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Rating 3.00 Neutral
Company Profile - Previous Rating N/A Not Rated
Target Price (HKD) 19.04
Kingsoft is a Chinese software and internet service 'CIP'?V'OUS. Target Price (HKD) A
K . K X R N osing Price (HKD) 19.38
company with main businesses including internet Expected Capital Gains (%) 1.8%
security, office software, entertainment software, cloud Expected Dividend Yield (%) 0.6%
computing and on-line translation. Kingsoft provides a Expected Total Return (%) 1.1%
range of products and services such as Kingsoft Market Cap. (HKD mn) 22,867
Internet Security (KIS), Kingsoft PowerWord, WPS Enterprise Value (HKD mn) 19,818
Office and online games. 3MAverage Daily T/O (mn) 185
52 w eek range (HKD) 441 -23.3

Investment rationales

Closing Price in 52 w eek range
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Online games businessreview: JX Online Ill and Ma La 25.00 1 70
Jiang Hu remained as the two cash cows for the @agp 20.00 - 60
management expected both of the games to achiensedo 50
digit growth in revenue and APA in 2013 by additegn 15.00 1 40
sales to improve gamer experiences. 10.00 30
The company has also launched 2 new MMO games, 5.00 4 20
namely Jiutian Myth and Doomsday Dragon. With itersg 10

R&D and distribution channel, we believed that thaso
games will be able to help the company captureytbeith
opportunities in the web gaming market.
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Application software businessreview: There was a rapid FYE FY11 FY12  FYI3E  FY14E
growth in the application software business in 1HZ0 Revenue (HKD mn) 1,021 1411 1953 2597
which is primarily due to the revenue growth fronlioe Net Profit, adj. (HKD mn) 337 450 575 791
advertising and sustained strong performance of$aft EPS, adj. (HKD) 037 0.49 0.50 0.69
WPS Office. The Kingsoft Cloud for Wechat released P/E (X),adj. 7.2 109 38.1 277
helped the company capture a portion of the cloud BVPS (HKD) 225 2.69 3.20 3.88
computing and storage market and is expected tergen PIB (X) 12 20 6.0 49
revenue for the Company. Moreover, introducing DST DPS (HKD) 0.10 0.11 0.12 0.15

Global as strategic investor would also acceldiraste
development of the company in this business.
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Div. Yield (%)

Source: Bloomberg, PSR est.
Valuation Method

PE
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2013 interim results highlights: Kingsoft's net profit came
in at RMB341 mn, up 71.1% yoy in 1H13. Revenue
climbed 55% yoy to RMB953 mn, the growth rate was t
highest ever (vs. 24.4% in 1H12 and 4-year CAGR of
18.6%), driven by strong growth in revenue from
application software. We want to highlight thateaue
from application software surged 100.8% yoy to RNIB4
mn and accounted for 42.7% of total revenue (v& 88
1H12). It was mainly due to higher revenue from
advertising of KIS. The monthly PC-based activer ude
KIS reached 155 mn and mobile product users of KIS
increased to >100 mn at the end of July, 13, coingdo
41 mn at the end of Jan, 13. WPS office posted a
satisfactory revenue growth of 13% yoy. We expeet t
high growth period to continue due to the incregsin
smartphone penetration rate in China and Chinese
government striving to promote copyrighted software
Kingsoft has net cash of RMB2.71 bn as of Junewhich
help finding potential acquisition opportunities.

R& D costsremain stable as per centage of revenue:

R&D costs for 1H13 rose 44% yoy to RMB251.4 mn,
representing 26.4% to total revenue (vs. 28.3%Hh2land
27.3% in FY12). The R&D costs kept at 27-30% oé&lot
revenue since 2010. We expect the ratio remairtitigs
range to continue to invest in talents for mohileinet and
also the newly developing cloud business. TherggHind
distribution expenses were RMB139 mn in 1H13, upp%
yoy and equivalent to 14.6% of the total revenige {\1..6%
in 1H12 and 16.6% in FY12). The increase in thorabs
mainly due to promotion activities for online ganaesl
Cheetah Browser, a mobile application of KIS. Wakh
the Kingsoft's costs are under control.

Fig.1 1H13 interim results highlight

Revenue 496 322 53.7% |953 615 55.0%
-Online game 271 209 29.6% |537 400 34.4% |Mainly attributable to JX Online 11l and new games launched
-Application software 218 112 94.8% 407 203 100.8% |Driven by higher user traffic
-Others 7 2 303.0% 19 12 -28.4%
Gross profit 430 282 52.9% |826 525 57.4% |Gross margin improved 2% to 87%
PBT 186 134 39.1% |421 239 76.2% |RMB47.5 mn from gain on disposal of a subsidiary
Net profit 145 112 29.8% |341 199 71.1%
EPS (HK$ cents) 12.60 9.79 28.7% |29.67 17.48 69.7%
DPS (HK$ cents) N/A N/A N/A 0.0 0.0 0.0% No interim dividend
1H13 2012
Total debt to equity 27.0% |27.0% |0.0% Kingsoft has net cash of RMB2.71 bn

Source: PSR, Bloomberg
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Fig.2 R&D costs and % to revenue Valuation
We give the target price of HK$19.04 based on a
sum of parts PE valuation. By applying 8x PE on

450 - 40.0% ) . .
online game business and 38x PE on application

400 - . . :

550 - 35.0% software due to higher growth in the business.

300 - - 30.0%  Fig.4 Valuation

250 - (HKD mn) 2014E | 2014E Target | Est. Est. fair
200 - - 25.0% revenue | earnings | 2014E | fair value
PER value per

o]
vl
150 - ' - 20.0% share
100 - (HKD)
0 | - 15.0% ["Online 1,577 635 8 5,080 4.28
Games
0 L 10.0%

Application 1,709 367 38 13,946 11.76
2008 2009 2010 2011 2012  1H13 Software
mmm R&D costs (RMB mn) R&D costs to revenue 2014E cash 3.00
per share
Price target 19.04

Source: PSR, Bloomber HKD
g
Source: PSR

Fig.3 Selling and distribution costs and % to revenu e

250 - - 25.0% o

Major risks

200 ) .
. - The company spent a Iargg proportion of its
150 | ' expense in R&D. This is an important factor for
stronger revenue growth, but the impact on
100 financial benefit might not be as significant
- 15.0% compared to resources put into the area. In
50 | case of a sudden increase in R&D expenses
' which was not matched with a corresponding
0 - - 10.0% reward in revenue, the company will suffer a
2008 2009 2010 2011 2012 1H13 loss.
mmm Selling and distribution costs (RMB mn) Costs to revenue (%)

- The growth trend in the share price recently is
slightly too rapid. In case of any economic
downturn, the stock might suffer a strong

Source: PSR, Bloomberg downward pressure.
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Financial Status

FYE FY11 FY12 FY13E FY14E
Valuation Ratios

P/E (X), reported 7.5 11.3 38.1 27.7
P/E (X), ad]. 7.2 10.9 38.1 27.7
P/B (X) 1.2 2.0 6.0 49
Dividend Yield (%) 3.7% 2.1% 0.6% 0.8%
Dividend payout ratio (%) 26.7% 22.3% 24.0% 21.8%
Per share data (HKD)

EPS, reported 0.36 0.47 0.50 0.69
EPS, ad;. 0.37 0.49 0.50 0.69
DPS 0.10 0.11 0.12 0.15
BVPS 2.25 2.69 3.20 3.88
Growth & Margins (%)

Growth

Revenue 5.1% 38.3% 38.4% 33.0%
EBITDA 5.3% 27.1% 37.6% 33.0%
Net Income, ad;. -12.2% 33.7% 27.7% 37.6%
Margins

EBITDA margin 38.3% 35.2% 47.0% 48.0%
EBIT margin 29.2% 28.9% 29.4% 36.0%
Net Profit margin 33.0% 31.9% 29.4% 30.5%
Key Ratios

ROE(%) 16.7% 19.4% 45.7% 21.0%
ROA (%) 12.3% 13.5% 31.6% 13.0%
Net Gearing (%) Net cash Net cash Net cash Net cash
Income Statement (RMB mn) FY11 FY12 FY13E FY14E
Revenue 1,021 1,411 1,953 2,597
EBITDA 391 497 684 909
Depreciation & amortisation (93) (89) (110) (135)
EBIT 298 408 574 774
Net finance (expense)/income 62 89 156 200
Associates & JVs (6) 9 0 0
Other items 31 22 0 0
Profit before tax 385 528 730 974
Taxation (50) (61) (70) (90)
Profit after tax 335 466 660 884
Non-controlling interest (10) (34) (85) (93)
Net income, reported 325 433 575 791
Net income, adj 337 450 575 791

Source: PSR est.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a stock's risk rewa
sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones surrounding the stock, before
recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or cot
distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or |
requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsi
occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of
risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2013 Phillip Securities (Hong Kong) Limited
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