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PAX Global Technology Limited (327.HK)

Better-than-expected growing results in 2015H1

Hong Kong | TMT| Company report

Pax Global is a EFT-POS terminal solution provider. The Company ranked the third worldwide in terms of
supply of EFT-POS terminals in 2014. According to the 2015 Interim Report, its revenue increased 10.1% yoy
to HKD1.11 billion in 2015H1; profit attributable to shareholders surged 55.9% to HKDO0.31 billion,
representing HKD0.279 per share. The Company also announced an interim dividend of HKDO0.02 for each
ordinary share and this is the first dividend payout since the Company was listed.

Nearly 95% of the Company's revenue was contributed by the business of EFT-POS terminal, which was up
11.6% yoy in 2015H1, to HKD1.05 billion. It is mainly due to sales in overseas markets recorded a yoy growth
of 22.7%, to HKDO.56 billion. Sales in overseas markets surpassed sales in Chinese market for the first time.
In perspective of profitability, with the increase of portion of revenue from overseas markets, the Company's
overall gross profit margin raised 3.7 ppts yoy, to 41.5%.

From the perspective of global development in finance industry, EFT mode would gradually replace the
traditional mode of cash payment. For example, Denmark would become the first country in the world which
no longer uses cash as a medium of transaction. It is worth to note that, in the era of mobile internet, EFT
would be more convenient. Pax Global is expected to be benefitted from the trend. Thereinto, the American
market carries the growth highlights, where revenue recorded in 2015H1 surged 78.2% yoy. High-speed
growth is still expected.

Despite of unsatisfactory sale performance in 2015H1, the Company is expected to regain growth in Chinese
market in 2015H2 and we are optimistic about this. First of all, the delayed confirmation of income in first
half of the year will be booked in. Moreover, the new product of wireless POS terminal was launched in June.
In addition, according to the most recent policy, the administrative fee of using bank cards would be lowered
generally, and this would be particularly beneficial to dining and entertainment industries. We believe the
launch of such policies would lower the expenses of shops and encourage more shops to use POS terminals.

High-speed growth is still expectable

E-payment has become a global trend. Pax Global's business in overseas markets demonstrated high-speed
growth, and has acquired a leading position in the industry. In addition, Pax Globals sufficient cash position
supported its external expansion, and thus consistent growth is expectable. We grant a rating of “Buy” to Pax
Global with a target price of HK$11, equivalent to 20x of 2015 forecasted EPS. (Closing price as at 16 Sep
2015)
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Better-than-expected growing results in 2015H1

Pax Global is a EFT-POS terminal solution provider. The Company ranked the third worldwide in
terms of supply of EFT-POS terminals in 2014. According to the 2015 Interim Report, its revenue
increased 10.1% yoy to HKD1.11 billion in 2015H1; profit attributable to shareholders surged 55.9%
to HKDO.31 billion, representing HKD0.279 per share. The Company also announced an interim
dividend of HKDO0.02 for each ordinary share and this is the first dividend payout since the Company
was listed.

Nearly 95% of the Company's revenue was contributed by the business of EFT-POS terminal, which
was up 11.6% yoy in 2015H1, to HKD1.05 billion. It is mainly due to sales in overseas markets
recorded a yoy growth of 22.7%, to HKDO0.56 billion. Sales in overseas markets surpassed sales in
Chinese market for the first time, reaching 50.1%. On the other hand, revenue in Chinese market
slightly dropped 0.1%, to HKDO.55 billion, due to the adjustment of business strategy by the
Company and confirmation of partial revenue being delayed.

Revenue by regions
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In perspective of profitability, the average selling prices in overseas markets are higher and thus the
profit margins are higher than Chinese market. With the increase of portion of revenue from
overseas markets, the Company’'s overall gross profit margin raised 3.7 ppts yoy, to 41.5%.
Meanwhile, benefitting from economies of scale, the Company’s selling expenses and administrative
expenses dropped 0.9 ppts yoy, to 18.6%. Moreover, the Company’s subsidiary, Wonder Pax,
obtained the approval from the Chinese tax authorities in April 2015 for a preferential tax treatment:
the Company is fully exempted from corporate tax for two years, beginning 2014, followed by a 50%
tax exemption for the ensuing three years. The over provision of tax accrued by Wonder Pax, of
HKD32.98 million, was credited to the profit and loss in 2015H1.

Improving earning capabilities
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Overseas markets consistently bring growth momentum

From the perspective of global development in finance industry, EFT mode would gradually replace
the traditional mode of cash payment. For example, Denmark would become the first country in the
world which no longer uses cash as a medium of transaction. It is worth to note that, in the era of
mobile internet, EFT would be more convenient. Pax Global is expected to be benefitted from the
trend. The Company has already set up establishment in over 80 areas and countries worldwide. The
future target is raising the proportion of revenue from oversea to over 70%.

Firstly, the American market carries the growth highlights, where revenue recorded in 2015H1
surged 78.2% yoy. High-speed growth is still expected. Currently, EMV certification in America has
entered the fast lane, while Apple Pay is also expected to enhance the development of mobile
payment. The Company was joined by the sales and research teams of Equinox, the former second
largest EFT solution provider in America. The American market of the Company is expected to enter
the stage of gain. The Company’s target in American market is raising the market share from 2-3% in
2014, to 7-8% in 2015, followed by a double in 2016.

Secondly, the business of Pax Global has gradually developed in Western Europe and the Company
has been certified in markets where there is great demand for traditional POS machines, including
UK, Germany and lItaly etc. Particularly in Italy, the Company announced on 20 May that it would
acquire 70% of the post-expansion equity of Pax Italia, which is the sole distributor of the Company
in Italy, at the cost of Euro4.67 million. Such acquisition not only brought considerable additional
income to the Company, but also enhanced the market position of the Company in Europe. The
Company also targeted at reaching a market share of 20-25% in Italy this year, and 30-35% next year.
Italy currently needs 200,000 to 250,000 POS machines per year.

Moreover, in emerging markets, Pax Global has become the first provider obtaining the certification
of mobile POS (mPOS) in Brazil. Since 2014, the Company has solidly kept an absolute leading
position in the Brazilian mPOS market. Meanwhile, Pax Global has started to launch new products
including several multi-media retail payment terminals ( “Multilane” ) and mPOS in the Middle East
market, which also can support the business expansion by the Company in the region.

Mainland market may regain growth in 2015H2

Despite of unsatisfactory sale performance in 2015H1, the Company is expected to regain growth in
Chinese market in 2015H2 and we are optimistic about this. First of all, the delayed confirmation of
income in first half of the year will be booked in. Moreover, the new product of wireless POS
terminal was launched in June, with selling price set as HKD500-600, which is lowered than the
traditional ETF-POS terminal. This can satisfy the customers who are price-sensitive and need fewer
functions on the POS terminals. Such new product is expected to assist the Company to regain
market share.

Moreover, the Company has taken leading position in domestic Chinese market. However, there are
only 12 POS terminals for every 1000 people in Chinese market currently; while there are 20 to 25
POS terminals for every 1000 people in developed countries, which is more than double to the
number in China. Therefore, the domestic Chinese market still has wide room for development.

In addition, the state policies emphasis on supporting the establishment of electronic transaction
network, and this would further stimulate the demand for ETF-POS terminals. According to the most
recent policy, the administrative fee of using bank cards would be lowered generally, and this would
be particularly beneficial to dining and entertainment industries. We believe the launch of such
policies would lower the expenses of shops and encourage more shops to use POS terminals.

Catalyst
Apple Pay promotes faster popularity of NFC worldwide;

Sufficient net cash promotes acquisition worldwide;
Accelerated expansion of overseas markets.
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Risk

Worse-than-expected growth of demand in POS industry;
Risk of doing business in overseas markets;
Intensified competition affecting profitability.
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Financials
FYE 2012 2013 2014 2015F 2016F
Valuation Ratios
Price Earnings 45.45 36.70 22.04 14.50 13.39
Price to Book 4.58 4.00 3.46 2.86 2.40
Dividend yield 0.0% 0.0% 0.0% 0.6% 0.8%
Per share data(HK$)
EPS Adjusted 0.18 0.22 0.36 0.55 0.60
Book Value Per Share 1.74 2.00 2.31 2.80 3.33
Dividend Per Share 0.00 0.00 0.00 0.05 0.06
Growth& Margin
Revenue growth - 12.1% 61.2% 17.6% 14.9%
Gross Profit growth - 16.6% 59.8% 29.1% 14.9%
Net Profit growth - 23.8% 73.0% 56.5% 8.3%
Gross Margin 35.3% 36.7% 36.4% 40.0% 40.0%
Net Profit Margin 13.9% 15.4% 16.5% 22.0% 20.7%
Key Ratios
Return on Assets 8.7% 9.0% 12.7% 17.0% 15.6%
Return on Equity 10.7% 11.6% 16.9% 21.7% 19.5%
Tax ratio 18.0% 14.9% 15.4% 10.2% 15.0%
Liability ratio 17.5% 26.3% 23.6% 20.0% 20.0%
Income Statement(HK$: mn)
Revenue 1,313 1,472 2,373 2,791 3,206
- Cost of Goods Sold 849 931 1,508 1,675 1,924
Gross Income 464 541 865 1,117 1,283
- Selling, General & Admin Expenseg 269 324 469 530 609
Operating Income 211 252 443 662 761
Pretax Income 223 266 463 682 781
- Income Tax Expense 40 40 71 69 117
Income Before XO Items 183 227 392 613 664
Net Profit 183 227 392 613 664

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 16 Sep 2015)
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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 +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-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 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.
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