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Rating: Accumulate 

SINOSOFT TECH（（（（1297.HK）））） 
National policy favors the company 
 
HONG KONG | SOFTWARE | COMPANY UPDATES 
  

Maintain at Accumulate 
• Sinosoft’s 1H14 revenue up 27.7% yoy while gross profit grew 39.4% 

yoy. GPM sharply increased 6.14 ppt. to 73.25% and net profit rose 
52.7% yoy. EPS amounted to RMB 4.47 cents, no interim dividend. 

• Benefited by the national policy on carbon emission trading, and 
cooperation with environmental protection companies, the carbon 
management solution is expected the future growth momentum. 

• The PRC government supports to local IT service providers enabled the 
company to grab market share from foreign leading companies. 

• We maintain the rating of Sinosoft as “Accumulate” and increase the 
target price to HK$ 2.94, equivalent to 15x/12.7x of 2014 and 2015 
forecasted EPS, plus cash per share of HK$ 0.29. 

 
Financial Highlights 
The growth on Sinosoft speeded up in the 1H14. Revenue reached RMB 
133 mn, up 27.7% yoy while gross profit grew 39.4% yoy to RMB 97 mn. 
Both of them were accelerated when compared to 2013 full year results. 
Gross profit margin sharply increased 6.14 ppt. to 73.25% and net profit 
rose 52.7% yoy to RMB 46 mn both showed better cost control in the first 
half. Earnings per share amounted to RMB 4.47 cents, no interim dividend. 
 
How we view this 
The accelerated revenue growth was mainly contributed by the growth on 
export tax software and carbon management solutions, which yearly grew 
42.9% and 39.4% respectively. Margins also sharply improved in 1H14, but 
we expect the GPM to go down since the company used to put in heavy 
selling effort and promotions in the second half. Meanwhile, we are 
optimistic about the future growth on the carbon management solution due 
to the national policy on carbon emission trading. Sinosoft had collaborated 
with the subsidiary of China Energy Conservation and Environmental 
Protection Group (CECEP Group) to develop system and platform on the 
carbon related solutions. 
 
Investment Action 
Previously, the foreign IT solution companies, such as Oracle, IBM and 
Microsoft dominated the IT service market in mainland. But the PRC 
government had recently increased its concerns on the Internet information 
security, and tried to employ more local software, which allowed the local IT 
service providers to grab more market share. Thus, we maintain the rating 
of Sinosoft as “Accumulate” and increase the target price to HK$ 2.94, 
equivalent to 15x/12.7x of 2014 and 2015 forecasted EPS, plus cash per 
share of HK$ 0.29. 
 
Key Financial Summary
FYE Dec FY12 FY13 FY14E FY15E FY16E
Revenue (RMB mn) 227 281 364 446 525
Net Profit (RMB mn) 76 101 147 174 200
EPS (HKD) 0.126 0.142 0.177 0.209 0.240
P/E (X) 20.6 18.3 14.7 12.4 10.8
BVPS (HKD) 0.386 0.872 0.745 0.913 1.107
P/B (X) 6.7 3.0 3.5 2.8 2.3
DPS (HKD) 0.112 0.019 0.025 0.030 0.034
Div. Yield (%) 4.32% 0.73% 0.97% 1.16% 1.31%
Source: PSR est.
*All multiples & yields based on current market price  
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Sinos oft Tech wa s a mainla nd a dminis trative software development
company, which currently focused in the Jia ngsu Province, one of the
ma jor exporting province. The compa ny ma inly engaged in providing
the Export Ta x Softwa re, e-Government Solutions , Ca rbon Mana gement
Solutions a nd Sys tems Integra tion Solutions to government
departments  a nd large enterprises.
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Export tax software and carbon management business remained high 
growth  
Sinosoft had obtained good results, revenue growth rate accelerated, which 
mainly contributed by the export tax software and carbon management 
solution business. The export tax business was once the largest revenue 
contributor before the merger of e-Government and information integration. 
The consulting and training services of export tax became significant 
sources of income. 
 
The carbon management solution started at 2011 and achieved rapid 
growth in these years. According to company’s listing prospectus, there 
were only three companies which provided carbon related monitoring 
software in 2012, and it was the only one provider in Jiangsu Province. It is 
expected the revenue from carbon management business will surpass the 
declining system integration business at the end of this year and gradually 
becomes the second largest revenue contributor to Sinosoft. 
 
Fig 1 1H14 Product Mix 

 
Source: Company reports 
 
Fig 2 Revenue mix estimates    

 
Source: PSR est, Company reports 
 
 
According to the China International Software & Information Service Fair 
(CISIS), it is predicted that the investment in information security by private 
companies will increase by 30% this year, while government and enterprises 
is projected to spend 7.8% more on software purchase. 

 
Potential Risks 
High competition on the integration solution 
business; 
The growth on carbon management solution 
slowdown. 
 
.
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Financial Status 
RMB '000 2012 2013 2014E 2015E 2016E
Revenue 226,728 280,841 364,000 446,000 525,000
Export Tax 38,994 67,730 97,000 120,000 142,000
e-Government Solutions 63,103 122,482 145,000 166,000 182,000
Carbon Management 13,274 34,352 68,000 109,000 152,000
Information Integration 55,663 0 0 0 0
System Integration 55,694 56,277 54,000 51,000 49,000

Cost of Sales (75,783) (100,600) (129,000) (158,000) (185,000)
Gross Profit 150,945 180,241 235,000 288,000 340,000

Value added tax refund 8,495 16,450 7,000 9,000 11,500
R&D (20,667) (28,462) (35,000) (43,000) (53,000)
Selling & Distribution (14,699) (19,128) (24,000) (30,000) (36,000)
Admin (20,979) (29,039) (34,000) (43,000) (50,000)
Other incomes 3,336 7,191 16,000 15,000 15,000
Other expenses (9,835) (13,176) (3,000) (3,000) (3,000)

(54,349) (66,164) (73,000) (95,000) (115,500)

Operating income 96,596 114,077 162,000 193,000 224,500

Finance costs (2,716) (1,714)
EBT 93,880 112,363 162,000 193,000 224,500

Taxation (17,654) (11,421) (15,000) (19,000) (25,000)
Net Profit 76,226 100,942 147,000 174,000 199,500

Valuations
P/E (X) 20.6 18.3 14.7 12.4 10.8
P/B (X) 6.7 3.0 3.5 2.8 2.3
Dividend Yield (%) 4.32% 0.73% 0.97% 1.16% 1.31%

Per share HKD
EPS 0.126 0.142 0.177 0.209 0.240
DPS 0.112 0.019 0.025 0.030 0.034
BVPS 0.386 0.872 0.745 0.913 1.107
Outstanding Shares ('000) 750,000 883,981 1,032,258 1,032,258 1,032,258

Growth
Revenue 22.60% 23.87% 29.61% 22.53% 17.71%
Net Profit 29.72% 32.42% 45.63% 18.37% 14.66%

Margins
Gross profit margin 66.58% 64.18% 64.56% 64.57% 64.76%
Net Profit Margin 33.62% 35.94% 40.38% 39.01% 38.00%
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Financial Status 
RMB '000 2011 2012 2013H1 2013 2014H1
Non-current Assets
Property, plant &equipment 9,393 7,470 6,727 7,457 8,915

Intangible assets 62,055 87,370 97,498 125,063 125,142

Available-for-sale financial assets 1,000 2,000 2,000 2,000 2,000

Deferred tax assets 696 952 1,226 0 0

73,144 97,792 107,451 134,520 136,057

Current Assets
Inventories 4,948 705 1,705 1,279 2,175

Trade and other receivables 128,150 200,784 216,031 220,892 251,895

Restricted deposit 0 0 70,000 100,000

Pledged bank deposits 51,453 63,306 62,741 0 880

Bank balances and cash 47,866 52,944 32,551 287,559 241,670

232,417 317,739 313,028 579,730 596,620

Total Assets 305,561 415,531 420,479 714,250 732,677

Current Liabilities
Trade payables 32,882 25,749 24,772 30,600 13,958

Other payables 29,514 42,353 50,708 42,458 39,568

Tax liabilities 8,203 17,701 2,938 5,228 5,769

Short term bank loans 69,378 82,312 80,698 0

139,977 168,115 159,116 78,286 59,295

Net Current Assets 92,440 149,624 153,912 501,444 537,325

Non-current liability 8,415 14,021 18,193 14,055 20,774

157,169 233,395 243,170 621,909 652,608

Shareholders' Equity
Share capital 8 8 8 8,232 8,232

Reserves 157,161 233,387 243,162 613,677 644,376

Total Equity attributable to Owners 157,169 233,395 243,170 621,909 652,608
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
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 reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and 
speculative undertones surrounding the stock, before making our final 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 country 
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any 
registration or licensing or other 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 
responsibility for any loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant 
investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2014 Phillip Securities (Hong Kong) Limited 

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 
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