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In 2015H1, Chinasoft`s overall revenue recorded a growth of 23.3% yoy to RMB2.39 billion. Affected by 
the increased portion of hardware sales which profitability was lower, the Company`s gross profit 
margin dropped by 1.6 ppts yoy to 28.4%. However, rate of sales and management fee decreased by 
2ppts yoy to 18.8% because of economies of scale. Therefore, the Company`s net profit surged 37.9% 
yoy to RMB0.14 billion, with net profit margin improved by 0.6 ppts yoy to 5.8%. 
 
The Company has announced an issuance of new shares to acquire 40% equity of Chinasoft 
International Service owned by Huawei (the number of new shares would not exceed 5% of the post-
issuance total share). Chinasoft International Service mainly provides services to Huawei. In our views, 
Huawei would become a strategic shareholder of the Company, but no longer an ordinary business 
partner, after such issuance of new shares. The strategic operation between Huawei and the Company 
is expected to be consolidated and enhanced. In the future, more of the outsourcing services of 
Huawei would be allocated to Chinasoft. Moreover, the cooperation field will develop into new 
services including cloud computing, big data, industry 4.0 etc. 
 
Joint Force platform transforms human resources, from a management system to interest relations: IT 
operators, teams and enterprises gain income based on the jobs acquired. The Company then collects 
fixed commission in the due course. With the Company`s business gradually transiting to the Joint 
Force platform, the overall cost of human resources would become stable. The business of the 
platform can enhance the gross profit margin, and boost up the profitability of the Company. In 
addition, the platform would also serve long tail markets of small-scaled IT projects, and accumulate 
data for systems, and then access the exchange volume, credit and cash flow etc of new enterprises 
and micro enterprises. Big data analysis could help lower the credit risk. The Company would plan to 
provide capital in the future, for provision of high-quality supply chain financial services to small and 
micro enterprise, nurturing new momentum for profit growth.  

 
High stock margin of safety 
 
In 2015H1, large-scale institutes continued to acquire Chinasoft`s equity in large quantity at the price 
between HKD3.68 and 3.93, indicating the Company`s stock price has higher margin of safety. In 
August, Chinasoft was successfully included as one of the constituent stocks of the Hang Seng 
Composite SmallCap Index, demonstrating the Company being recognized by the international capital 
market. We believe that the Company would continue to be benefitted from the informatization of 
China, localization of IT, expanded off-shore IT outsourcing market, and the robust growth of new 
emerging industries like cloud computing. Plus with the enhancement of efficiency of platform, as well 
as profitability, fast growth of the Company`s business is expected. We grant the Company a valuation 
corresponding to 25x EPS in e2015, with a target price of HKD4.35, and a rating of “Buy”. (Closing price 
as at 6 Oct 2015) 
Historical P/E valuation 
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KEY FINANCIALS 
CNY mn FY13 FY14 FY15E FY16E
Net Sales 3206 4429 5453 6746
Net Profit 148 200 283 401
EPS, CNY 0.08 0.11 0.14 0.19
PER, x 29.1 22.8 17.1 12.6
BVPS, CNY 1.23 1.33 1.66 1.86
P/BV, x 2.0 1.8 1.5 1.3
ROE, %  7.1 8.4 9.3 11.1
Debt/Equity (%) 91.42 97.87 90.48 90.48
Source: Company reports, Phillip Securities Est. 
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Prosperous growth of business in H1 
 
In 2015H1, Chinasoft`s overall revenue recorded a growth of 23.3% yoy to RMB2.39 
billion, in which the business of cloud computing and mobile internet indicated 
robust growth, boosting the income from emerging services up 47% yoy to RMB0.22 
billion. Based on business segments of the Company, professional services business, 
outsourcing services business and emerging services business accounted for 40.3%, 
48.6%, 9.2% of the Company`s results respectively.  

 
Affected by the increased portion of hardware sales which profitability was lower, 
the Company`s gross profit margin dropped by 1.6 ppts yoy to 28.4%. However, rate 
of sales and management fee decreased by 2ppts yoy to 18.8% because of economies 
of scale. Therefore, the Company`s net profit surged 37.9% yoy to RMB0.14 billion, 
with net profit margin improved by 0.6 ppts yoy to 5.8%.   
 
Huawei would upgrade as strategic shareholder 
 
Chinasoft is the largest outsourcing services provider of Huawei, and Huawei is also 
the major client of Chinasoft`s outsourcing services business. Since 2012, the CAGR of 
the outsourcing business from Huawei has reached 52.8%, accounted for 66% of total 
income of outsourcing business in 2014. In 2015H1, ChinaSoft`s revenue from Huawei 
surged 32% yoy, still far higher than the growth rate of income of outsourcing 
business which is 20.8%. Currently, the Company has announced an issuance of new 
shares to acquire 40% equity of Chinasoft International Service owned by Huawei 
(the number of new shares would not exceed 5% of the post-issuance total share). 
Chinasoft International Service mainly provides services to Huawei. In our views, 
Huawei would become a strategic shareholder of the Company, but no longer an 
ordinary business partner, after such issuance of new shares. The strategic operation 
between Huawei and the Company is expected to be consolidated and enhanced. In 
the future, more of the outsourcing services of Huawei would be allocated to 
Chinasoft. 

 
Rapidly grown outsourcing service revenue from Huawei (RMB:mn) 

 
Source: Company reports, Phillip Securities (HK) Research 

 

Huawei has already formulated a development goal, income in the coming three 
years is expected to be USD100 billion to USD120 billion. Income recorded in 2014 
was merely about USD45 billion. In other words, an income growth of more than 
double is expected and this would bring momentum to the development of the 
related business of Chinasoft International. Previously, Huawei`s business mainly 
focus on the Company`s outsourcing aspect, but the recent cooperation between the 
Company and Huawei has been developed into new services including cloud 
computing, big data, industry 4.0 etc. It is worth to note that Huawei is now 
implementing a staff enhancement policy: the number of staff would keep 
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unchanged with the expanded scale of operation in the future. Therefore, Huawei 
would release medium- and high-end services to outsourcing companies and 
Chinasoft could grasp more clients directly. Such client groups are in large quantity, 
allocated in domestic Chinese markets as well as overseas.  

 
Speedy development of the Joint Force platform 
 

The Company`s Joint Force platform was successfully launched on 19 June and it 
demonstrated a trend of fast growth. As at the end of August 2015, the platform 
recorded the number of registered programmers as over 42,000 (which includes 
12,000 staffs of the Company), and over 1800 registered enterprise-users. The yearly 
goal of the Company is making the number of enterprise business customers over 
10,000 and the number of registered programmers over 100,000.  

 
Currently, the goal of the platform concentrates on administrative cloud and industry 
internet, in order to gather IT service providers and operators, and boost up 
industrial efficiency. One point to highlight is that the platform would also serve long 
tail markets of small-scaled IT projects, and accumulate data for systems, and then 
access the exchange volume, credit and cash flow etc of new enterprises and micro 
enterprises. Big data analysis could help lower the credit risk. The Company would 
plan to provide capital in the future, for provision of high-quality supply chain 
financial services to small and micro enterprise, nurturing new momentum for profit 
growth. 

 
Overall, Joint Force platform transforms human resources, from a management 
system to interest relations: IT operators, teams and enterprises gain income based 
on the jobs acquired. The Company then collects fixed commission in the due course. 
With the Company`s business gradually transiting to the Joint Force platform, the 
overall cost of human resources would become stable. The business of the platform 
can enhance the gross profit margin, and boost up the profitability of the Company. 

 
Earning capabilities have bottomed out    

 
Source: Company reports, Phillip Securities (HK) Research 
 
Catalyst   
 
Better-than-expected development of outsourcing markets; 
Better-than-expected development of the Joint Force platform. 
 
Risks 
 
Intensified market competition drags down profitability; 
Labor cost increases too quickly; 
Operation risk of Joint Force platform and cloud computing. b 
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Financials 
 
FYE 2012 2013 2014 2015F 2016F

Valuation Ratios

Profitability Ratios

Price Earnings 30.6x 29.1x 22.8x 17.1x 12.6x
Price to Book 2.2x 2.0x 1.8x 1.5x 1.3x

EPS Adjusted 0.08 0.08 0.11 0.14 0.19 
Book Value Per Share 1.12 1.23 1.33 1.66 1.85 

- 15.8% 38.2% 23.1% 23.7%
- 9.8% 34.2% 21.3% 27.0%
- 10.7% 34.9% 41.5% 41.7%

Gross Margin 33.1% 31.4% 30.5% 30.0% 30.8%
Net Profit Margin 4.8% 4.6% 4.5% 5.2% 5.9%

Return on Assets 4.2% 3.7% 4.0% 4.8% 5.8%
Return on Equity 7.3% 7.1% 8.4% 9.3% 11.1%

Effective Tax Rate 20.0% 2.4% 14.2% 15.0% 15.0%
Liability ratio 40.1% 47.8% 49.5% 47.5% 47.5%

Per share data(RMB)

Growth& Margin

Key Ratios

Revenue growth
Gross Profit growth
Net Profit growth

Income Statement(RMB: mn)
Revenue 2,768 3,206 4,429 5,453 

Gross Income 915 1,005 1,349

Operating Income 236 254 350

Pretax Income

Income Before XO Items

Net Profit 133 148 200

6,746 

1,636 2,078 

481 650 

283 401 

     - Cost of Goods Sold 1,853 2,201 3,080 3,817 

     - Selling, General & Admin Expenses 734 813 1,058

     - Interest Expense 31 47 84
188 205 297

     - Income Tax Expense 38 5 42
150 200 255

     - Minority Interests 17 52 55

4,668 

1,227 1,518 

70 77 
403 573 
60 86 

343 487 
60 86 

 
Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as as at 6 Oct 2015) 
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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.   

© 2015 Phillip Securities (Hong Kong) Limited 
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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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