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We had a conference call with Goldpac Group’s management to conduct research on Buy

the company. CMP: HKD 2.40
(Closing price as at 23 Mar 2017)
Investment Summary TARGET: HKD 3.00 (+25.00%)

- The company will strengthen core business competitiveness. The company has = COMPANY DATA
a long history with stable business development and will further enhance ©O/S SHARES (MN) : 8335
operational automation, systematization and optimize the product mix. MARKET CAP (HKD'\_AN) : 2,000
i . . . . . 52 - WK HI/LO (HKD): 3.42/1.93
- The company will accelerate diversified business and innovation development
and continue to accelerate the smart wearables market.
- The company has sufficient cash on hand and has been increasing the dividend
payout ratio in recent years. The dividend payout ratio may reach 61% in 2016.
- Overseas business has growth potential.
- The company's future M&A activities are worth anticipating.

SHARE HOLDING PATTERN, %
LU Run Ting 42.60

Company Business PRICE PERFORMANCE, %
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Goldpac Group ~ +10.60 +21.83 -22.08
The business of the company includes embedded software and secure payment HSI +0.88 +12.76  +18.01

products segment and platform and service segment.
PRICE VS. HSI
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Embedded Software and Secure Payment Products: The company develops o
hardware and software for security payment products, in which the security and
payment softwares loaded into the chips and the operating system development are .
the core technology. This segment also includes the card design, technology '

development, manufacturing and so on.
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Platform and Service: Provision of personalisation service, system platforms and
other solutions for customers in a wide business range including financial,
government, healthcare, transportation and retails by leveraging innovative Fintech.

=== 5l Index == Goldpac Group

Source: Bloomberg, Phillip Securities (HK) Research

KEY FINANCIALS

Platform and service segment includes: RMB mn FY15 FY16 FY17E FY1SE
Sales 1,685 1,394 1,505 1,641
Personalisation Service: After the hardware and software development and the  Net Profit 242 205 226 239
manufacturing of the cards, the company encrypts the cardholders™ account data  EPS, CNY 029 025 027 029
and personal information into the cards and sends them to the cardholders from the ~ PER. X 13790 78 74
data centre. BVPS, CNY 218 225 232 240
P/BV, x 18 10 09 09
ROE, % 141 111 117 119

Card Issuance System Solutions: The business includes mobile financial services in
temporary places such as airports, shopping malls, clubs and communities. The
company provides on-site card issuance terminals, software development, security

systems and data systems. Research Analyst
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Source: Company reports, Phillip Securities Est.
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FY2016 Results

In FY2016 the Group recorded a turnover and a net profit of approximately
RMB1,393.7 million and RMB204.9 million, representing a YoY decrease of
17.3% and 15.3% respectively. The Group's performance in 2H2016 is better
than 1H2016. Compared to 1H2016, the Group's turnover and net profit for
2H2016 achieved an increase of 4.5% and 14.8% respectively.

The gross profit margin and net profit margin were approximately 30.1% and
14.7%, representing an increase of 3.7 percentage points and 0.3 percentage
points respectively as compared to the preceding year. The improvement is
mainly attributed to the growing innovative product business and improving
product portfolio. The following chart demonstrates the NPM from 2013 to
2016.
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As at 31 Dec 2016, the cash available for use is RMB 1,763 million. Net cash
per share is RMB2.11. The Board proposed to declare a final dividend of
HK7.0 cents per ordinary share and a special dividend of HK6.0 cents per
ordinary share. Including the interim dividend of HK4.0 cents, the dividend
payout ratio of FY2016 will be 61%. The following chart shows the dividend
per share and dividend payout ratio in recent years.
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Source: Company, Phillip Securities (HK) Research
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Industry Opportunities

In June 2016 PBoC issued the "PBoC’s notice on further strengthening the risk
management of bank cards", requiring shutting down the magnetic stripe
transactions of chip magnetic stripe composite cards from 1 May 2017. The
notice also asked commercial banks to speed up the replacement of magnetic
stripe card with the financial IC card.

From 2012 to 2015, due to the changing demand from magnetic stripe card to
card with chips, the industry profit increased fast. The revenue and net profit
of the company increased by 149% and 110% from 2012 to 2015. In 2016 the
industry began to enter the stock replacement stage. In addition, the product
replacement cycle of cards with trips is 3-5 years, the industry scale will
develop more stably in the future.

New credit card policies implemented by PBoC on 1 Jan 2017 will aid in the
promotion of the credit card market, lifting limits associated with interest-
free payment periods and minimum payment. There policies are expected to
help push forward the diversification and differentiation of credit card
products and services. China's credit card market develops relatively slowly,
which is related to the perfect degree of the credit system and risk
management, but credit card has security advantage. Credit card industry
may develop faster in the next few years and credit card products are
expected to face refinement competition.

In 2015 Chinese government announced the opening of the RMB clearing
market. Visa, MasterCard and other card organizations are expected to enter
China market to promote their own branded financial businesses earliest at
the end of 2017 or at the beginning of 2018, and this will bring new
incremental demand for China credit card market.

Industry Challenges

Although the mobile payment needs to bind the bank card account and this
does not affect the issuance demand of the bank card as a bank account
certificate, the bank card payment still faces the competition of mobile phone
payment such as Alipay and WeChat Pay.

In addition, the government's regulation of on-line finance and third-party
payment services is more and more strict, and the shipment volume of the
company decreased in 1H2016. The main purpose of the regulation and
control of the financial industry is to control financial risks. Although it will
bring periodical pressure to the whole industry, it will have positive impact in
the long run. With the regulation of the financial market being more and more
strict, the market will become more and more standardized and will slowly
return to a rational state, which is conducive to the financial system’s main
force——the banks and may benefit the company in the long run.

Diversified Procurement of Domestic and Foreign Chips

The chip is currently the main procurement cost of IC card. In 2016 the
company's procurement costs of chips decreased. In 2017 the company will
continue to control procurement costs. Procurement will also become more
and more diversified. The competition pattern of chip market has changed.
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The policies are tilting towards domestic chips and other imported chip
brands are also entering China market. The company's bargaining power for
suppliers is also increasing.

Product Mix Optimization and Further Development of
Automation

The company promotes product diversification and product structure
optimization and also promotes high value-added and high-margin products
to help ease the pressure on prices. Guided by Industry 4.0, the company will
enhance operational digitization and informatization to improve the
company's operational efficiency.

Diversified Business Development and M&A Anticipation

In the future the company will strengthen the core financial card business as
well as diversify the product mix. It will develop diversified industry products
such as cards on livelihood for smart city and intelligent transportation
development and high-end retail cards (such as Starbucks Card). In 2017 the
innovative development will focus on the GCaaS platform, intelligent security
equipments, system solutions and provide the financial institutions with
more comprehensive financial services.

The company has healthy financial situation and has sufficient cash on hand.
The future M&A activities are worth anticipating.

Overseas Business Has Growth Potential

The company is actively promoting the global business expansion strategy
and the overseas layout is developing steadily. Accompanied with China
UnionPay's international development and overseas EMV chip replacement
demands, the company is developing localized products and platforms and
sees the potential of Southeast Asian market. The proportion of overseas
business is expected to increase in the future.

Valuation

Buy Rating is given with TP of HK$3.00. We expect net profit growth of
10.3%/5.6% in FY2017/FY2018, driven by 8.0%/9.0% revenue growth. Our
TP of HK$3.00 represents 9.8/9.3x FY2017E/FY2018E P/E. (Closing price as
at 23 March 2017)

Risk
The competition of mobile phone payment such as Alipay and WeChat Pay;
The development of overseas business is below expectation.
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Financials
FYE Fr14 FY15 FY16 FY17E FY18E
Valuation Ratios
P/E 23.3 13.7 9.0 7.8 74
P/B 31 1.8 1.0 0.9 0.9
Per Share Data
EPS(RMB) 0.26 0.29 0.25 0.27 0.29
Book Value Per Share(RMB) 1.94 2.18 2.25 2.32 2.40
Dividend Per Share(HKD) 0.10 0.15 0.17 0.15 0.15
Growth & Margins (%)
Growth Rates
Revenue 36.8% 10.8% -17.3% 8.0% 9.0%
Operating profit 9.0% 13.5% -7.1% 8.9% 5.9%
Net Profit 51.6% 13.3% -15.3% 10.3% 5.6%
Margins
Gross profit margin 27.5% 26.4% 30.1% 30.1% 30.1%
Operating profit margin 14.6% 14.9% 16.8% 16.9% 16.4%
Net profit margin 14.0% 14.4% 14.7% 15.0% 14.5%
Key Ratios
ROE(%) 14.2 141 111 11.7 119
ROA(%) 10.0 9.8 7.9 8.0 8.1
Income Statement(RMB mn)
Revenue 1,521 1,685 1,394 1,505 1,641
Gross profit 419 445 419 453 494
Operating profit 222 252 234 255 270
EBT 257 296 245 270 285
Net Income 214 242 205 226 239

Source: Company, Bloomberg, Phillip Securities (HK) Research Estimates

(Financial figures as at 23 Mar 2017)
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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.

© 2017 Phillip Securities (Hong Kong) Limited
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