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Inspur International Ltd [0596.HK]
Catch the Wave. Initiate with BUY

Inspur International (Inspur) is engaged principally in the information technology business. The Company
has positioned itself to provide professional human resources cloud services solutions for large and medi-
um enterprises. It operates two major business segments: a) enterprise resource management (ERM)
related business, which includes cloud services and software, and data business, like big data services;
and b) software outsourcing, which provides IT outsourcing, business process outsourcing, data analysis,
infrastructure maintenance and cloud services. In Jul 2018, Inspur completed the acquisition of a 76%
stake in Inspur Tianyuan, a software development operation, from its parent, Inspur Group, and Merit
Express International by issuing 186m new shares at HK$2.65 per share. Inspur should deliver solid net
profit growth of 88.1%/19.7%/15.2% in 2018E/2019E/2020E. We believe Inspur’s current valuation of
13.0x 2018E, despite its strong YTD share price performance, doesn’t look expensive. Increasing market
attention, positive government policies, and a breakthrough in new product launches are share price cata-
lysts. Initiate with BUY and a target price of HK$4.50 (based on 18x 2018E PER, lower than its historical
average and the average of its listed peers).

(] Outlook helped by China ERP demand. According to Gartner, China’s enterprise software market
grew at a compound annual growth rate (CAGR) of 13.9% in 2011-2016. Enterprise resource plan-
ning (ERP) is one of the fastest-growing segments of the enterprise software market. China’s ERP
market grew at a CAGR of 17.1% in 2011-2016 and reached US$1.4bn in 2016. As a leading player
in the large and medium enterprise segment, Inspur is a major beneficiary of increased IT spending.
Inspur should report resilient top-line growth in 2017-2020E, given increasing demand for ERP,
strong growth of cloud-related business, and the 5G roll-out in China.

(] Continued investment from state-owned enterprises. State-owned enterprises (SOEs) are
Inspur's main clients. The Company’s Enterprise Resource Management (ERM)-related products
cover over 26% of the Fortune 500 Companies in China. In 1H 2018, Inspur’s revenue from ERM-
related products was about HK$634.7m, up about 54.1% YoY, and over 54% of this revenue was
generated from new customers, which replaced their original products from Inspur's competitors.
According to the State-owned Assets Supervision and Administration Commission (SASAC), the
total revenue generated by central government-owned enterprises reached about RMB26.4trn in
2017, up 13.3% YoY; and the net profit reached RMB1.4trn, up 15.2% YoY, which is the highest
growth rate in the past five years. We expect SOEs to increase their investment in IT services, be-
cause of a) their increasing profitability, and b) mergers of central SOEs, which may create IT de-
mand to strengthen the management of the bigger entities.

®  Cloud services business is expected to maintain a high growth rate. The Company expects its
cloud services business to reach about 50% of total revenue by 2030. The Company’s revenue from
its cloud services business increased from 2.5% of total revenue in 1H 2017 to 6.7% in 1H 2018.
Although the revenue share of its cloud services business will be diluted in the short term due to the
acquisition of Tianyuan, we believe revenue from the cloud services business will continue to in-
crease in the mid to long term.

(] Policy guidelines on cloud computing expected. China’s government is actively promoting the
local IT industry to replace software and hardware from overseas companies. Also, as the govern-
ment is actively promoting “moving business to the cloud”, Inspur released a comprehensive product
portfolio, which covers the large, medium and small micro-enterprise markets. We believe Inspur will
be a beneficiary of the government’s policy of supporting local software developers.

(] Risks: (1) A massive slowdown in IT spending in China; (2) higher-than-expected marketing ex-
penses; and (3) slower-than-expected growth of sales of ERM-related services.

Key Financials

(o et oy 2016 2017~ 2018E 2019 2020E
Revenue 1,163.2 1,796.0 2,305.7 2,833.9 3,627.3
Change (yoy %) 19.7 54.4 28.4 22.9 28.0
Gross Profit 3422 527.3 738.0 936.1 1,220.0
Gross Margin % 29.4 20.4 32.0 33.0 33.6
Net Profit 59.9 151.3 284.6 340.6 3922
Net Margin % 5.1 8.4 12.3 12.0 10.8
EPS (Basic) 0.07 o.16 o.28 0.30 0.34
Change (yoy %) n.a 147.86 67.75 8.25 15.17
DPS $0.030 $0.030 $0.050 $0.060 $0.069
ROE (%) 3.4 7.9 11.6 11.5 12.0
Dividend Yield (%) 0.83 0.83 1.39 1.66 1.91
PER (x) 54.2 21.9 13.0 12.0 10.5
PBR (x) 1.9 1.7 1.5 1.3 1.2
FCF Yield (%) 3.20% -1.26% 5.17% 6.72% 8.94%
Capex (m) 29.6 257 27.7 2908 32.1
Free cash flow per share 0.1 (0.0) 0.2 0.2 0.3
Net Gearing (%) net cash net cash net cash net cash net cash
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Investment positives
1) ERP market expected to grow in the long term

Increasing market size to sup- The traditional ERP business is developing well in China, as China’s future IT spend-

port growth ing increases and the SaaS market continues to grow. According to chyxx.com, Chi-
na’s enterprise software market grew at a CAGR of 13.9% in 2011-2016. The enter-
prise resource planning (ERP) segment is one of the fastest-growing components of
China’s software market. According to Gartner, China’s ERP market grew at a CAGR
of 17.1% in 2011-2016 and reached US$1.4bn in 2016.

As China’s SOE and SME segments still have a low penetration rate for ERP installa-
tions, the ERP market in China will continue to see fast growth in the coming years.
China’s software market is dominated by domestic players due to high entry barriers,
such as government support and ability to meet local needs. International players,
such as SAP and Oracle, are dominant in the high-end segment, but have a lower
p p p share of the SME and SOE segments. Inspur, the market leader in ERP software
:ZSP ur is the leading player in among China’s SOEs, stands to benefit from this secular sector growth.
e SOE segment.

Management expects an increase in IT spending, since companies are looking for
ways to become more efficient and reduce costs. Inspur reported fast turnover
growth in 1H 2018, due mainly to strong demand for ERM-related services. Sales of
ERM-related business increased 54.1% YoY to HK$634.7m in 1H 2018 and are ex-
pected to increase 50% in 2019. Currently, SOEs are Inspur's major clients. The
Company covers over 26% of Fortune 500 Companies in China, and over 54% of
ERM revenue was generated from new customers. Also, the Company’s business
structure is continuously optimized. The revenue proportion of IT outsourcing de-
creased from 25.2% of total revenue in 1H 2017 to 17.8% in 1H 2018. We expect the
Company’s revenue mix to continue to be optimized and the proportion of IT sourcing
to continue to decrease.

As the government is actively promoting “moving business into the cloud”, Inspur
released a comprehensive product portfolio, which covers the large, medium and
small enterprise markets, including HCM Cloud, Travel Cloud, e-Procure Cloud, Tax-
control Cloud and Cloud+, to assist GS7.0 to provide enterprise cloud services to

Government support, expanding large enterprises. Also, Inspur established a joint venture with Odoo, a Belgian soft-

in the SME segment ware company, which focuses on the open source segment, to provide cloud compu-
ting solutions for small and medium enterprises (SMEs). Inspur and Odoo jointly
launched the micro-service, architecture-based, open source cloud ERP product and
platform PS Cloud in Apr 2018. This is an application platform for SMEs, which has
the characteristics of openness, sharing and agility, and it can be implemented in
most operating systems in China. PS Cloud provides a one-stop solution for SMEs,
and it can support the Industrial Internet. Its functions cover multiple application sce-
narios, such as collaborative applications, industry chain collaboration, intelligent
manufacturing and financial sharing.
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2) Increasing Enterprise IT Spending and Support from Inspur Group

According to Gartner, China will continue to lead in enterprise software spending in
the coming year, with an 18.9% increase from last year, reaching US$5.1bn. SOEs
are Inspur’s main clients, and Inspur covers over 26% of the Fortune 500 Companies
in China. In 1H 2018, revenue from enterprise management software increased 34%
YoY, and 54% was contributed by new customers, which replaced products from
Inspur’s competitors with Inspur’'s ERM products.

The increasing IT spending by SOEs is mainly due to growing profitability. The total
profit of SOEs rose 15.2% YoY in 2017 to about RMB1.4trn. Total profit was the high-
est ever, while the rate of growth was the highest in five years, according to Xinhua

Increasing IT spending in the News Agency. As at the end of last year, total operating revenue of SOEs rose 13.3%

SOE segment YoY to 26.4trn, and total assets reached RMB54.5trn, an increase of 7.9% YoY. The
profit figures vindicate plans the Chinese government announced in 2015 to overhaul
its lumbering, debt-ridden state sector, by launching a radical reform programme de-
signed to make SOEs more profitable and responsive to the market.

Inspur Group is the leading cloud computing and big data services provider in China.
The Group controls Inspur Software [600756.CH], Inspur International, Inspur Elec-
tronic Information Industry Co. Ltd [000977.CH], and Shandong Huaguang Optoelec-
tronic [838157.CH]. While Shandong Huaguang focuses mainly on the semiconductor
industry, manufacturing semiconductors and related solid-state devices, the other
three subsidiaries focus primarily on the computer industry. Inspur Software develops
communication and enterprise management software, and provides network engineer-
ing technology services; and Inspur Electronic Information manufactures and sells
computer servers, computer terminal products, electronic products and telecommuni-
cations equipment.

Support from Inspur Group

Figure 1: Worldwide IT Spending

2017 Spendings 2017 YoY 2018 Spendings 2018 YoY 2019 Spendings 2019 YoY

(USS bn) Growth (USS bn) Growth (USS bn) Growth
Data Center Systems 181 6.4% 192 6.0% 195 1.6%
Enterprise Software 369 10.4% 405 9.9% 439 8.3%
Device 665 5.7% 689 3.6% 706 2.4%
IT Services 931 4.1% 987 5.9% 1,034 4.7%
Communications Services 1,392 1.0% 1,425 2.4% 1,442 1.2%
Overall IT Spending 3,538 3.9% 3,699 4.5% 3,816 3.2%

Figure 2 : China IT Spending
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3) Strong Demand for Cloud Computing and ERP Products

The market for global cloud computing services is estimated at US$5.5trn in 2022, up
18.0% YoY, according to Gartner. The global public cloud computing services market
reached US$2.6trn in 2017, up 18.5% YoY. In 2018, China enterprise application soft-
ware spending is expected to reach US$5.1bn, an 18.9% rise from 2017. According to
chyxx.com, Inspur was the fourth largest ERP solutions provider in China, with a total
market share of about 11% in 2017.

Growing demand for cloud com-
puting

There are three major business models under cloud computing: Infrastructure-as-a-
Service (laaS), Platform-as-a-Service (PaaS) and Software-as-a-Service (SaaS).
PaaS is capital intensive and requires a huge investment in hardware. SaaS requires
less upfront IT spending and is suitable for companies without sufficient in-house re-
sources. The global market for SaaS was estimated at US$73.6bn in 2018, up 22.2%.

According to management, Inspur was one of the first domestic software developers
to develop cloud-based services for SOEs and other large enterprises. Inspur uses the
SaaS model, and the group is now operating a portfolio of cloud-based ERM services
and products that cover the large, medium and small enterprise markets, including
HCM Cloud, Travel Cloud, e-Procure Cloud, Tax-control Cloud and Cloud+. In addition
to cloud services, Inspur Tianyuna provides big data analysis with value-added ser-
i i vices. Unlike traditional big data services providers, which provide only analytical tools
Inspur enjoys first-mover ad- for their customers, Inspur’s big data services focus mainly on providing value-added
vantage services, which help their customers understand their current business and expand
their business to new markets by leveraging their proprietary data. Currently, Inspur
Tianyuan provides big data services to China Mobile, China Telecom, and China Uni-
com; China Mobile is its largest customer. In addition, compared with other big data
platforms, Inspur’s big data platform is more flexible and can be implemented in vari-
ous industries.

Figure 3 : China’s public cloud-computing market size
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4) High entry barriers: high level of customization and localization

Inspur’s foreign competitors, such as SAP and Oracle, are all multinational giants.
Their products are more expensive, and their costs are all higher than those of Inspur.

Diversified business includes Given their worldwide network and global recognition, they focus mainly on the high-

both SOE and SME markets end market and the largest companies. Inspur does not compete direct with them in
the high-end market; its competitive niche is in large companies. Inspur's main domes-
tic competitor, Yonyou, is the leading domestic ERP software supplier; most of its cus-
tomers are also SOEs. Unlike Yonyou, Inspur has diversified its business to the SME
market.

Inspur is one of the few companies in China capable of offering solutions to customers
reliant purely on the local supply chain for chips, equipment, platforms and applica-
Capable of using the local sup- tions. The strong support from Inspur Group (which is a leading hardware and soft-
ply chain ware supplier) is one of the key advantages Inspur has over its competitors. Inspur
management also highlighted that the Company’s main customers (medium to large
enterprises, especially SOEs) have high stickiness with Inspur, which will benefit from
their migration to the cloud.

Figure 4: Major Management Software and Services Providers

Segment Company Name Home Country Business scrope
SAP Germany Focused on high-end large scale ERP projects.
Oracle Us Focused on high-end large scale ERP projects. It also provides hardware and software for enterprises
ERP Yonyou China Focused on SOE segment and largest financial management software provider
Kingdee China 2nd Largest Chinese financial management software provider and focused on SMEERP segment
Digiwin China Focused on ERP and specialized in manufacturing sector
Inspur China Strong presence in SEOs and conglomertes. However, market share came down in recent years
YGSoft China Largest management software vendor for the (power plants and grids) in China electricity industry
Aisino China Comprehensive IT vendor with financial software, low-end ER Pand industry solution offerings
Industry Solution Baosight China Largest management software vendor for steel and non-ferrous metal industry in China
Mesnac China Largest equipment and software vendor for tire, rubber and related chemical industries in China
Mysoft China Focused on management software for property sector
IBM us Leading consulting and implementation firm for both SAP and Oracle. Strategic partner with Kingdee
Deiottle Switzerrland  Leading consulting and implementation firm for both SAP and Oracle.
Cosulting and Implementation Accenture us Leading consulting and implementation firm for both SAP and Orcale
Capgemini us Leading consulting and implementation firm for both SAP and Orcale
Digital China China Consulting and implementation firm for Digiwin
Hand China Largest Chinese ERP consulting and implementation firm with co-operation with both SAP and Orcale
800App China Largest online CRM vendor in China
Xtools China Second largest online CRM vendor in China
SaaS Salesforece uUs Largest online CRM vendor in the world
Kingdee China Launched K/3 cloud and Cloud Hub.
Yonyouw/Chanjet China Will officially launch cloud based services

Sources: Company data, CGIS Research

Figure 5: China ERM Market Share in 2017
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Sources: IDC, CGIS Research
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Company background

Inspur International Ltd. was incorporated on Jan 29, 2003 in the Cayman Islands and
was listed on the Hongkong Stock Exchange Growth Enterprise Market in April 2004.
Initially, it specialized mainly in trading, providing components to computer manufactur-
ers. Taking the advantage of Microsoft’'s investment in 2005, Inspur rapidly trans-
formed into a company focusing on IT services and software outsourcing, and in the
following two years, the Company tapped into industries like taxation, finance, govern-
ment, ERP, telecommunications, and software outsourcing. Today, Inspur has com-
pleted the main business transformation from trading to IT services and software out-
sourcing. In the next few years, Inspur plans to expand its investment in IT services,
while further enhancing its position in the IT services market. Inspur operates two ma-
jor business segments: a) enterprise resource management (ERM)-related business,
which includes cloud services and software, and data business like big data services;
and b) software outsourcing, providing IT outsourcing, business process outsourcing,
data analysis, infrastructure maintenance and cloud services. The Company’s ERM-
related products comprehensively cover the large, medium and small enterprise mar-
ket.

In the large enterprise market, Inspur released a series of products, including HCM
Cloud, Travel Cloud, e-Procure Cloud, Tax-control Cloud and Cloud+, to assist GS7.0
in providing enterprise cloud services for large companies. The Company further en-
hanced the application scenario and product experience of HCM Cloud and positioned
itself as the leading provider of professional human resources cloud service solutions
for large and medium enterprises. For the procurement of cloud products, the Compa-
ny has cooperated with customers like China Construction Steel Structure Corp. Ltd,
Yuexiu (China) Transportation Infrastructure Investment, Guangdong Fenghua Hi-Tech
and Jingzhi Construction.

In the medium-sized enterprise market, Inspur and Odoo jointly released the open
source ERP product and platform PS Cloud. This is an application platform that pro-
vides a one-stop solution for SMEs and can support the industrial internet and various
application scenarios, such as collaborative applications, industry chain collaboration,
and intelligent manufacturing.

In the small enterprise market, Inspur’s Cloud Accounting 3.0 has completed the online
migration, the registration page has been completely revised, and 42 functions were
optimized. The Cloud Accounting products, which were launched in 2016, help clients
improve their work efficiency and eliminate at least 60% of repetitive work. In 1H 2018,
the Company’s Cloud Accounting had over 500,000 registered users and over 200
partners.

In Jul 2018, Inspur completed the acquisition of a 76% stake in Inspur Tianyuan, a
software development company, from its parent, Inspur Group, and Merit Express In-
ternational by issuing 186m new shares at HK$2.65 per share.

The Company’s turnover rose 40.2% YoY to HK$772.0m in 1H 2018. The strong top-
line growth was driven by the rapid growth of the Company’s ERM-related business,
which increased 54.1% YoY in revenue to HK$634.7m in 1H 2018. Software outsourc-
ing revenue decreased very slightly YoY to HK$137.3m in 1H 2018. Its gross margin
increased about 7ppt to 35%, mainly due to the 1) improved product standardization;
2) an increase in the gross profit margin of the management software business; and 3)
a decline in the low-margin software outsourcing business.
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Business Overview
OVERVIEW OF ERM-RELATED BUSINESS

Inspur's ERP-related business covers two main general segments: a) cloud services,
and b) software and data services. As enterprises are increasing their IT spending,
and the government is actively promoting “moving business to the cloud”, the Compa-
ny has grasped the opportunity to provide a comprehensive portfolio of products for
large, medium and small enterprises. The Company has built core competitiveness in
the cloud era with a high-quality “cloud engine” to empower Inspur partners and enter-
prises.

Inspur has released a portfolio of ERM-related products for large enterprises. The ma-
jor products are HCM Cloud, Travel Cloud, e-Procure Cloud, Tax-control Cloud and
Cloud+. The Company has expanded the application scenario of HCM Cloud and en-
hanced the product experience to cover personnel, attendance, recruitment, perfor-
mance and self-service. The Company has positioned itself to provide professional
human resources cloud service solutions for large and medium enterprises. Currently,
the Company’s HCM Cloud service has over 1.5m users, and covers 80% of the daily
activity of employees and 90% of executive activity. The Company’s typical customers
include Chongqing Yunhai Machinery Manufacturing, Fujian Construction Engineering
Group, China Insurance Information, and Shandong Grain Group. iGo Cloud is the
Company’s major procurement cloud service, which it actively promotes and applies in
the manufacturing industry. Currently, Inspur is successfully cooperating with major
customers, including China Construction Steel Structure Corp. Ltd, Yuexiu (China)
Transportation Infrastructure Investment, Guangdong Fenghua Hi-Tech and Jingzhi
Construction. Inspur’'s Cloud+ intelligent enterprise collaboration platform provides five
main functions: a) a mobile portal; b) a digital work platform; c) a digital collaborative
platform; d) an intelligent assistant; and e) a mobile open platform. The Cloud+ plat-
form also provides mobile application services using the public cloud mode as an uni-
fied portal for employee collaboration and mobile applications, integrating GS, PS and
business applications, and also integrating intelligent functions, such as a natural lan-
guage-based conversational platform. The major clients of Cloud+ include Hubei Air-
port, CRRC Qingdao Sifang Co., Ltd, Rongsheng Pharmaceutical, and China Forestry
Group Corp.

In the medium-sized enterprise market, the Company cooperated with Odoo to jointly
release the micro-service architecture-based open-source cloud ERP product and
platform PS Cloud. For the SME market, the Company has completed the online mi-
gration of Cloud Accounting 3.0, which improves clients’ work efficiency and eliminates
at least 60% of repetitive work. It has received positive feedbacks from users. Cloud
Accounting 3.0 provides basic online finance and online invoicing services for SMEs
and connects with services providers, taxation, banks and related institutions to pro-
vide one-stop cloud ERP solutions for finance, tax and business integration. Currently,
Cloud Accounting 3.0 has over 500,000 users and more than 200 partners. In 1H
2018, the Company’s ERM revenue increased 54.1% YoY to HK$634.7m.
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OVERVIEW OF SOFTWARE OUTSOURCING BUSINESS

In 1H 2018, the Company’s software outsourcing revenue decreased about 1.1% YoY
to HK$137.3m. Currently, Inspur's outsourcing business faces difficulty in business
transformation and expansion of new customers. The Company has continuously
tapped into the core business layout of key customers such as Microsoft, Furukawa
Electric, and China Mobile Aspire, and added new customers, such as Haier, and oth-
er new projects. Inspur has effectively promoted cooperation with Furukawa Electric in
the area of cloud computing, by helping it unify its global operations. This Furukawa
project has helped the Company lay a solid foundation for future expansion in China,
Asia Pacific and even the rest of the world.

Figure 6 : Inspur’s turnover by business segment
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Sources: Gartner, CGIS Research

Figure 7: Inspur turnover breakdown
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Sources: Gartner, CGIS Research
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Industry Overview

Cloud Computing Industry in China

Cloud computing, which involves storing, managing and processing data on a net-
work of remote servers on the Internet rather than on a local server, is now an im-
portant growth driver for China’s IT industry. Since the data, software and processing
power is held in a remote location instead of at an individual's work station, cloud
computing offers users the advantages of low initial investment and maintenance
costs, and easier access. Cloud computing has grown fast in the past several years
in China, as both businesses and individuals have rapidly adopted cloud services.
The Chinese government has been very supportive of cloud development by releas-
ing favourable policies to increase the use of cloud computing. SOEs have been en-
couraged to shift their systems to the cloud. Through the adoption of cloud services,
the Chinese government will have more direct control of SOEs.

There are three major business models under cloud computing: (a) infrastructure as
a service (laaS), (b) platform as a service (PaaS), and (c) software as a service
(SaaS). PaaS is capital intensive and requires a huge investment in hardware. SaaS
requires less upfront IT spending and is suitable for companies without sufficient in-
house resources.

According to Gartner, the global cloud-computing market has reported solid growth in
the past several years. The global cloud-computing market size (laaS, PaaS and
SaaS) is expected to grow at a CAGR of 22.9% in 2016-2020 and to reach
, , US$162.1bn in 2020. The laaS segment is expected to report the fastest growth, esti-
Solid growth in the cloud com- 5104 at 3 CARG of 26.7% in 2016-2020. The global cloud-computing market is led
puting market by the US market, which accounted for 54.1% of the global market in 2016, down
slightly from 56.5% in 2015. The US cloud-computing market is expected to grow at a

CAGR of 15% in 2016-2020.

Cloud computing in China has been growing faster than the global average. The pub-
lic cloud-services market in China reached RMB17.0bn in 2016, up 66% YoY. The
overall cloud-computing market reached RMBS51.5bn in 2016 and is expected to grow
strongly to reach RMB136.6bn in 2020. The China public cloud market is expected to
see a five-year CAGR of 37.2% from 2016-2020F. By 2020, the size of China’s cloud
market might be only about 4.2% of that of the US cloud market, which implies con-
siderable growth potential for cloud-computing-related names. The strong growth of
the cloud-computing market in China has encouraged all of China's internet giants,
such as Alibaba, Tencent and Kingsoft, together with overseas software companies,
such as Microsoft, to launch public, private and hybrid cloud services in China. Ali
Cloud (Alibaba) is the clear leader in the laaS vertical, followed by Telecom, Tencent
Cloud, Huawei Cloud and Kingsoft Cloud (Kingsoft). laaS is expected to be dominat-
ed by existing big names, as the entry barriers are high. Since Alibaba released infor-
mation on its cloud-computing segment, Ali Cloud, the market has treated it as refer-
ence for the performance of the overall cloud-computing market in China. Ali Cloud
business has reported triple-digit, top-line growth in six quarters since Q2 2015,
which shows that the cloud-computing market in China is growing fast. On the appli-
cations side, China’'s SaaS market has also reported solid growth since 2015. Well-
established names such as Kingsoft, ChinaSoft, DC Holdings and SinoSofit have
been developing and offering cloud-based products. Kingdee is a leader in cloud-
based ERP products. ChinaSoft and Hauwei Cloud are offering cloud-based IT ser-
vices together. DC Holdings is leveraging its expertise to offer cloud-based Smart
City solutions.
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Figure 8 : Global cloud-computing market size
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Figure 9 : Cloud-computing ecosystem
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resources

Compute, Storage, Networking

Sources: Gartner, CGIS Research
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Earnings forecast

e Inspur is projected to deliver net profit growth of 88.1%/19.7%/15.2% in
2018E/2019E/2020E, supported by strong turnover growth and a more fa-
vourable macro environment.

e We expect Inspur to report turnover growth of 28.1% YoY in 2018E due to strong
growth of ERP products and steady performance of its IT outsourcing business.
Turnover and net profit growth Inspur’s top-line growth is expected to remain at over 20% in 2019E and 2020E
remains strong due to continuous IT investment by corporates in China and the 5G roll-out in Chi-
na. The strong turnover growth of cloud computing will also support overall top-

line growth.

o We expect the Company’s gross margin to remain at over 30% in 2018E-2020E
(2016 and 2017: below 30%), given the increasing contribution from higher-margin
ERP products.

e Inspur has a healthy and improving balance sheet. The Company had a net cash
position of HK$1,359m at end-2017. We expect Inspur’'s net cash position to in-
crease to over HK$2bn in 2020E.

Figure 10: Key Assumptions for Inspur
2018F 2019F

Turnover (HKD m)

Sales of IT peripheral and software 186.9 219.5 201.7 206.6 212.8 219.2 225.8
Provision of software development services 454.3 4755 627.1 834.7 1,210.3 1,634.0 2,205.8
Software outsourcing 249.9 276.6 334.3 276.6 284.9 293.5 302.3
Tianyuan 0.0 0.0 0.0 478.1 597.6 687.2 893.4
YoY Change (%)

Sales of IT peripheral and software n.a. 17.5 (8.1) 24 3.0 3.0 3.0
Provision of software development services na. 47 31.9 33.1 45.0 35.0 35.0
Software outsourcing n.a. 10.7 20.9 (17.3) 3.0 3.0 3.0
Tianyuan 25.0 15.0 30.0
Gross margin (%) 314 30.1 294 294 32.0 33.0 33.6
Sales of IT peripheral and software 94.0 91.0 18.0 18.0 21.0 23.0 25.0
Provision of software development services 71.0 66.3 37.2 37.2 40.2 40.2 40.2
Software outsourcing 67.5 63.5 25.0 25.0 27.0 27.0 27.0
Tianyuan - - - 20.0 22.0 22.0 22.0
Net margin (%) (7.9) 0.6 5.1 8.4 12.3 12.0 10.8
Cost (HKD m)

S,G&A (306.2) (368.5) (348.7) (495.2) (617.5) (729.4) (945.7)
R&D Expenses (108.62) (71.79) (111.33) (61.68) (79.18) (125.66) (160.84)
Financial Expenses - - - - (1.0) - -
YoY Change (%)

S,G&A n.a. 204 (5.4) 42.0 24.7 18.1 29.7
R&D Expenses n.a. (33.9) 55.1 (44.6) 284 58.7 28.0
Financial Expenses na. na. na. n.a. n.a. na. n.a.
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Figure 11: Earnings projection

Income Statement (HKD m) FY2016
Revenue 1,163
Growth yoy% 19.7%
Gross Profit 342
Growth yoy% 17.1%
Selling General & Admin Exp. (460)
Others Operating Expenses/Items 129
Operating Income 12
Growth yoy% n.a.
Interest Expense 0
Interest and Invest. Income 26.3
Income/(Loss) from Affiliates 29.2
Other Non-Operating Inc. (Exp.) 20.7
Impairment of Goodwill -
Gain (Loss) On Sale Of Invest. -
Gain (Loss) On Sale Of Assets -
Income Tax Expense (27)
Minority Int. in Earnings 1)
Net Income 60
Growth yoy% n.a.
Balance Sheet (HKD m) FY2016
ASSETS
Cash And Equivalents 853
Receivables 240
Inventory 8
Other Current Assets 451
Total Current Assets 1,552
Net Property, Plant & Equipment 18
Long-term Investments -
Other Intangibles 234
Deferred Tax Assets, LT -
Other Long-Term Assets 854
Goodwill -
Accounts Receivable Long-Term -
Total Long Term Assets 1,106
Total Assets 2,658
LIABILITIES & EQUITY
Accounts Payable 576
Accrued Exp. -
Short-term Borrowings 0
Curr. Port. of LT Debt -
Curr. Income Taxes Payable -
Unearned Revenue, Current -
Other Current Liabilities 293
Total Current Liabilities 869
Long-Term Debt 0
Def. Tax Liability, Non-Curr. 42
Other Non-Current Liabilities 12
Total Liabilities 924
Common Stock 9
Additional Paid In Capital -
Retained Earnings 1,725
Treasury Stock -
Comprehensive Inc. and Other -
Minority Interest 0.3
Total Equity 1,735
Total Liabilities And Equity 2,658

FY2017*

1,796
54.4%
527
54.1%
(557)
120

151
152.6%

FY2017*

1,351
233
13
218
1,814
28

296

919

1,243
3,057

554

2,306
28.4%
738
40.0%
(697)
127
169
86.2%
(1.0)
226
1165

285
88.1%

1,589
283
16
238
2,126
30

325

1,504

1,859
3,985

i

1,087
0

57

6
1,151
1"

2,815

8.0
2,834
3,985

2,834
22.9%
936
26.9%
(855)
138
219
29.7%
0

26.6
124.6

341
19.7%

1,784
348
20
261
2,412
32

358

1,654

2,044
4,456

874

1,265
63

1,335
1"

3,098
12.0

3,122
4,456

FY2018F FY2019F FY2020F

3,627
26.0%
1,220
30.3%
(1,107)
152
265
21.1%
0

29.8
1332

392
15.2%

FY2018F FY2019F FY2020F

2,049
445
25
286
2,806
34

394

1,820

2,247
5,053

1,119

&

Cash Flow Statement (HK$ m)

Net Income
Depreciation & Amort.
Change in Working Capital
Cash from Ops.
Capital Expenditure
Sale of Property, Plant, and Equipment
Change in Investing Acitivities
Cash from Investing
Net increase in bank borrowings

Issuance of Common Stock
Common Dividends Paid
Special Dividend Paid
Other Financing Activities
Cash from Financing

Net Change in Cash

Ratios

Profitability
Return on Assets %
Return on Capital %
Return on Equity %

Margin Analysis
Gross Margin %
SG&A Margin %
EBIT Margin %
EBITDA Margin %
Net Income Margin %

Asset Turnover
Total Asset Turnover
Fixed Asset Turnover
Accounts Receivable Turnover
Inventory Turnover

Liquidity
Current Ratio
Quick Ratio
Avg. Days Sales Out.
Avg. Days Inventory Out.
Avg. Days Payable Out.
Avg. Cash Conversion Cycle
Net Debt to Equity

Growth Over Prior Year
Total Revenue
Net Income
Payout Ratio %

o [ $R ;] [ PR

CHINA GALAXY INTERNATIONAL

FY2016 FY2017* FY2018F FY2019F FY2020F
22 84 165 216 261

30 26 28 30 32

71 (135) 29 62 108
122 (25) 221 308 401
(18) (17) (30) (32) (34)
(265) 382 55 (45) (57)
(283) 365 26 (77) (92)
0 0 0 0 0

0 0 0 0 0

(27) (27) (29) (87) (68)
(10) 3 19 22 24
(37) (24) (9) (35) (44)
(199) 316 238 195 265
FY2016 FY2017* FY2018F FY2019F FY2020F
2.3% 5.3% 8.1% 8.1% 8.2%
1.7% 5.8% 6.9% 7.3% 7.9%
3.4% 7.9% 11.6% 11.5% 12.0%
29.4% 29.4% 32.0% 33.0% 33.6%
30.0% 27.6% 26.8% 25.7% 26.1%
3.3% 5.9% 8.3% 8.7% 8.1%
5.8% 7.4% 9.5% 9.7% 9.0%
5.1% 8.4% 12.3% 12.0% 10.8%
0.4x 0.6x 0.6x 0.6x 0.7x
1.1x 1.4x 1.2x 1.4x 1.6x
5.7x 7.6x 8.9x 9.0x 9.1x
140.2x 142.7x  142.7x 142.7x 142.7x
1.8x 2.0x 2.0x 1.9x 1.8x
1.2x 1.7x 1.6x 1.6x 1.5x
75.2 47.3 44.8 44.8 44.8
26 26 26 26 26
262.4 162.6 147.3 152.5 151.2
-101.9 -61.7 -64.1 -64.0 -64.0
netcash netcash netcash netcash netcash
19.7% 54.4% 28.4% 22.9% 28.0%
na. 152.6% 88.1% 19.7% 15.2%
45.2% 18.2% 18.1% 20.0% 20.0%
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Valuation

Inspur is trading at 13.0x 2018E PER, below its historical average of 19x. Inspur’s re-
cent share price consolidation, in our view, was due to market concerns about a slow-
down in IT spending, triggered by increasing macro uncertainties. However, we still
expect Inspur to achieve satisfactory top- and bottom-line growth in 2018E—2020E,
given the increasing penetration of ERP software in China, the fast-growing cloud-
based business, and business opportunities from the 5G roll-out in China.

In terms of PER, Inspur is trading at a discount to HK-listed and A-share-listed IT ser-
vices names, which trade at an average 2018 PER of 20.3x and 37.9x, respectively.
Inspur has a leading position in the SOE segment. The increasing contribution from
cloud-related business and business opportunities from the 5G roll-out provide further
re-rating potential. The underperformance is not justified.

We are initiating coverage on Inspur with a BUY rating and target price of HK$4.50,
based on 18x 2018E PER (lower than its historical average of 19x). Our target PER is
also lower than Yonyou’s 2018E PER of 69.7x and Kingdee’s 2018E of 61.3x. Share
price catalysts include more news flow on favourable government policies, increasing
coverage, and strong operating performance.

Figure 12: Inspur PER trend

HKD

W N - ol
L

w
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ure 13: Peer Comparison

EVI/EBI PIB ROE ROA

Price Market Cap 2018F 2019F 2020F 2018F 2019F 2020F 2017 2018F 2017 2018F 2017 2018F 2017 2018F ™ YTD

Ley US$m X X X X X X X % % % % % % % %
HK Listed Software plays
856 HK Vstecs Holdings Ltd 391 733 6.2 54 44 na. na. na. 12 10 144 173 43 42 06 51 24 -13 71 -14.6 -18.9
400 HK Cogobuy Group 3.07 577 na. na. na. na. na. na. 10 na. 173 na. 39 na. 0.0 na. 51 59 -24.2 -26.4 -26.0
861 HK DC Holdings Ltd 3.86 829 193 15.1 107 na. na. na. 07 na. 49 33 0.7 11 00 06 03 72 -24.9 -7.0 213
1184 HK Sas Dragon Holdings Ltd 2.46 197 na. na. na. na. na. na. 11 na. 209 na. 49 na. 82 na. 0.0 2.8 -115 -4.7 -5.4
1588 HK Chanjet Information Tech-H 7.99 222 184 175 na. 41 38 na. 12 12 -139 70 16.1 6.5 0.0 0.0 -10.1 -323 -38.8 345 284
1297 HK Sinosoft Technology Group Lt 2.28 357 9.7 8.0 6.2 6.2 5.0 39 21 18 200 188 178 157 14 17 34 -14.0 377 -2.6 36
2280 HK He Group Inc 474 680 129 9.4 438 155 6.9 42 12 10 6.7 77 51 42 0.0 02 -10.6 157 6.5 -15.8 -17.3
268 HK Kingdee International Sftwr 8.11 3,426 613 46.8 340 272 231 188 4.4 438 86 81 5.8 55 02 02 84 -109 -89 101.2 843
354 HK Chinasoft International Ltd 4.75 1,480 14.2 113 9.2 10.1 83 7.0 18 18 1.8 136 81 82 0.4 0.4 5.2 -122 269 38 8.2
596 HK Inspur International Ltd 3.60 525 13.0 120 10.5 115 85 6.3 17 15 79 116 53 8.1 0.8 14 8.1 4.0 15.8 75.6 68.2
Average 203 16.2 116 126 9.4 84 16 19 10.1 10.8 74 6.5 12 12 -15 -10.0 -207 0.9 4.8
Overseas Listed Distributors
AVTUS Avnet Inc 44.64 4,965 103 9.6 89 72 6.8 6.5 11 1.0 10.8 10.6 -14 50 17 18 4.0 74 15.7 9.4 127
ARW US Arrow Electronics Inc 78.40 6,834 89 86 8.7 71 71 7.0 13 13 122 15.0 34 44 0.0 0.0 4.6 18 36 0.9 25
3702 7T Wpg Holdings Ltd 37.30 2,041 86 89 84 11.9 113 10.5 11 12 10.9 139 37 43 na. 8.0 11 9.9 -20.1 -144 -110
ECMLN Electrocomponents Plc 524.20 2,979 14.7 132 121 10.1 9.2 84 4.2 42 6.0 308 137 na. 25 28 -174 -284 271 -169 -163
3036 TT Wt Microelectronics Co Ltd 40.80 738 74 6.4 53 9.2 76 6.4 11 10 10.0 145 34 36 na. 7.0 14 73 -114 -119 9.7
Average 10.0 9.4 8.7 9.1 84 78 18 18 10.0 17.0 4.6 43 14 39 -17 -102 19 6.6 5.4
Overseas Listed Online Platforms
BABA US Alibaba Group Holding-Sp Adr 163.74 424,444 319 248 19.0 25 174 133 79 6.1 394 15.9 10.5 76 0.0 0.0 10.9 -3.9 216 34 5.0
Jous Jd.Com Inc-Adr 2201 36,913 911 452 242 629 318 181 4.0 41 -118 0.7 0.6 0.4 0.0 0.6 -85 -25.2 423 -40.1 -46.9
DANG US E-Commerce China-Spon Adr -A na. na. na. na. na. na. na. na. na. na. na. na. 20 na. na. na. na. na. na. na. na.
LITB US Lightinthebox Holding-Adr 0.80 54 na. na. na. na. na. na. 11 na. na. na. -84 na. 0.0 na. 0.0 -50.6 -59.6 -55.6 -65.2
IMEIUS Jumei International-Adr 211 317 na. na. na. na. na. na. 05 na. 37 na. 25 na. 00 na. 0.9 71 -20.4 -29.0 -21.7
GSOL US Global Sources Ltd na. na. na. na. na. na. na. na. na. na. 119 na. 104 na. na. na. na. na. na. na. na.
Average 615 350 216 4.7 246 15.7 34 5.1 10.8 76 29 36 0.0 03 04 -18.2 -36.0 -32.0 -36.2
300191 CH Sino Geophysical Co Ltd-A 16.80 786 na. na. na. na. na. na. 46 na. 1.0 na. 11 na. na. na. 0.9 14 -18.0 -19.2 -25.7
300212 CH Beijing E-Hualu Info Tech-A 22.00 1,449 277 19.1 141 18.7 145 122 35 33 56 109 25 37 na. 10 -4.7 -18.9 -114 6.0 -2.6
300277 CH Shenzhen Hirisun Technolog-A 6.41 314 na. na. na. na. na. na. 46 na. 55 na. 13 na. na. na. 8.1 223 -35.7 -29.7 -220
300365 CH Beijing Forever Technology-A 21.45 1,261 314 23.0 171 255 19.1 14.6 53 46 185 15.2 116 113 na. 04 35 -15.4 96 347 355
300366 CH Sichuan Troy Information-A 7.65 588 219 19.6 16.6 na. na. na. 14 13 57 5.8 47 na. na. na. 9.9 -11.0 -25.9 -33.6 -36.4
300377 CH Shenzhen Ysstech Info-Tech-A 12.30 1,335 321 224 16.6 274 19.6 145 34 32 8.0 9.9 83 9.8 na. 17 43 -19.1 -10.9 17 -0.5
300383 CH Beijing Sinnet Technology-A 1339 3,014 294 204 15.2 20.0 144 109 30 27 9.8 9.5 5.6 5.8 na. 0.6 33 -89 69 15 15
600392 CH Shenghe Resources Holdings-A 9.83 2,522 315 248 215 22 200 173 33 31 27 100 31 59 na. 0.0 53 -19 132 232 327
600410 CH Beijing Teamsun Technology-A 7.00 1,128 na. na. na. na. na. na. 16 na. 1.0 na. 0.7 na. na. na. 138 -117 -29.6 -28.0 -335
600588 CH Yonyou Network Technology-A 2439 6,831 69.7 50.6 378 382 315 232 76 72 35 107 6.0 52 na. 0.7 42 -19.6 0.7 51.8 499
600601 CH Founder Technology Group -A 2.75 882 na. na. na. na. na. na. 2.1 na. 18 na. -6 na. na. na. 9.1 -2.8 1.7 =278 -24.5
600680 CH Shanghai Potevio Co Ltd - A na. na. na. na. na. na. na. na. na. na. -47.6 na. -119 na. na. na. na. na. na. na. na.
600764 CH  Cec Corecast Corp Ltd -A 2242 1,297 915 76.0 623 586 8.7 411 85 75 10.2 89 49 na. na. na. 7.9 294 294 -205 -19.4
600850 CH  Shanghai East-China Comput-A 1828 1,131 234 19.4 16.6 na. na. na. 34 32 15.6 141 6.1 85 na. 0.9 84 9.5 4.8 -14.0 73
000555 CH Digital China Information -A 10.69 1,506 202 232 193 na. na. na. 20 19 6.2 9.6 49 45 na. 0.5 33 -115 -113 -36.1 9.0

379 299 237 30.1 240 19.1 3.9 3.8 28 10.5 2.8 6.8 na. 0.7 15 121 -139 9.7 9.0

HSI Index Hang Seng Index 29 25 -12.1 6.4 -89
HSCElIndex  Hang Seng China Ent Indx 21 0.2 -11.0 53 -6.8
SHCOMP Index Shanghai Se Composite -0.4 3.1 -13.8 -19.4 -19.4
MXCNIndex  Msci China 31 -4.1 -18.6 -10.6 -13.1
HSCE! Index 21 0.2 -11.0 5.3 6.8
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Maijor risk factors

Potential risks from the political and economic environment. Most of Inspur’s op-
erations are conducted in China, and most of its revenue comes from China. Accord-
ingly, Inspur’s results of operations, financial condition and prospects depend to a sig-
nificant degree on economic, political and legal developments in the PRC. Adverse
changes in the political and economic policies of the PRC government could have a
material adverse effect on overall economic growth in China, which could reduce de-
mand for Inspur’s services and adversely affect its business and results of operations.

Weaker-than-expected economic growth. Inspur’s financial results have been, and
are expected to continue to be, affected by growth in the Chinese economy. Although
the Chinese economy has experienced significant growth in the past decade, there
can be no assurance it will continue at the current rate, or at all. The Company’s reve-
nue is dependent on the state of the overall Chinese economy, since expenditure on IT
investment, cloud computing, SaaS products, and big data-related, value-added ser-
vices is likely to decrease in a slowing economy.

Potential risks from rapid technological changes. The IT industry is characterized
by rapid technological changes, changes in consumer preferences, the frequent devel-
opment and enhancement of services and products, and new emerging industry stand-
ards. The introduction of services or products embodying new technologies, and the
emergence of new industry standards and practices can render existing services obso-
lete. If the Company is unable to develop and introduce new products, or enhance its
existing products or services in a timely manner in response to changing market condi-
tions or customer requirements, or if its new products and services do not achieve
market acceptance, the business of the Company will be adversely affected.
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Appendix: Selected Management Profile

Mr. Wang Xingshan is Chairman of the Board and Chief Executive Officer ("CEQ”), an expert in special
government grants from the State Council, a Taishan Scholar (Z=1L[£), a management accounting ad-
visor of the Ministry of Finance, and a member of a leading management accounting think-tank in North
Asia (Lo EH e -4EMEE). Mr. Wang graduated from Xian Jiaotong University in 1987 with a Master's

degree in computer and maths sciences. He has worked in several departments in Inspur Group. Mr.
Wang has over 30 years’ experience in the operation and management of the IT industry in China, partic-
ularly in the field of software and IT services. He has focused on innovations in ERP technology and
management innovations, and has led the Company in its transformation to a leading cloud services pro-
vider in China.

Mr. Lee Eric Kong has over 16 years of experience in business management. He obtained a Master of
Electrical Engineering in 1993 from the University of Technology in Eindhoven, the Netherlands. For
about nine years, Mr. Lee has held technical, marketing, business development, and business manage-
ment positions in AT&T Network Systems International and Lucent Technologies in Europe, Russia, the
People’s Republic of China (“PRC”), Australia, the Philippines and Malaysia. He resigned in October
2013 and became a private investor in various projects. On 1 August 2017, Mr. Lee was appointed Exec-
utive Director, President, and Chief Operating Officer of the Company, and President and Chief Operat-
ing Officer of Inspur Genersoft Co., Ltd (a subsidiary of the Company).

Mr. Dong Hailong is a non-executive Director of the Company. He graduated from Southwest Jiaotong
University with a Bachelor's degree in Telecommunication Engineering in 1999. Mr. Dong joined the
Company in 2002.

Mr. Samuel Y. Shen, a non-executive Director, holds a Master's degree in Computer Science from the
University of California, Santa Barbara. Mr. Shen is president of JD Cloud, the cloud business unit of
JD.com. Mr. Shen was formerly the chief operation officer of Microsoft Asia-Pacific Research and Devel-
opment Group. As the senior leader of Microsoft in the region, Mr. Shen was in charge of the strategy
and direction for Microsoft’s global development in Asia Pacific. Additionally, he oversaw Microsoft Cloud
-related development and deployment in China and managed the company’s joint-development ecosys-
tem efforts. Mr. Shen has a solid technical background and rich experience in business operations and
management. Mr. Shen resigned on 27 March 2018 as a non-executive Director of the Company.

Mr. Wong Lit Chor, Alexis, an independent non-executive director, graduated from University of Toron-
to, Canada, in 1981 with Bachelor's degree in arts, majoring in economics and commerce, and obtained
an MBA from The Chinese University of Hong Kong in 1987. He has over 30 years of banking, invest-
ment, corporate finance and securities dealing experience, from working as a senior executive in a num-
ber of listed local and PRC financial services companies.

Ms. Zhang Ruijun, an independent non-executive director, graduated from the School of Business of
Renmin University of China with a PhD in management studies in 2002. Ms. Zhang is currently a Profes-
sor of Finance and a PhD supervisor in the School of Business of Renmin University of China, and she is
engaged in research on IT and Management Integration of Enterprise Group Control Strategy, Enterprise
Group Fund Management and Financial Resources, and Enterprise Risk Management.
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Disclaimer

This research report is not directed at, or intended for distribution to or used 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 China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy
International.

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).
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