SWS Research Co. Ltd

99 East Nanjing Road, Shanghai | +86 212329 7818

www.swsresearch.com

Materials | Company Research

Sep 17,2013

BUY
Unchanged

O sus

BT XS EAKE T ; ERX AR
LEBMNE 6.5 8™

CHINA RESOURCES CEMENT ( 1313 HK)

Market Data: Sep,16

Closing Price (HKS) 5.26
Price Target (HKS) 6.50
HSCEI 10,707
HSCCI 4,461
52-week High/Low (HKS) 5.55/3.59
Market Cap (USD Mn) 4,447
Market Cap (HKS Mn) 34,487
Shares Outstanding (Mn) 6,519
Exchange Rate (RMB-HKS) 1.26

Price Performance Chart:

%

15% f‘, 5 |
\

el | dfe I\""J.‘-'-" A

sl | op

|
-J%;msge'llﬁ,ﬁﬁﬂ'g
T NN |
wwwww W'EI"‘-J _\.‘_‘“g gy afl e

PR O e S < =
BN

-15% L Y ,_J\-
|

ol

Source: Bloomberg

Analyst

Rong Ye A0230512110001
AYZ033
yerong@swsresearch.com

Contact

Wennie Lv
(8621)23297818x7241

Related Reports

"China Resources Cement (1313 HK):
Competitive advantages in GD/GX;
initiate at BUY, TP: HK$5.40" Aug
12,2013

The company does not hold any equities or
derivatives of the listed company
mentioned in this report (“target”), but then
we shall provide financial advisory services
subject to the relevant laws and
regulations. Any affiliates of the company
may hold equities of the target, which may
exceed 1 percent of issued shares subject
to the relevant laws and regulations. The
company may also provide investment
banking services to the target. The
Company fulfills its duty of disclosure within
its sphere of knowledge. The clients may
contact compliance@swsresearch.com for
relevant disclosure materials or log into
www.swsresearch.com under disclosure
column for further information. The clients
shall have a comprehensive understanding
of the disclosure and disclaimer upon the
last page.

Financial summary and valuation

2011 2012 2013E 2014E 2015E
Revenue (HKD million) 23,239.96 2534533  30,449.92  34,196.55 38,978.91
YOY (%) 64.34 9.06 20.14 12.30 13.98
Net income (HKD million) 4179.01 232437 352201  4,036.21 4,600.21
YOY (%) 104.77 (44.38) 51.53 14.60 13.97
EPS (HKD) 0.64 0.36 0.54 0.62 0.71
Diluted EPS (HKD) 0.64 0.36 0.54 0.62 0.71
ROE (%) 21.66 10.85 14.56 14.72 14.79
Debt/asset (%) 91.53 87.47 79.58 64.05 32.65
Dividend Yield (%) 17.16 19.63 20.00 20.00 20.00
P/E (x) 8.21 14.75 9.74 8.50 7.45
P/B (x) 1.78 1.60 1.42 1.25 1.10
EV/EBITDA (x) 7.50 9.72 7.34 6.47 5.75

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised. P/E is calculated as closing price divided by each year’s EPS.
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Investment Highlights:

® Structural changes in S/D dynamics to drive better-than-expected
cement price increase in GD/GX We expect 10/15MT or 3.8/5.5% new
capacity to come on stream in Southern China in 2013/14, which is to be
more than offset by old capacity elimination of 14/15MT. Meanwhile,
demand is expected to grow 12 /8%, outpacing supply addition significantly.
As such, cement prices started increasing since June 2013, against the weak
season of 2Q, with total increases of RMB40-60/t, higher than expected. The
structural improvement in S/D dynamics in Southern China will likely
to drive an upward trend of cement prices in next two years, in our

view.

® Better than expected price hikes would lead 2H13 GP to beat
expectation CRC realized a unit GP of HKD66/t for cement products in
1H13. During analyst meeting in Aug, management guided 5-10% HoH ASP
increases (or HKD15-20/t) in 2H13. Post recent price increases, we estimate
the spot ASP is HKD30-40/t higher vs 1H13, significantly beating
management guidance. Accordingly, we expect CRC to achieve a unit GP of
HKD97/tin 2H13, HKD10-15/t higher versus guidance.

® Upside risks in guidance for 2H13 sales volume During the interim
results briefing, management lifted 2013 full year sales target to 75MT from
70MT, which implies sales volume of 40MT in 2H13 or 14% higher HoH. We
believe the new guidance is still conservative given: 1) sales volume in 2H
was 57/34/37% higher HoH in 2010/11/12 respectively, with an average of
42%. 2) Cement demand growth momentum in GD/GX is strong with double
digital growth on the back of accelerated infrastructure projects.
Considering the company’s limited capacity addition in 2013, we
expect CRC to deliver 80MT in 2013 or 7% higher than guidance.

® Key assumptions: We have lifted our 2013 GP assumption from HKD74/t
to HKD84/t; Our 2013 sales volume assumption has also been revised up
from 78MT to 80MT.

® Valuation & Target price: We raise our 2013 earnings forecast by 20%
mainly to reflect better than expected price increases in GD/GX. Accordingly,
we raised our target price to HKD6.5 (from HKD5.4), implying 12x 13E PE.
CRC deserves higher-than-industry valuation multiple due to its lower-than-
peers’ financing cost and high operating efficiency, both as heritage from

parent company. We maintain Buy rating.

® Catalysts: Higher-than-expected cement price increase in GD/GX would

serve as a positive catalyst for cement stock.

Please refer to the last page for important disclosures Page 1
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® Risks: China’s economic structural changes could result in weaker-than-

expected demand.

Please refer to the last page for important disclosures Page 2
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Investment Case

Valuation and Target Price

We raise our 2013 earnings forecast by 20% mainly to reflect better than
expected price increases in GD/GX. Accordingly, we raised our target price
to HKD6.5 (from HKD5.4), implying 12x 13E PE. CRC deserves higher-than-
industry valuation multiple due to its lower-than-peers’ financing cost and
high operating efficiency, both as heritage from parent company. We
maintain Buy rating.

Key Assumptions

We have lifted our 2013 GP assumption from HKD74/t to HKD84/t; Our
2013 sales volume assumption has also been revised up from 78MT to 80MT.

How we differ from consensus

Structural changes in S/D dynamics to drive better-than-expected
cement price increase in GD/GX We expect 10/15MT or 3.8/5.5% new
capacity to come on stream in Southern China in 2013/14, which is to be
more than offset by old capacity elimination of 14/15MT. Meanwhile,
demand is expected to grow 12/8%, outpacing supply addition significantly.
As such, cement prices started increasing since June 2013, against the weak
season of 2Q, with total increases of RMB40-60/t, higher than expected. The
structural improvement in S/D dynamics in Southern China will likely
to drive an upward trend of cement prices in next two years, in our
view.

Better than expected price hikes would lead 2H13 GP to beat
expectation CRC realized a unit GP of HKD66/t for cement products in
1H13. During analyst meeting in Aug, management guided 5-10% HoH ASP
increases (or HKD15-20/t) in 2H13. Post recent price increases, we estimate
the spot ASP is HKD30-40/t higher vs 1H13, significantly beating
management guidance. Accordingly, we expect CRC to achieve a unit GP of
HKD97/tin 2H13, HKD10-15/t higher versus guidance.

Upside risks in guidance for 2H13 sales volume During the interim
results briefing, management lifted 2013 full year sales target to 75MT from
70MT, which implies sales volume of 40MT in 2H13 or 14% higher HoH. We
believe the new guidance is still conservative given: 1) sales volume in 2H
was 57/34/37% higher HoH in 2010/11/12 respectively, with an average of
42%. 2) Cement demand growth momentum in GD/GX is strong with double
digital growth on the back of accelerated infrastructure projects.
Considering the company’s limited capacity addition in 2013, we
expect CRC to deliver 80MT in 2013 or 7% higher than guidance.

Catalysts

Higher-than-expected cement price increase in GD/GX would serve as a
positive catalyst for cement stock.

Risks to central scenario

China’s economic structural changes could result in weaker-than-expected
demand.

Please refer to the last page for important disclosures Page 3
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Structural changes in S/D dynamics to
drive better-than-expected cement price
increase in GD/GX

We expect 10/15MT or 3.8/5.5% new capacity to come on stream in
Southern China in 2013/14, which is to be more than offset by old capacity
elimination of 14/15MT. Meanwhile, demand is expected to grow 12/8%,
outpacing supply addition significantly. As such, cement prices started
increasing since June 2013, against the weak season of 2Q, with total
increases of RMB40-60/t, higher than expected. The structural
improvement in S/D dynamics in Southern China will likely to drive an
upward trend of cement prices in next two years, in our view.

Fig 1: Higher-than-expected cement price increase in GD/GX since Jun.

1-Jul East Guangdong RMB10-20/t
5-Jul Pear River Delta region RMB20/t for P.0.42.5
5-Jul Qingyuan RMB10-15/t for P.0.42.5
19,20-Jul  Qingyuan RMB10/t for P.0.32.5
Guangdong 5-Aug Qingyuan, Pear River Delta RMB20/t for P.0.42.5
6-Aug Meizhou RMB20/t for P.0.42.5
27-Aug Zhanjiang RMB10/t for P.0.32.5
3-Sep Guangzhou RMB30/t

11-Sep Yingde, Zhaoqing, Guangzhc RMB30/t
19-Jun Nannning, Fusui, Shangsi RMB15/t for bulked cement

20-Jun  Laibin RMB10/t
24-Jun Nanning RMB15-20/t
2-Jul Hezhou RMB20/t
11-Jul Guilin RMB15/t for P.0.32.5, RMB10/t for P.0.42.5
19-Jul Wuxuan, Liuzhou RMB20/t
20-Jul Guigang RMB10/t for bagged cement, RMB20/t for bulked cement
24-Jul Nanning, Fusui, Shangsi, Ba RMB20/t for bagged cement
Guangxi
2-Aug Guilin RMB15/t excl. P.0.42.5 bulked
5-Aug Yulin RMB10-20/t
7-Aug Hezhou RMB20/t

24-Aug Nanning, Baise, Chongzuo RMB20/t
1-Sep Laibin, Liuzhou,Guigang ~ RMB20/t

12-Sep Guilin RMB20/t for P.0.42.5
12-Sep Qingxin RMB30/t
13-Sep Yangchun RMB30/t

Source: SCI99, SWS Research

Please refer to the last page for important disclosures Page 6
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Fig 2: New capacity addition in GD/DX in 2H13 and 2014.

Year Province Company Clinker Capacity (MT/Y)
2H13 Guangdong PHZEEIE 1.7
2H13 Guangdong & /RINMREM 1.4
Total 3.1
2014 Guangdong ;12K E 4.8
2014 Guangdong % EH#f 1.8
2014 Guangdong  fE;HK R 2.0
Total 8.7
2014 Guangxi b EEHM 1.8
2014 Guanggxi £ K 2.0
Total 3.8

Source: SCI99, Company data, SWS Research

Fig 3: Supply and demand dynamics to improve in GD/GX from 2013.

Demand 165 191 215 232 260 280 303
% growth 16% 12% 8% 12% 8% 8%
Supply (capacity) 220 . 241 . 255 . 278 274 274 264
% growth 10% 6% 9% -1% 0% -4%
-NSP 133 164 184 222 232 247 252
-0ld capacity 87 77 70 56 42 27 12
0ld capacity elimination -10 -6 -14 -14 -15 -15
NSP % 61% 68% 72% 80% 85% 90% 95%
|Surplus/shortage 55 50 40 46 14 -6 -39

Source: SCI99, SWS Research

Better than expected price hikes would
lead 2H13 GP to beat expectation

CRC realized a unit GP of HKD66/t for cement products in 1H13. During
analyst meeting in Aug, management guided 5-10% HoH ASP increases (or
HKD15-20/t) in 2H13. Post recent price increases, we estimate the spot ASP
is HKD30-40/t higher vs 1H13, significantly beating management guidance.
Accordingly, we expect CRC to achieve a unit GP of HKD97/t in 2H13,
HKD10-15/t higher versus guidance.

Upside risks in guidance for 2H13 sales
volume

During the interim results briefing, management lifted 2013 full year sales
target to 75MT from 70MT, which implies sales volume of 40MT in 2ZH13 or
14% higher HoH. We believe the new guidance is still conservative given: 1)

Please refer to the last page for important disclosures Page 7
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sales volume in 2H was 57/34/37% higher HoH in 2010/11/12 respectively,
with an average of 42%. 2) Cement demand growth momentum in GD/GX is
strong with double digital growth on the back of accelerated infrastructure
projects. Considering the company’s limited capacity addition in 2013,
we expect CRC to deliver 80MT in 2013 or 7% higher than guidance.

Fig 4: Sales volume HoH increase in 2H13 implied by management guidance is still
conservative compared to 2010/11/12.

60% S7%
34%

I I I )

2010 2011 2012 2013 implied by
guidance

50%
40% 37%
30%
20%

10%

0%

M HoH Sales Volume Increase in 2H

Source: Digital Cement, SWS Research

Fig 5: FAI growth rates in GD/GX remain at high levels.
35%

FAI YoY Growth Rate
30%

25%

20% |
15% +
10% +
5% f
(&)
o

-10% -

Aug-12
Sep-12
Nov-12
Dec-12
Jan-13
Feb-13
Mar-13
Apr-13
May-13
Jun-13

=== Guangdong === Guangxi

Source: NBS, SWS Research

Key assumptions

We have lifted our 2013 GP assumption from HKD74/t to HKD84/t; Our
2013 sales volume assumption has also been revised up from 78MT to 80MT.

Please refer to the last page for important disclosures Page 8
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Fig 6: Our key assumptions for CRC’s cement and concrete business.

M T, HK$/T 2009 2010 2011 2012 2013E 2014E 2015k
Capacity
Cement 29 48 69 74 95 100 100
Clinker 21 33 47 50 70 80 80
Volume
Cement 19.2 32.7 50.6 64.6 80" 88 10¢
Concret 6.3 10.8 13.8 13.4 15.4 18.8 2ils7)
Growth % 70% 55% 28% 24% 10% 14%
71% 28% -3% 15% 22% 15%
AsP
Cement 264.1 330.1 361 315 308 308 308
Concret 291.1 309.9 357 371 377 377 377
ACP
Cement 185 217 242 241 224 223 223
Concret 207 238 272 274 283 283 283
GP/T
Cement 79 113 119 74 84 85 85
Concret 84.4 72.2 85.8 97.2 93 93 93
GP/T mix 80 103 112 78 85 87 87
Other 3.9 5.5 9.5 5.4 7.1 7.1 7.1
Sg&A -37.0 -50.6 -39.6 -38.8 -39.0 -39.0 -39.0
Finance -5.8 -6.2 -10.4 -10.7 -8.8 -8.8 -8.8
[Exp -42.8 -56.8 -50.0 -49.5 -47.8 -47.8 -47.8
Associate 0.3 0.0 4.5 2.8 3.0 3.0 3.0
Earning before taxe 41.3 51.3 76.1 36.7 47.7 48.8 48.9
% tax 3% 4% 11% 18% 22% 22% 22%
Taxes 11 2.2 8.7 68" 10.6 10.9 10.9
Earnings 40.3 49.0 67.4 30.0 37.1 38.0 38.0
Minorities 0.7 2.1 2.6 0.3 0.2 0.2 0.2
NP/T 39.6 46.9 64.8 29.7 36.9 37.8 37.8

Source: Company data, SWS Research

Fig 7: Sensitivity analysis suggests HK$5/T increase in ASP would boost 2013 EPS

by 11%.
% changes of 2013EPS Cement ASP changes, HKD/T
r -10 " =5 0 " +5 " +10
Volume changes, MT " -10 -29% -19% -9% 1% 11%
! -5 -26% -15% -5% 6% 17%
0 -23% -11% 0% 11% 23%
" +5 -20% -7% 5% 17% 29%
" +10 -16% -4% 9% 22% 35%

Source: Company data, SWS Research

Valuation & Target price

We raise our 2013 earnings forecast by 20% mainly to reflect better than
expected price increases in GD/GX. Accordingly, we raised our target price
to HKD6.5 (from HKD5.4), implying 12x 13E PE. CRC deserves higher-than-
industry valuation multiple due to its lower-than-peers’ financing cost and
high operating efficiency, both as heritage from parent company. We
maintain Buy rating.

We forecast 2013-15 EPS of HK$0.54/0.62/0.71, implying a CAGR of 14%.
Our 2013/14 earnings estimates are 24/23% higher than market consensus.
We believe the higher-than-expected GP margin and strong sales volume
will lead to a sustainable profit improvement and future stock re-rating.

Fig 8: Our 2013/14 earnings estimates are 24/23% higher than market consensus.
EPS,HK$ /Sh 0.44 0.54 24% 0.50 0.62 23%

Source: Bloomberg, SWS Research

Please refer to the last page for important disclosures Page 9
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The company is currently trading at 11.7x 13E P/E, below the historical
averages of 12.5x leading PE.

Fig 9: CRC is trading at 11.7x 13E P/E, below the historical averages of 12.5x

leading PE.
1313 HK Forward PE band
10
9 -
8 -
7 \
ol M
an__
g s !w : g
e S
3 [ |
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0 L L L L L L L L L L L L L L L
(o)) o o o o — — — — o~ o~ ~ ~ ™| [32] ™M
g 2 £ &g g & & & § ¢ ¢ 2 g 2 ¢ g
ko] S 5 E] k] s = S © H s S S H s S
o T & ° o 8 £ ° o & £ ° o =2 < =
e==1313 HK Equity ===PE8x ====PE10x ==—=PE12x PE14x

Source: Bloomberg, Company Data, SWS Research

On EV per tonne basis, CRC is currently trading at RMB522/T, 10.6% below
its historical average of RMB584/T.

Fig 10: CRC is currently trading at RMB522/T, 10.6% below its historical average of
RMB584/T.

1313 HK Forward EV/Capacity

10

HK$
w

60/%20
ot/uer
01/4dy
ot/inr +
0T/120
TT/uer
11/4dy
TT/Inf
11/%0
TT/uer
T1/1dy
/inr -
/0
€1/uef
€1/1dy
€T/Inr

===1313 HKEquity ~====RMB 450/T ====RMB 550/T ====RMB 650/T RMB 750/T

Source: Bloomberg, Company Data, SWS Research

Catalysts

Higher-than-expected cement price increase in GD/GX would serve as a
positive catalyst for the stock price.

Risks

China’s economic structural changes could result in weaker-than-expected
demand.

Please refer to the last page for important disclosures Page 10
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Appendix

Fig 11: Consolidated Income Statement

Revenue 6,907 14,142 23,240 25,345 30,450 34,197 38,979
Cost of Sales 4,865 9,678 16,016 19,246 22,301 24,954 28,446
Gross Profit 2,042 4,463 7,224 6,100 8,149 9,243 10,533
Other Income 98 238 613 422 678 759 864
Distribution expenses 474 990 1,228 1,223 1,622 1,816 2,069
Adminstrative expenses 470 1,212 1,325 1,808 2,099 2,350 2,677
EBITDA 1,649 3,347 6,923 5,454 7,220 8,192 9,215
EBIT 1,203 2,499 5,574 3,709 5,392 6,157 7,017
Finance Costs 149 268 668 835 840 940 1,071
Profit before tax 1,054 2,231 4,906 2,873 4,553 5,217 5,946
Income tax expense 27 98 562 528 1,012 1,159 1,321
Minority interests 17 93 166 21 19 21 24
Profit for the year 1,010 2,041 4,179 2,324 3,522 4,036 4,600

Source: Company data, SWS Research

Fig 12: Consolidated Cash Flow Statement

Profit before taxation 1,054 2,231 4,906 2,873 4,553 5,217 5,946
Plus: Depr. and amortisation 446 847 1,349 1,745 1,827 2,035 2,198
Finance cost 138 211 597 776 780 873 995
Losses from investments (22) 19 (3 6 0 0 0
Increase in working capital 0 (2,727) 654 958 (11 (121) (184)
Others (547) (2,898) (1,046) (138) (1,851) (2,099) (2,392)
CF from operating activities 1,069 3,137 5,151 4,305 5,320 6,147 6,930
CAPEX (6,047) (7,971) (9,217) (3,660) (5,608) (5,176) (4,079)
Other CF from investing

activities (891) 316  (4,074) (840) 60 67 76
CF from investing activities (6,938) (7,655) (13,290) (4,500) (5,548) (5,109) (4,002)
Equity financing 7,512 0 0 0 0 0 0
Net borrowing 4,357 2,796 7,079  (2,721) 1,017 895 1,812
Dividend and interest paid 0 0 (619) (391) (456) (704) (807)
Other CF from financing

activities (641) (41) 1,112 3,132 0 0 0
CF from financing activities 11,228 2,754 7,571 20 561 191 1,005
Net cash flow 5360 (1,764) (568) (175) 332 1,228 3,933

Source: Company data, SWS Research

Please refer to the last page for important disclosures Page 11
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Fig 13: Consolidated Balance Sheet

million HKD 2009 2010 2011 2012 2013E 2014E 2015E
Current Assets
Bank balances and cash 6,152 4,125 3,750 3,567 3,899 5,127 9,060
Trade and other receivables 1,428 2,704 4,374 4,099 4,922 5,528 6,301
Inventories 602 1,182 2,296 2,322 2,688 3,008 3,429
Long-term investment 43 967 3,750 3,734 3,925 4,124 4,327
PP&E 14,264 21,863 30,014 31,553 34,710 36,598 37,277
Intangible and other assets 791 2,264 4,052 4,475 5,033 5,561 6,033
Total Assets 24,234 35,328 50,458 52,159 57,179 61,111 62,821
Current Liabilities 5,201 11,887 20,351 16,778 17,869 17,580 13,692
Borrowings 3,099 5,156 11,377 8,993 8,865 7,509 2,221
Trade and other payables 2,091 6,674 8,805 7,598 8,798 9,845 11,223
Other current liabilities 10 57 168 187 206 226 248
Long-term liabilities 6,402 8,196 10,205 13,423 14,446 15,348 17,164
Total Liabilities 11,603 20,083 30,557 30,201 32,315 32,928 30,855
Minority Interests 373 469 603 583 671 761 863
Shareholder Equity 12,258 14,776 19,299 21,376 24,193 27,422 31,102
Share Capital 652 652 652 652 652 652 652
Reserves 11,606 14,124 18,647 20,724 23,541 26,770 30,450

Total Liabilities and equity 24,234 35,328 50,458 52,159 57,179 61,111 62,821
Source: Company data, SWS Research

Fig 14: Key Financial Ratios

2009 2010 2011 2012 2013E 2014E 2015E
Ratios per share (HK$)

Earnings per share 0.40 0.31 0.64 0.36 0.54 0.62 0.71
Operating CF per share 0.4 0.5 0.8 0.7 0.8 0.9 1.1
Dividend per share 0.0 0.0 0.1 0.1 0.1 0.1 0.1
Net assets per share 4.9 2.3 3.0 3.3 3.7 4.2 4.8
Key Operating Ratios(%)

ROIC 3.1 5.5 9.5 5.7 7.9 9.0 10.3
ROE 8.2 13.8 21.7 10.9 14.6 14.7 14.8
Gross profit margin 29.6 31.6 31.1 24.1 26.8 27.0 27.0
EBITDA Margin 239 23.7 29.8 21.5 23.7 24.0 23.6
EBIT Margin 17.4 17.7 24.0 14.6 17.7 18.0 18.0
Growth rate of

Revenue(YoY) 0.0 104.7 64.3 9.1 20.1 12.3 14.0
Growth rate of Profit(YoY) 0.0 102.0 104.8 (44.4) 515 14.6 14.0
Net gearing 26.3 61.6 91.5 87.5 79.6 64.1 32.7
Turnover rate of net assets 54.7 92.8 116.8 115.4 119.1 113.7 100.4
Turnover rate of total

assets 28.5 40.0 46.1 48.6 53.3 56.0 62.0
Effective tax rate (%) 2.5 4.4 11.4 18.4 22.2 22.2 22.2
Dividend yield (%) 0.0 14.4 17.2 19.6 20.0 20.0 20.0
Valuation Ratios (X)

P/E 339 16.8 8.2 14.8 9.7 8.5 7.5
P/B 1.1 2.3 1.8 1.6 1.4 1.3 1.1
EV/Sales 5.4 3.1 2.2 2.1 1.7 1.5 1.4
EV/EBITDA 22.8 13.0 7.5 9.7 7.3 6.5 5.8

Source: Company data, 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 heﬁshe 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 Comgany serving as an officer of any of the listed corporation reviewed; or (iil}Jl 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

I (We) am (are) conferred the Professional Quality of Securities Investment Consultinﬁ 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. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
comf)ensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

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
d}ilsclo}slulrg_ 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:

Buy : with a markup more than 20% better than that of the market :

Outperform : With a markup 5% to 20% better than that of the market ;

Neutral : with a markup less than 5% better or worse than that of the market ;

Underperform : with a markup more than 5% worse than that of the market.

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 ;

Neutral - 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 throu%h 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. (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.

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
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“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.
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