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Momentum driven by new European R&D and sales team

Warranty services and software licenses business drove sales and GPM growth
Plover Bay reported 1H19 revenue of US$22.0m, which grew by 11.6% YoY. SD-WAN
router sales recorded growth of 5.5% to US$15.5m in 1H19 on 1) 8.5% YoY growth in
wireless SD-WAN sales; and 2) 2.5% YoY decrease in wired SD-WAN router sales.
Warranty services and software licenses segments remained the key growth engine,
with revenue surged 31.1% and 21.9% YoY respectively on increasing SD-WAN
customer base and releasing of new software features. 1H19 GPM went up 0.7ppt
YoY to 63.8% on higher sales proportion from higher margin warranty services and
software licenses business. 1H19 net profit came in at USS$5.8m, up 21.4% YoY.
Bottom line outgrew top line thanks to a better GPM and lower opex ratio of 33.1% in
1H19 versus 34.1% a year ago. Interim DPS of HK3.49cents was proposed;
represented a same payout ratio of 80% as last year. Proposed dividend payout
reached USS4.6m, backed by strong operating cash flow of US$8.7m in 1H19.

Ready to set up new European R&D and sales team

In 1H19, Plover Bay recorded a 20.1% YoY revenue growth in North America while
only reported 0.6% YoY revenue growth in EMEA region. As SD-WAN adoption is
increasing in both North America and European markets, we believe the difference in
growth momentum was due to lack of sales channel in Europe. The company used to
focus on the U.S. market and built extensive sales channel. Management is trying to
duplicate the same successful strategy in Europe; and starts to build a team over
there which consists of sales, engineering and supporting personnel. This new team
could 1) strengthen the company’s R&D, especially in Cloud software development, 2)
build own sales channel and reduce the reliance on resellers in Europe, and 3) help
building relationship with European telecom operators. Management targets
European team to reach breakeven in FY19.

SpeedFusion Cloud could be long term driver

Compare to hardware installation, after-sales warranty and software licenses business
are more sustainable with higher margins. Plover Bay focus more on SME clients to
subscribe entry-level products in order to broaden SD-WAN and Cloud services
customer bases. However, the initial network deployment investment could be huge
for SME clients. The company is developing SpeedFusion Cloud, a pay-per-usage
Cloud service for unbreakable connectivity which massively simplifies network
deployment. From client’s perspective, they turn Capex into Opex to reduce initial
investment. The company is establishing partnerships with telecom operators to build
up global presence for SpeedFusion Cloud. Management expects SpeedFusion Cloud
could be key revenue contributor to the warranty and service segment in 2-3 years.

Currently trading at 13.5x FY19 PE, dividend yield is expected to be 6.9% in FY19
We assume Plover Bay to report 15.8% YoY revenue growth in FY19 on 1) newly build
sales team in Europe to tackle lacking European sales channel; 2) increasing SD-WAN
adoption in the U.S.; and 3) broadening client base drive growth from warranty and
software licenses business. We assume GPM in FY19 to increase by 0.7ppt to 63.3%
on increasing sales proportion from higher margin warranty and software licenses
business. We also prudently assume effective tax rate of FY19 to be 14.9%, which
increase from 13.0% in FY18 due to uncertainty of whether HK Government’s
Supertax deduction could be applied on the company’s R&D expenses this year. We
estimate earnings in FY19 would be US$12.6m (+18.2% YoY). Based on this rough
estimate, the counter is trading at 13.5x FY19 PE. We expect the company will
maintain 91% regular payout in FY19, with no special dividend. Dividend yield in FY19
is expected to be 6.9%.
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Figure 1 Income statement assumptions

Year ended 31 Dec (USD '000) 2016 2017 2018 2019E
SD-WAN routers 21,978 29,305 30,421 34,052
YoY% 24.4% 33.3% 3.8% 11.9%
Wired 7,687 7,932 8,170 7,987
YoY% 10.0% 3.2% 3.0% -2.2%
wireless 14,291 21,373 22,251 26,066
YoY% 33.7% 49.6% 4.1% 17.1%
Warranty and support services 5,189 6,652 9,539 12,179
YoY% 32.9% 28.2% 43.4% 27.7%
Software licenses 1,191 1,175 1,846 2,182
YoY% 322.3% -1.3% 57.1% 18.2%
Turnover 28,358 37,132 41,806 48,413
YoY% 29.7% 30.9% 12.6% 15.8%
COGS (10,413) (14,157) (15,617) (17,755)
Gross profit 17,945 22,975 26,189 30,658
Gross profit margin 63.3% 61.9% 62.6% 63.3%
R&D (4,990) (7,189) (7,318) (7,867)
As % of rev 17.6% 19.4% 17.5% 16.2%
Selling & Distribution (1,697) (1,636) (2,107) (2,382)
As % of rev 6.0% 4.4% 5.0% 4.9%
Admin. Expenses (3,412) (3,958) (4,814) (6,039)
As % of rev 12.0% 10.7% 11.5% 12.5%
Opex (10,099) (12,783) (14,239) (16,288)
As % of rev 35.6% 34.4% 34.1% 33.6%
Operating profit 7,846 10,192 11,950 14,370
Operating profit margin 27.7% 27.4% 28.6% 29.7%
Listing expenses (1,252) 0 0 0
Other income 104 463 295 483
As % of rev 0.4% 1.2% 0.7% 1.0%
Other revenue, gains / losses (1,148) 463 295 483
Finance cost (23) (26) (32) (108)
Pre-tax profit 6,675 10,629 12,213 14,745
Tax expenses (1,435) (1,875) (1,593) (2,192)
Effective Tax rate 21.5% 17.6% 13.0% 14.9%
Minority Interests 0 0 0 0
Reported net profit 5,240 8,754 10,620 12,552
YoY% 56.1% 67.1% 21.3% 18.2%
Reported net profit margin 18.5% 23.6% 25.4% 25.9%
Recurring net profit 6,492 8,754 10,620 12,552
YoY% 49.0% 34.8% 21.3% 18.2%
Recurring net profit margin 22.9% 23.6% 25.4% 25.9%

Source: Company, Crosby Securities
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Information Disclosures

The information and opinions in this report were prepared by Crosby Securities Limited and/or its affiliate(s) (collectively, hereinafter “Crosby”) and the
research analyst(s) named in this report.

Analyst Certification Disclosure

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that
the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared
in an independent manner, including with respect to Crosby, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by that research analyst in the research report.

Each research analyst primarily responsible for the content of this research report further confirm that (i) neither they nor their respective associates (as
defined in the Code of Conduct issued by the Hong Kong Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this research
report within 30 calendar days prior to the date of issue of the report; (ii) neither they nor their respective associates serve as an officer of any of the Hong
Kong listed companies covered in this report; and (iii) neither they nor their respective associates have any financial inter ests in the stock(s) covered in this
report.

Stock Ratings Disclosure:

Fundamental Rating System

Our Fundamental Ratings are based on our estimated potential total return for the stocks over a 12-month time horizon. Potential total return is the sum
of (1) share price upside or downside express in percentage plus (2) gross dividend yield over the next 12 months.

Buy (B): The stock’s potential total return is expected to be over 10%/15% for Large Caps/Small&Mid Caps, respectively.
Neutral (N): The stock’s potential total return is expected to be ranging from -10% to 10%/15% for Large Caps/Small&Mid Caps, respectively.
Sell (S): The stock’s potential total return is expected to be less than -10% over the next 12 months.

Tactical Call Rating System

Our Tactical Calls are based on short-term share-price catalyst(s), technical factor(s) and/or quantitative analysis for a time horizon of 3 months. Our Tactical
Calls could be on companies not covered by our fundamental rating system or contrary to our fundamental ratings of the same companies.

Tactical Buy (TB): The stock’s potential total return is expected to be over 20%.
Tactical Sell/Short (TS / TSH): The stock’s potential total return is expected to be less than -20%.

Closure/Expiry of Tactical Call: Our Tactical Call(s) will be considered closed or expires when (1) the share price(s) of our tactical Call(s) reaches either the Take-
Profit or Cut-Loss levels after the initiation of the Tactical Call(s); or (2) after 3 months from the initiation of the Tactical Call(s), whichever comes earlier.

Not Rated (NR): Stocks that we have no Fundamental or Tactical Call rating

Under Review (UR): An indication of the stock's target price and/or rating are subject to possible change in the near term, usually in response to an event that
may affect the investment case or valuation.

We generally define LargeCaps as companies with a total market capitalization of USS5bn or above, while those with total market capitalization below this level
are defined as Small&Mid Caps.

Due to daily price volatility, actual total market capitalization of stocks of defined size categories may temporarily deviate from the above thresholds and
potential total return of stocks covered by our Fundamental Rating System may temporarily be inconsistent with the defined potential total return associated
with the assigned fundamental ratings.
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General Disclosures and Disclaimers

This report has been prepared based on information available to the public that we consider reliable, but Crosby Securities Limited (“Crosby”) has not
independently verified the contents hereof and does not represent or warrant, expressly or impliedly, that it is fair, accurate, timely, reasonable or complete
and it should not be relied on as such The information and opinions contained herein are for investors’ reference only and do not take into account the
particular investment objectives, financial situation or needs of individual clients, and does not constitute an offer to buy or sell or a solicitation of an offer to
buy or sell the securities or other financial products or provide any investment advice or service. Under no circumstances shall the information contained herein
or the opinions expressed herein constitute a personal recommendation to anyone.

Crosby may have positions in and may effect transactions in the securities of company(ies) referred to in the research report and may also perform or seek to
perform investment banking or financial advisory services for those companies. Investors should aware that there is a possible conflict of interest that would
affect the objectivity of the research reports attached herein. Crosby and our officers, directors and employees, excluding equity and credit analysts, may from
time to time have long or short positions in, act as principal in, and buy or sell, the securities or other financial products, if any, referred to in this report.]
Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment
objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other
aspects before participating in any transaction in respect of the securities of company(ies) covered in this report. None of Crosby, its shareholders or any of its
or their related personal shall be liable in any manner whatsoever for any loss or consequences howsoever arising from any use of or reliance on this document
or any of its contents or otherwise in connection therewith.

The information contained in this report, as well as the opinions, valuations, ratings, estimates and forecasts are subject to change and may be amended from
time to time without any notification. Past performance is not a reliable indicator of future performance. At different period, Crosby may release reports which
are inconsistent with the opinions, valuations, ratings, estimates and forecasts contained herein.

Crosby’s salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and
research different conclusion from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the different
assumptions, views and analytical methods of the persons who prepared them, and Crosby is under no obligation to ensure that such other trading ideas or
recommendations are brought to the attention of any recipient of this report. Crosby’s asset management areas, proprietary trading desks and other investing
business may make investment decisions that are inconsistent with the recommendations or opinions expressed in this report.

THIS DOCUMENT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT. IT IS BEING SUPPLIED TO YOU SOLELY FOR YOUR INFORMATION AND MAY NOT BE
REPRODUCED, REDISTRIBUTED OR PASSED ON, DIRECTLY OR INDIRECTLY, TO ANY OTHER PERSON OR PUBLISHED, IN WHOLE OR IN PART, FOR ANY PURPOSE.
NEITHER THIS DOCUMENT NOR ANY COPY OF IT MAY BE TAKEN OR TRANSMISTTED OUTSIDE OF HONG KONG. THE DISTRIBUTION OF THIS DOCUMENT IN
OTHER JURISDICTIONS MAY BE RESETRICTED BY LAW, AND PERSONS IN TO WHOSE POSSESSION THIS DOCUMENT COMES SHOULD INFORM THEMSELVES
ABOUT, AND OBSERVE, ANY SUCH RESTRICTIONS. BY ACCEPTING THIS REPORT YOU AGREE TO BE BOUND BY THE FOREGOING INSTRUCTIONS.

This report is distributed in Hong Kong only to professional investors (as defined in the Securities and Futures Ordinance (Cap 571)) by Crosby, which is
regulated by the Securities and Future Commission of Hong Kong. The research report herein are not provided to and may not be used by any person or entity
in any jurisdiction where the provision or use thereof would be contrary to applicable laws, rules or regulations of any governmental authority or regulatory or
self-regulatory organization or clearing organization or where Crosby is not authorized to provide such information or service.

Copyright of this report belongs to Crosby. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited without
Crosby’s written permission.
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