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Downgrade to Underperform with a TP of HK$3.00

= We are downgrading the shares of SMI to Underperform from Neutral and trimming our TP to
HK$3.00, as we see two long-term dilemmas lingering for the company. The rapid theatre
expansion in the PRC market has put sector profitability under pressure, and most players are
facing a dilemma as to whether they should aggressively expand further, which would put
pressure on PSA, or put itself at risk of losing market share. SMI, the fifth-largest theatre circuit in
the PRC market, is also facing the dilemma as to whether raise funds to finance its theatre
expansion plan or, again, risk losing market share.

= We are reducing 2017/18/19E earnings 12%/15%/30% based on a lower PSA and lower margin
assumptions. We are lowering our target price to HK$3.00, based on an 11x 2018E PER (from
HK$3.50 based on 7x 2017E EV/EBITDA). We are changing our valuation methodology to PER
from EV/EBITDA to align with our media coverage.

= SMI's shares trade at a 14x FY18E PER. We believe a slower earnings CAGR (15% for 2017-19E
vs 53% for 2013-16) and limited visibility for the company to address the ongoing dilemmas make
the current valuation look lofty compared with the 11x average seen since its IPO.

Fig 1 Earnings estimates revisions

New estimates

YE 31 Dec (HK$m) 2H17E 2017E 2018E 2019E
Revenue 2,058 4,317 5,430 6,319
OP 746 1,306 1,664 1,730
Net Profit 401 707 857 910
Non-GAAP net profit 401 707 857 910
Adjusted EPS 14.04 25.33 28.42 29.58
Old estimates
YE 31 Dec (HK$m) 2H17E 2017E 2018E 2019E
Revenue 2,593 4,936 6,008 6,863
OP 780 1,510 1,839 2,102
Net Profit 464 803 1,004 1,294
Non-GAAP net profit 464 803 1,004 1,294
Adjusted EPS 16.24 29.0 33.29 42.2
Estimate change
YE 31 Dec 2H17E 2017E 2018E 2019E
Revenue -21% -13% -10% -8%
OP -4% -14% -9% -18%
Net Profit -14% -12% -15% -30%
Non-GAAP net profit -14% -12% -15% -30%
Adjusted EPS -14% -13% -15% -30%
Source: Macquarie Research, February 2018
Fig 2 SMI continues to expand theatres rapidly, which
will pressure its PSA ... Fig 3 ... and margins
HK$m 350 -
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*PSA includes merchandise sales.
Source: Company data, Macquarie Research, February 2018 Source: Company data, Macquarie Research, February 2018

21 February 2018


http://www.hibor.com.cn/

Macquarie Research SMI Holdings Group

Potential A-share listing of theatre asset implies 39% earnings dilution

= On 15 March 2017, Chengdu Runyun, an SMI subsidiary, entered into capital increase
agreements with investors, pursuant to which the investors have conditionally agreed to make an
aggregate capital contribution of Rmb2.5bn in exchange for 15.63% of the enlarged equity interest
of Chengdu Runyun. Chengdu Runyun is principally engaged in operating and managing a movie
theatre business. Following completion, the ownership interest of SMI in Chengdu Runyun has
been diluted to 84.37% from 100%, according to SMI release.

»= Chengdu Runyun is seeking an A-share back-door listing via Success Electronics (002289 CH),
an electronics components company, which could further dilute SMI’s ownership in Chengdu
Runyun to as low as 50% upon the completion of deal, according to SMI. On 11 January, SMI
announced that the deal with Success Electronics is still in progress and the relevant work,
including due diligence, audit and evaluation, has not yet been completed.

* The theatre operation business, which is primarily under Chengdu Runyun, contributed 95% of
SMI's 1H17 earnings (before tax and unallocated income and expense). Assuming further
ownership dilution to 50% from the current 84.37%, the disposal of Chengdu Runyun implies a
39% earnings dilution for the SMI listing company, on our estimates. Note that this is based on the
assumption of no other benefits (such as special dividend) to SMI's shareholders, which is still
under discussion, and as such the whole deal is subject to regulatory approvals.

Fig 4 SMlI’s expansion relies on continuous fundraising/borrowing*
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*Including all kinds of borrowing, eg, convertible notes, bonds.
Source: Company data, Macquarie Research, February 2018
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Fig 6 Scenario analysis: earnings impact (2018E) on
Fig 5 Chengdu Runyun’s earnings contribution to SMI further disposal of stake in Chengdu Runyun
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100 + 300 A
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mTheater operation*  mRetail business Others I
Base case Scenario*
*Theatre operation business is primarily under Chengdu Runyun; earnings  *Assume SMI’s ownership on Chengdu Runyun to lower to 50% from
exclude unallocated income and expense. 84.7% upon the completion of A-share back-door listing (still in process).
Source: Company data; Macquarie Research, February 2018 Source: Company data, Macquarie Research, February 2018

= The above deals of Chengdu Runyun reflects the pressure SMI is under to raise funds. In fact, to
finance its aggressive theatre expansion the company has taken on further debt over recent years,
with its net gearing ratio reaching 97% as of end-2016. The A Round fundraising has momentarily
eased the financing pressure on SMI, but we believe the problem will continue to linger if the next
round of fundraising (i.e., the deal for the A-share listing) fails, especially considering the poor
market sentiment on the segment. This could put SMI in a precarious situation.

Fig 7 SMVI’'s major capital raisings

Date Type Net proceeds (HK$m)
Apr-15 Subscription of new shares 39
Apr-15 Convertible bonds 93
Jun-15 Placement of new shares 437
Jul-15 Subscription of new shares 450
Nov-15 Convertible bonds 799
Jun-16 Bond 400
Jun-16 Note 338
Aug-16 ABS 1,700

Source: Company data, Macquarie Research, February 2018

Fig 8 Significant financing need for theatre network Fig 9 Net gearing ratio — fundraising from equity
expansion could dilute earnings
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Source: Company data, Macquarie Research, February 2018 Source: Company data, Macquarie Research, February 2018
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Fig 10 SMI Holdings Group — Ratios

YE 31 December 2014 2015 2016 2017E 2018E 2019E 17-18E  18E-19E  18E-21E
Per Share

EPS (diluted) (HK$) 0.01 0.03 0.03 0.24 0.28 0.29 19% 1% 9%
Non-GAAP EPS (diluted) (HK$) 0.01 0.03 0.03 0.24 0.28 0.29 19% 1% 9%
EBITDA (HK$) 0.06 0.07 0.10 0.66 0.78 0.80 2%
BVPS (HK$) 0.34 0.43 0.39 3.25 3.79 4.32 17% 14% 9%
Basic shares m 9,434 11,761 13,536 2,790 3,016 3,076 8% 2% 2%
Value

EV/Revenue X 9.0 x 5.2x 4.5x 3.5x 2.8 x 2.4x -- -- -
EV/EBITDA X 27.5x 16.8 x 11.3x 8.3x 6.5 x 6.1 x -- -- -
EV/FCF X 1889.9 x 17.1x -67.7x  -1330.4 x 22.2 x 10.2 x - - -
Non-GAAP P/E X 296.0 x 136.0 x 135.6 x 16.9 x 14.2 x 14.1 x -- -- -
Non-GAAP P/E (ex Cash) X 290.5 x 139.4 x 148.2 x 22.9 x 19.1 x 18.4 x -- -- --
Price/ Sales X 6.7 x 3.8x 3.4x 2.6 x 2.1x 1.8x - - -
Price/ Book X 11.7 x 9.4x 10.4 x 1.2x 1.1x 0.9 x - - -
Profit & Loss

Revenue (HK$m) 1,681 2,924 3,351 4,317 5,430 6,319 26% 16% 13%
EBITDA (HK$m) 552 904 1,342 1,836 2,349 2,476 28% 5% 4%
Operating Profit (HK$m) 406 661 922 1,306 1,664 1,768 27% 6% 6%
Net Income (HK$m) 131 360 404 664 857 882 29% 3% 11%
Non-GAAP net income (HK$m) 137 361 404 664 857 882 29% 3% 11%
Profitability

Gross Margin % 59% 29% 36% 37% 36% 33% | (100 bps) (282 bps) (482 bps)
EBITDA Margin % 33% 31% 40% 43% 43% 39% 74bps (408 bps) (972 bps)
Operating Margin % 24% 23% 28% 30% 31% 28% 40 bps (266 bps) (547 bps)
Net Margin % 8% 12% 12% 15% 16% 14% 41 bps (183 bps) (67 bps)
Cash Flow

Operating Cash Flow (HK$m) 597 969 943 1,298 1,344 1,354 4% 1% 9%
Free Cash Flow : (HK$m) 8 888 (224) (11) 684 1,482 - 117% 57%
Yield

Dividend Yield % 1% 1% 2% 0% 0% 0% - - -
FCF Yield % 0.0% 1.8% -0.4% -0.1% 5.6% 12.0% - 633 bps 1476 bps
Earnings Yield % 0.4% 0.7% 0.7% 5.9% 7.1% 7.1% 115 bps 6 bps 213 bps
Balance Sheet

Net debt (Cash) (HK$) 1,117 1,377 5,098 3,942 4,226 3,870 107% 92% 92%
Net debt/ equity % 34% 26% 97% 44% 37% 29% -- -- -
Shareholder’s equity (HK$) 3,312 5,231 5,271 9,060 11,417 13,299 26% 16% 11%
Efficiency

ROE (average) % 4.3% 8.4% 7.5% 9.0% 8% 7% (78 bps) (118 bps) (36 bps)
ROA (average) % 2.5% 4.6% 3.6% 4.4% 5% 4% 16 bps (46 bps) 49 bps
ROIC (average) % 3.5% 6.3% 5.2% 6.5% 6% 6% (12 bps) (77 bps) 67 bps
Source: Company data, Macquarie Research, February 2018
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Fig 11 SMI Holdings Group - Financials

YE 31 December (HK$m) 2014 2015 2016 2017E 2018E 2019E 17-18E 18-19E 18-21E
Consolidated Income Statement

Total Revenue 1,680.6 2,924.1 3,351.2 4,317.3 5,429.6 6,319.4 26% 16% 13%
Gross Profit 997.5 854.0 1,207.6 1,582.0 1,935.1 2,074.1 22% 7% 8%
GP Margin 59.4% 29.2% 36.0% 36.6% 35.6% 32.8% | (100 bps) (282bps) (482 bps)
SG&A 206.5 101.7 163.6 137.8 170.1 193.7 23% 14% 12%
Operating Profit 406 661 922 1,306 1,664 1,730 27% 4% 6%
OP Margin 24.2% 22.6% 27.5% 30.2% 30.6% 27.4% 40 bps (327 bps) (554 bps)
Non-Operating, Net (197.3) (214.0) (429.0) (471.5) (591.2) (591.2) 25% 0% -13%
Income Taxes (Credit) 83.7 78.5 86.0 126.5 2145 227.8 70% 6% 22%
Net Income 131.0 360.0 403.7 706.5 857.1 910.0 21% 6% 11%
NP Margin 7.8% 12.3% 12.0% 16.4% 15.8% 14.4% (58 bps) (139 bps) (72 bps)
Non-GAAP net Income 137.4 361.2 403.7 706.5 857.1 910.0 21% 6% 11%
EBITDA 552.1 903.9 1,341.6 1,835.9 2,348.9 2,437.6 28% 4% 4%
EBITDA Margin 32.9% 30.9% 40.0% 42.5% 43.3% 38.6% 74 bps (469 bps) (978 bps)
Consolidated Balance Sheet

Current Assets 1,130.5 2,058.4 2,935.4 4,479.3 5,105.3 6,127.3 14% 20% 11%
Cash 130.2 1,007.6 625.1 1,823.8 1,739.5 2,124.0 -5% 22% 3%
Trade receivables 691.9 544.6 973.8 946.2 1,190.0 1,385.1 26% 16% 13%
Held-for-trading investments 77.6 196.0 304.2 391.9 492.9 573.7

Inventory 87.8 96.9 360.1 459.4 587.0 713.1 28% 21% 16%
Non-current assets 5,000.6 7,427.2 9,987.2 12,759.4 15,248.3 16,582.6 20% 9% 3%
PPE 1,758.1 2,266.0 3,638.2 5,267.9 6,382.8 6,875.2 21% 8% 3%
Goodwill 1,454.1 3,369.2 5,5636.1 6,643.4 7,972.0 8,769.2

Intangible assets 13.2 56.8 123.3 123.3 123.3 123.3

Prepayment for construction of 522.8 376.8 127.8 163.0 208.3 253.1

Cinema

Other Fixed Assets 1,252.5 1,358.5 561.8 561.8 561.8 561.8 0% 0% 0%
Total Assets 6,131.1 9,485.6 12,9226 17,238.7 20,353.6  22,709.9 18% 12% 5%
Current Liabilities 1,963.0 2,152.3 4,667.6 5,120.3 5,641.5 6,058.6 10% 7% 6%
Trade payables 1,322.9 1,506.7 1,047.3 1,349.2 1,696.8 1,974.9 26% 16% 13%
Tax payable 92.0 145.6 357.9 461.0 579.8 674.8

Other Current Liabilities 29.9 51.7 165.3 213.0 267.8 311.7 26% 16% 13%
LT Liabilities 802.9 2,106.0 2,736.2 2,768.0 3,004.6 3,033.9 9% 1% -29%
Borrowing 728.8 1,935.9 2,625.9 2,625.9 2,825.9 2,825.9

Deferred revenue 2.9 100.9 - - - -

Total Liabilities 2,765.9 4,258.3 7,403.8 7,888.3 8,646.2 9,092.5 10% 5% -3%
Shareholder’s equity 3,365.2 5,227.3 5,518.9 9,350.4 11,7075 13,6175 25% 16% 11%
Capital 1,017.6 1,350.7 1,361.1 1,361.1 1,361.1 1,361.1 0% 0% 0%
Capital reserve 2,294.8 3,880.6 3,910.0 7,741.6 10,098.7 12,008.6

NCI 52.8 (4.0) 247.7 247.7 247.7 247.7 0% 0% 0%
Total Sh. Equity + Liabilities 6,131.1 9,485.6 12,922.6 17,238.7  20,353.7 22,709.9 18% 12% 5%
Consolidated Cash Flow

Operating Cash Flow 597.3 969.3 943.2 1,341.0 1,344.4 1,381.7 0% 3% 9%
Net Income 137.4 361.2 403.7 706.5 857.1 910.0 21% 6% 11%
Depreciation/Amortization 145.7 243.0 419.5 530.3 685.0 707.7 29% 3% -1%
Change in Working Capital (398.2) 301.0 (473.7) 104.1 (197.8) (235.9) - 19% -23%
Investing Cash Flow (1,345.5) (2,677.7) (3,658.0) (3,267.2) (3,128.7) (1,997.2) -4% -36% -50%
Purchase of PPE (303.8) (432.8) (1,252.9) (2,160.0) (1,800.0) (1,200.0) -17% -33% -39%
Prepayment for construction of - -

Cinema

Acquisition of subsidiary (993.6) (1,985.3) (1,834.6) (1,107.2) (1,328.7) (797.2) 20% -40% -
Financing Cash Flow 833.4 2,580.7 2,375.1 3,125.0 1,700.0 1,000.0 -46% -41% -
Proceed from bank borrowing 257.8 411.4 38.9 - 200.0 - -- - --
Proceed from bonds and CB 754.9 1,342.7 1,245.8 - - -- -- --
Net Change in Cash 85.3 872.3 (339.7) 1,198.8 (84.3) 384.5 - - -
FX impact 3.6 5.1 (42.9) - - - -- -- --
Cash at beginning of period 41.4 130.2 1,007.6 625.0 1,823.8 1,739.5 192% -5% -5%
Cash at end of period 130.2 1,007.6 625.0 1,823.8 1,739.5 2,124.0 -5% 22% 3%
Source: Company data, Macquarie Research, February 2018
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Macquarie Quant View

The quant model currently holds a marginally negative view on SMI Holdings A Attractive Displays where the
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. ’ . . . company’s ranked based on
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Macquarie Alpha Model ranking Factors driving the Alpha Model
A list of comparable companies and their Macquarie Alpha model score  For the comparable firms this chart shows the key underlying styles and their
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SMI Holdings Group (198 HK, Underperform, Target Price: HK$3.00)

Interim Results 1H/17A 2H/17E 1H/18E 2H/18E Profit & Loss 2016A 2017E 2018E 2019E
Revenue m 2,259 2,058 2,932 2,498 Revenue m 3,351 4,317 5,430 6,319
Gross Profit m 774 808 1,004 931 Gross Profit m 1,208 1,582 1,935 2,074
Cost of Goods Sold m 1,485 1,250 1,927 1,567 Cost of Goods Sold m 2,144 2,735 3,494 4,245
EBITDA m 825 1,011 1,170 1,179 EBITDA m 1,342 1,836 2,349 2,438
Depreciation m 265 265 343 343 Depreciation m 419 530 685 708
Amortisation of Goodwill m 0 0 0 0 Amortisation of Goodwill m 0 0 0 0
Other Amortisation m 0 0 0 0 Other Amortisation m 0 0 0 0
EBIT m 560 746 827 837 EBIT m 922 1,306 1,664 1,730
Net Interest Income m -227 -244 -236 -355 Net Interest Income m -429 -471 -501 -591
Associates m 0 0 0 0 Associates m 0 0 0 0
Exceptionals m 0 0 0 0 Exceptionals m 0 0 0 0
Forex Gains / Losses m 0 0 0 0 Forex Gains / Losses m 0 0 0 0
Other Pre-Tax Income m 0 0 0 0 Other Pre-Tax Income m 0 0 0 0
Pre-Tax Profit m 332 502 591 482 Pre-Tax Profit m 493 834 1,073 1,139
Tax Expense m -26 -100 -118 -96 Tax Expense m -86 -126 -215 -228
Net Profit m 306 401 473 386 Net Profit m 407 708 858 911
Minority Interests m -1 0 0 -1 Minority Interests m -3 -1 -1 -1
Reported Earnings m 305 401 473 384 Reported Earnings m 404 707 857 910
Adjusted Earnings m 305 401 473 384 Adjusted Earnings m 404 707 857 910
EPS (rep) ¢ 11.2 14.0 15.8 12.7 EPS (rep) ¢ 14.4 25.3 28.4 29.6
EPS (adj) ¢ 11.2 14.0 15.8 12.7 EPS (adj) ¢ 143 25.3 28.4 29.6
EPS Growth yoy (adj) % 17.2 196.4 40.4 -9.7 EPS Growth (adj) % -2.7 76.5 12.6 4.2
PE (rep) X 27.7 15.8 141 135
PE (adj) X 28.0 15.8 141 135
EBITDA Margin % 36.5 49.1 39.9 47.2 Total DPS ¢ 0.0 0.0 0.0 0.0
EBIT Margin % 248 36.2 28.2 335 Total Div Yield % 0.0 0.0 0.0 0.0
Earnings Split % 43.2 56.8 55.1 44.9 Basic Shares Outstanding m 2,707 2,858 3,031 3,092
Revenue Growth % 23.2 35.6 29.8 214 Diluted Shares Outstanding m 2,795 2,790 3,016 3,076
EBIT Growth % 19.1 64.9 47.8 12.2
Profit and Loss Ratios 2016A 2017E 2018E 2019E Cashflow Analysis 2016A 2017E 2018E 2019E
Revenue Growth % 14.6 28.8 25.8 16.4 EBITDA m 1,342 1,836 2,349 2,438
EBITDA Growth % 48.4 36.8 27.9 3.8 Tax Paid m 0 0 0 0
EBIT Growth % 39.5 41.6 27.4 4.0 Chgs in Working Cap m -0 0 -0 -0
Gross Profit Margin % 36.0 36.6 35.6 32.8 Net Interest Paid m 0 0 0 0
EBITDA Margin % 40.0 42.5 433 38.6 Other m -398 -495 -1,004 -1,056
EBIT Margin % 275 30.2 30.6 27.4 Operating Cashflow m 943 1,341 1,344 1,382
Net Profit Margin % 12.0 16.4 15.8 14.4 Acquisitions m -1,835 -1,107 -1,329 -797
Payout Ratio % 0.0 0.0 0.0 0.0 Capex m -1,253 -2,160 -1,800 -1,200
EV/EBITDA X 11.0 8.4 6.8 6.7 Asset Sales m 0 0 0 0
EV/EBIT X 16.0 11.7 9.6 9.4 Other m -570 0 0 0
Investing Cashflow m -3,658 -3,267 -3,129 -1,997
Balance Sheet Ratios Dividend (Ordinary) m 0 0 0 0
ROE % 7.5 9.5 8.1 7.2 Equity Raised m 0 0 0 0
ROA % 8.2 8.7 8.9 8.0 Debt Movements m 0 0 0 0
ROIC % 115 104 10.0 8.7 Other m -2,375 -3,125 -1,700 -1,000
Net Debt/Equity % 92.4 41.7 35.7 27.9 Financing Cashflow m -2,375 -3,125 -1,700 -1,000
Interest Cover X 21 2.8 2.8 2.9
Price/Book X 2.0 1.2 1.0 0.9 Net Chg in Cash/Debt m -5,090 -5,051 -3,484 -1,616
Book Value per Share 2.0 3.3 3.9 4.4
Free Cashflow m -310 -819 -456 182
Balance Sheet 2016A 2017E 2018E 2019E
Cash m 625 1,824 1,739 2,124
Receivables m 1 1 1 1
Inventories m 0 0 0 0
Investments m 0 0 0 0
Fixed Assets m 3,638 5,268 6,383 6,875
Intangibles m 0 0 0 0
Other Assets m 8,658 10,146 12,230 13,709
Total Assets m 12,923 17,239 20,354 22,710
Payables m 1,047 1,349 1,697 1,975
Short Term Debt m 3,097 3,097 3,097 3,097
Long Term Debt m 2,626 2,626 2,826 2,826
Provisions m 0 0 0 0
Other Liabilities m 633 816 1,026 1,195
Total Liabilities m 7,404 7,888 8,646 9,092
Shareholders' Funds m 1,361 1,361 1,361 1,361
Minority Interests m 0 0 0 0
Other m 4,158 7,989 10,346 12,256
Total S/H Equity m 5,519 9,350 11,708 13,617
Total Liab & S/H Funds m 12,923 17,239 20,354 22,710
All figures in HKD unless noted.
Source: Company data, Macquarie Research, February 2018
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Important disclosures:
Recommendation definitions

Macquarie - Australia/New Zealand

Outperform — return >3% in excess of benchmark return
Neutral — return within 3% of benchmark return
Underperform — return >3% below benchmark return

Benchmark return is determined by long term nominal
GDP growth plus 12 month forward market dividend
yield

Macquarie — Asia/Europe

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie — South Africa

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie - Canada

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark return

Macquarie - USA

Outperform (Buy) — return >5% in excess of Russell
3000 index return

Neutral (Hold) — return within 5% of Russell 3000 index
return

Underperform (Sell)- return >5% below Russell 3000
index return

Volatility index definition*

This is calculated from the volatility of historical
price movements.

Very high-highest risk — Stock should be
expected to move up or down 60—-100% in a year
— investors should be aware this stock is highly
speculative.

High — stock should be expected to move up or
down at least 40-60% in a year — investors should
be aware this stock could be speculative.

Medium — stock should be expected to move up
or down at least 30-40% in a year.

Low—medium — stock should be expected to
move up or down at least 25-30% in a year.

Low — stock should be expected to move up or
down at least 15-25% in a year.

* Applicable to Asia/Australian/NZ/Canada stocks
only

Recommendations — 12 months
Note: Quant recommendations may differ from
Fundamental Analyst recommendations

Recommendation proportions — For quarter ending 31 December 2017

AU/NZ Asia RSA
Outperform 51.82% 55.57% 44.05%
Neutral 35.40%  28.60%  36.90%
Underperform 12.77%  15.83% 19.05%
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Financial definitions

All "Adjusted" data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense
Excluded: non recurring items, asset revals, property
revals, appraisal value uplift, preference dividends &
minority interests

EPS = adjusted net profit / efpowa*

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit /average
total assets

ROE = adjusted net profit / average shareholders funds
Gross cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighted average
number of shares

All Reported numbers for Australian/NZ listed stocks
are modelled under IFRS (International Financial
Reporting Standards).

42.51% (for global coverage by Macquarie, 4.36% of stocks followed are investment banking clients)
40.42% (for global coverage by Macquarie, 2.58% of stocks followed are investment banking clients)
17.07% (for global coverage by Macquarie, 0.69% of stocks followed are investment banking clients)

Note: Recommendation timeline — if not a continuous line, then there was no Macquarie coverage at the time or there was an embargo period.

Source: FactSet, Macquarie Research, February

12-month target price methodology
198 HK: HK$3.00 based on a PER methodology

2018

002739 CH: Rmb53.40 based on a EV/EBITDA methodology

Company-specific disclosures:

Important disclosure information regarding the subject companies covered in this report is available at www.macguarie.com/research/disclosures.

Date Stock Code (BBG code)
13-Jul-2017 198 HK
11-Apr-2017 198 HK
04-Feb-2017 198 HK

Target price risk disclosures:

Recommendation Target Price
Neutral HK$3.50
Neutral HK$3.50
Neutral HK$3.90

198 HK: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may include
geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global
economic conditions generally, including conditions in financial markets. The company is exposed to market risks, such as changes in interest rates,
foreign exchange rates and input prices. From time to time, the company will enter into transactions, including transactions in derivative instruments, to

manage certain of these exposures.

002739 CH: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may include
geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global
economic conditions generally, including conditions in financial markets. The company is exposed to market risks, such as changes in interest rates,
foreign exchange rates and input prices. From time to time, the company will enter into transactions, including transactions in derivative instruments, to

manage certain of these exposures.
Analyst certification:

We hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject company or companies and its or
their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report. The Analysts responsible for preparing this report receive compensation from Macquarie that is based upon various
factors including Macquarie Group Ltd total revenues, a portion of which are generated by Macquarie Group’s Investment Banking activities.

General disclaimers:

Macquarie Securities (Australia) Ltd; Macquarie Capital (Europe) Ltd; Macquarie Capital Markets Canada Ltd; Macquarie Capital Markets North America
Ltd; Macquarie Capital (USA) Inc; Macquarie Capital Limited and Macquarie Capital Limited, Taiwan Securities Branch; Macquarie Capital Securities
(Singapore) Pte Ltd; Macquarie Securities (NZ) Ltd; Macquarie Equities South Africa (Pty) Ltd; Macquarie Capital Securities (India) Pvt Ltd; Macquarie
Capital Securities (Malaysia) Sdn Bhd; Macquarie Securities Korea Limited and Macquarie Securities (Thailand) Ltd are not authorized deposit-taking
institutions for the purposes of the Banking Act 1959 (Commonwealth of Australia), and their obligations do not represent deposits or other liabilities of
Macquarie Bank Limited ABN 46 008 583 542 (MBL) or MGL. MBL does not guarantee or otherwise provide assurance in respect of the obligations of
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any of the above mentioned entities. MGL provides a guarantee to the Monetary Authority of Singapore in respect of the obligations and liabilities of
Macquarie Capital Securities (Singapore) Pte Ltd for up to SGD 35 million. This research has been prepared for the general use of the wholesale
clients of the Macquarie Group and must not be copied, either in whole or in part, or distributed to any other person. If you are not the intended recipient
you must not use or disclose the information in this research in any way. If you received it in error, please tell us immediately by return e-mail and delete
the document. We do not guarantee the integrity of any e-mails or attached files and are not responsible for any changes made to them by any other
person. MGL has established and implemented a conflicts policy at group level (which may be revised and updated from time to time) (the "Conflicts
Policy") pursuant to regulatory requirements (including the FCA Rules) which sets out how we must seek to identify and manage all material conflicts of
interest. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any
transaction. In preparing this research, we did not take into account your investment objectives, financial situation or particular needs. Macquarie
salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions
which are contrary to the opinions expressed in this research. Macquarie Research produces a variety of research products including, but not limited to,
fundamental analysis, macro-economic analysis, quantitative analysis, and trade ideas. Recommendations contained in one type of research product
may differ from recommendations contained in other types of research, whether as a result of differing time horizons, methodologies, or otherwise.
Before making an investment decision on the basis of this research, you need to consider, with or without the assistance of an adviser, whether the
advice is appropriate in light of your particular investment needs, objectives and financial circumstances. There are risks involved in securities trading.
The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. This research is based on information obtained from sources believed to be reliable but we do not make
any representation or warranty that it is accurate, complete or up to date. We accept no obligation to correct or update the information or opinions in it.
Opinions expressed are subject to change without notice. No member of the Macquarie Group accepts any liability whatsoever for any direct, indirect,
consequential or other loss arising from any use of this research and/or further communication in relation to this research. Clients should contact
analysts at, and execute transactions through, a Macquarie Group entity in their home jurisdiction unless governing law permits otherwise. The date and
timestamp for above share price and market cap is the closed price of the price date. #CLOSE is the final price at which the security is traded in the
relevant exchange on the date indicated.

Country-specific disclaimers:

Australia: In Australia, research is issued and distributed by Macquarie Securities (Australia) Ltd (AFSL No. 238947), a participating organisation of the
Australian Securities Exchange. New Zealand: In New Zealand, research is issued and distributed by Macquarie Securities (NZ) Ltd, a NZX Firm.
Canada: In Canada, research is prepared, approved and distributed by Macquarie Capital Markets Canada Ltd., a (i) member of the Investment
Industry Regulatory Organization of Canada and the Canadian Investor Protection Fund, and (ii) participating organisation of the Toronto Stock
Exchange, TSX Venture Exchange & Montréal Exchange. This research is distributed in the United States, as third party research by Macquarie Capital
Markets North America Ltd., which is a registered broker-dealer and member of Financial Industry Regulatory Authority and the Securities Investor
Protection Corporation. Macquarie Capital Markets North America Ltd. accepts responsibility for the contents of reports issued by Macquarie Capital
Markets Canada Ltd. in the United States and sent to US persons. Any US person wishing to effect transactions in the securities described in the
reports issued by Macquarie Capital Markets Canada Ltd. should do so with Macquarie Capital Markets North America Ltd. This research is intended for
distribution in the United States only to major Institutional Investors (as such term is defined in SEC 15a-6 and Section 15 of the Securities Exchange
Act of 1934, as amended) and is not intended for the use of any person or entity that is not a major institutional investor. Research analysts of
Macquarie Capital Markets Canada Ltd. are not registered/qualified as research analysts with FINRA. The Research Distribution Policy of Macquarie
Capital Markets Canada Ltd. is to allow all clients that are entitled to have equal access to our research. United Kingdom: In the United Kingdom,
research is issued and distributed by Macquarie Capital (Europe) Ltd, which is authorised and regulated by the Financial Conduct Authority (No.
193905). Germany: In Germany, this research is issued and/or distributed by Macquarie Capital (Europe) Limited, Niederlassung Deutschland, which is
authorised and regulated by the UK Financial Conduct Authority (No. 193905). and in Germany by BaFin. France: In France, research is issued and
distributed by Macquarie Capital (Europe) Ltd, which is authorised and regulated in the United Kingdom by the Financial Conduct Authority (No.
193905). Hong Kong & Mainland China: In Hong Kong, research is issued and distributed by Macquarie Capital Limited, which is licensed and
regulated by the Securities and Futures Commission. In Mainland China, Macquarie Securities (Australia) Limited Shanghai Representative Office only
engages in non-business operational activities excluding issuing and distributing research. Only non-A share research is distributed into Mainland China
by Macquarie Capital Limited. Japan: In Japan, research is Issued and distributed by Macquarie Capital Securities (Japan) Limited, a member of the
Tokyo Stock Exchange, Inc. and Osaka Exchange, Inc. (Financial Instruments Firm, Kanto Financial Bureau (kin-sho) No. 231, a member of Japan
Securities Dealers Association). India: In India, research is issued and distributed by Macquarie Capital Securities (India) Pvt. Ltd. (CIN:
U65920MH1995PTC090696), 92, Level 9, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai — 400 051, India, which is a
SEBI registered Research Analyst having registration no. INHO00000545. Malaysia: In Malaysia, research is issued and distributed by Macquarie
Capital Securities (Malaysia) Sdn. Bhd. (Company registration number: 463469-W) which is a Participating Organisation of Bursa Malaysia Berhad and
a holder of Capital Markets Services License issued by the Securities Commission. Taiwan: In Taiwan, research is issued and distributed by Macquarie
Capital Limited, Taiwan Securities Branch, which is licensed and regulated by the Financial Supervisory Commission. No portion of the report may be
reproduced or quoted by the press or any other person without authorisation from Macquarie. Nothing in this research shall be construed as a
solicitation to buy or sell any security or product. The recipient of this report shall not engage in any activities which may give rise to potential conflicts of
interest to the report. Research Associate(s) in this report who are registered as Clerks only assist in the preparation of research and are not engaged in
writing the research. Thailand: In Thailand, research is produced, issued and distributed by Macquarie Securities (Thailand) Ltd. Macquarie Securities
(Thailand) Ltd. is a licensed securities company that is authorized by the Ministry of Finance, regulated by the Securities and Exchange Commission of
Thailand and is an exchange member of the Stock Exchange of Thailand. The Thai Institute of Directors Association has disclosed the Corporate
Governance Report of Thai Listed Companies made pursuant to the policy of the Securities and Exchange Commission of Thailand. Macquarie
Securities (Thailand) Ltd does not endorse the result of the Corporate Governance Report of Thai Listed Companies but this Report can be accessed at:
http://www.thai-iod.com/en/publications.asp?type=4. South Korea: In South Korea, unless otherwise stated, research is prepared, issued and
distributed by Macquarie Securities Korea Limited, which is regulated by the Financial Supervisory Services. Information on analysts in MSKL is
disclosed at
http://dis.kofia.or.kr/websquare/index.jsp?w2xPath=/wqg/fundMgr/DISFundMgrAnalystStut.xml&divisionld=MDIS03002001000000&serviceld=SDIS03002
001000. South Africa: In South Africa, research is issued and distributed by Macquarie Equities South Africa (Pty) Ltd, a member of the JSE Limited.
Singapore: In Singapore, research is issued and distributed by Macquarie Capital Securities (Singapore) Pte Ltd (Company Registration Number:
198702912C), a Capital Markets Services license holder under the Securities and Futures Act to deal in securities and provide custodial services in
Singapore. Pursuant to the Financial Advisers (Amendment) Regulations 2005, Macquarie Capital Securities (Singapore) Pte Ltd is exempt from
complying with sections 25, 27 and 36 of the Financial Advisers Act. All Singapore-based recipients of research produced by Macquarie Capital
(Europe) Limited, Macquarie Capital Markets Canada Ltd, Macquarie Equities South Africa (Pty) Ltd and Macquarie Capital (USA) Inc. represent and
warrant that they are institutional investors as defined in the Securities and Futures Act. United States: In the United States, research is issued and
distributed by Macquarie Capital (USA) Inc., which is a registered broker-dealer and member of FINRA. Macquarie Capital (USA) Inc, accepts
responsibility for the content of each research report prepared by one of its non-US affiliates when the research report is distributed in the United States
by Macquarie Capital (USA) Inc. Macquarie Capital (USA) Inc.’s affiliate’s analysts are not registered as research analysts with FINRA, may not be
associated persons of Macquarie Capital (USA) Inc., and therefore may not be subject to FINRA rule restrictions on communications with a subject
company, public appearances, and trading securities held by a research analyst account. Information regarding futures is provided for reference
purposes only and is not a solicitation for purchases or sales of futures. Any persons receiving this report directly from Macquarie Capital (USA) Inc. and
wishing to effect a transaction in any security described herein should do so with Macquarie Capital (USA) Inc. Important disclosure information
regarding the subject companies covered in this report is available at www.macquarie.com/research/disclosures, or contact your registered
representative at 1-888-MAC-STOCK, or write to the Supervisory Analysts, Research Department, Macquarie Securities, 125 W.55th Street, New York,
NY 10019.
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