aged 61, acts as an independent non-executive director and was
appointed to the board in 2014. She has over 30 years of experience in auditing and
accounting in various industries, including food retailing, manufacturing, and processing.
Ms. Hsieh joined YUM! China in 1996 and was the CFO of YUM! China during 2000 to 2012.
Before 2000, she worked with Kraft Foods (Asia Pacific), Pillsbury Canada and China Airlines,
and has served as independent non-executive director of Dongpeng Holdings (3386 HK)

Please refer to the last page for important disclosures Page 8
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since 2013 and non-executive director of Little Sheep Group Limited (968 HK) from 2009 to
2012.

Ms. Zhao Yi, aged 46, is the CFO of the group. She joined the company in 2012 and is
primarily responsible for audits, accounting, financial management and IT-related matters.
Ms. Zhao has 19 years of experience in accounting and corporate finance and business
management in multi-national FMCG companies such as PepsiCo Food Co., Unilever Service,
Sony Ericsson Group and McDonald’s (MCD:US), where she worked in financial analysis,
budgeting, auditing and management roles.

Valuation

We derive our target price using DCF methodology with a 10.2% WACC and derive a total
equity value of Rmb7,671m, representing a target price of HK$6.11 (16.1x 17E PE). We note
that currently the sector is trading at 21.0 17F PE. With 14.1% upside, we initiate coverage
with an Outperform rating.

Fig 22: DCF valuation

WACC

Risk-free rate 3.00%
Equity risk premium 6.20%
Beta : 1.3
CAPM 11.00%
Nominal cost of debt 4.00%
Debt to equity ratio 12.00%
Effective tax rate 24.00%
WACC 10.20%
Terminal growth 3.00%
Fast and stable growth value 3,974
Terminal value 3,754
Core firm value 7,728
Minus: Net of debt 24
Equity value 7,704
Share capital 1,071
Equity value per share in HKS 6.11

Source: Company data, SWS Research

Fig 23: Peer valuation table

Company name Code  PEx (16E) PEx (17E) PEx (18E) PBx (16E) PBx (17E) PBx (18E)
TSUI WAH HOLDING 1314 HK 13.90 23.00 14.00 1.40 1.34 1.27
AJISEN CHINA HOL 538 HK 11.90 14.50 12.80 0.89 0.88 0.88
CAFE DE CORAL 341 HK 27.70 25.60 22.00 4.36 4.41 4.20
Industry average 17.83 21.03 16.27 2.22 2.21 2.12

Source: Bloomberg, SWS Research

Please refer to the last page for important disclosures Page 9
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Appendix

Consolidated Income Statement
Rmbm

Revenue

Cost of sales

Gross profit

Other income

EBIT

Finance Costs

Profit Before Tax
Income Tax Expense
Minority Interests
Profit for the Year
Source: SWS Research

Consolidated Cash Flow Statement
Rmbm

Profit Before Tax
Depreciation And Amortisation
Finance Cost

Losses From Investments
Change In Working Capital
Others

CF From Operating Activities
Capex

Other CF From Investing
Activities

CF From Investing Activities
Equity Financing

Net Change In Liabilities
Dividend And Interest Paid
Other CF From Financing
Activities

CF From Financing Activities
Net Cash Flow

FCFF

FCFE

Source: SWS Research
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2014

2,202
1,036
1,330

186

186

141

2014

127.3

(251)
(124)
808

(220)

588
779
442
422

2015
2,425
1,085
1,478

323

323

263

P

130.7

(236)
(106)

(98)

(0)
(63)
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2016E
2,683
1,060
1,781

2016E
474
112

(41)
(251)
420
135.3

(280)
(144)

(122)

(122)
153
555
534

2017E
3,137

1,294
2,015

2017E

133.7

(279)
(145)

(140)

(140)
275
694
669

2018E
3,589
1,481
2,306

2018E

132.0

(277)
(145)

(164)

(164)
326
767
738
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Consolidated Balance Sheet

Rmbm

Current Assets 1,278 1,512 1,666 1,972 2,322
Bank Balances And Cash 1,123 1,355 1,508 1,782 2,109
Trade And Other Receivables 33 53 41 49 58
Inventories 123 104 117 141 156
Other Current Assets 0 0 0 0 0
Long Term Investment 14 6 11 13 15
PPE 312 334 357 372 382
Intangible And Other Assets 3 1 1 1 1
Total Assets 1,682 1,964 2,172 2,511 2,899
Current Liabilities 391 467 443 520 600
Borrowings 0 0 0 0 0
Trade And Other Payables 127 462 439 514 594
Other Current Liabilities 264 5 4 5 6
Long Term Liabilities 17 17 22 24 27
Total Liabilities 408 484 465 544 627
Minority Interests 0 0 0 0 0
Shareholder Equity 1,274 1,480 1,707 1,967 2,271
Share Capital 0 0 0 0 0
Reserves 1,274 1,480 1,707 1,967 2,271
Equity Attributable 1,274 1,480 1,707 1,967 2,271
Total Liabilities And Equity 1,682 1,964 2,172 2,511 2,899

Source: SWS Research

Key Financial Ratios

Ratios per share (Rmb)

Earnings per share 0.17 0.25 0.34 0.38 0.45
Operating CF Per Share 0.37 0.35 0.39 0.52 0.59
Dividend Per Share 0.06 0.09 0.13 0.15 0.18
Key Operating Ratios (%) 1.51 1.38 1.59 1.84 2.12
Net Assets Per Share

ROIC 10.93 17.59 20.82 20.67 20.99
ROE 11.08 17.79 21.08 20.92 21.24
Gross Profit Margin 60.42 60.98 66.39 64.25 64.25
Ebitda Margin 12.59 18.25 21.82 21.05 21.10
Ebit Margin 8.45 13.33 17.65 17.27 17.69
Growth Rate Of Revenue 16.48 10.11 10.64 16.93 14.43
Growth Rate Of Profit 0.34 86.53 36.65 14.38 17.22
Debt To Asset Ratio 24.27 24.62 21.41 21.65 21.64
Turnover Rate Of Net Assets 172.86 163.77 157.17 159.43 158.03
Turnover Rate Of Total Assets 130.90 123.44 123.52 124.92 123.83
Effective Tax rate 24.11 18.49 24.00 24.00 24.00
Dividend Yield 1.10 1.70 2.51 2.87 3.36
Valuation Ratios (x)

PE 26.76 18.24 13.35 11.67 9.95
PB 2.97 3.24 2.81 2.44 211
EV/Sales 1.50 1.36 1.23 1.05 0.92
EV/Ebitda 11.89 7.44 5.63 4.99 4.35

Source: SWS Research
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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 or the group company(ies). A
group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making activities for any of the listed
corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company serving as an officer of any of the
listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation 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

| (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered as the
Securities Analyst. | hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only legitimate
information is used in this report. | am also responsible for the content and opinions of this report. | 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 Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China Securities
Regulatory Commission with the code number ZX0065.

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 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 six months after the release of this report, we define
the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is 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 report,
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 their actual situation, such as their
portfolio 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.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the “Company”). The
Company will not deem any other person as its client notwithstanding his receipt of this report.

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 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.

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.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any consulting
services.

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
circumstances shall the Company 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.
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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 this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used in any other ways
which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service marks or marks of the
Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

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

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 SFO).

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 Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within Article 49(2)(a)
to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant Persons”). This
document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is 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 Singapore recipients of the report
are to contact the Singapore office of Shenwan Hongyuan 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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