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No significant impact on the Huawei incident, yet the
growth rate of emerging business lower than expected
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Investment Summary Buy

CMPHKD 3.67

ChinaSoft International is one of the leading safev and information services
losing price at 8 January 2019)
companies in China. Owing to the slowdown of emmydiusiness and the presence q (F £ b .
uncertainties in domestic economy, we revise down i@venue growth estimate. TARGET HKD 5.37 (+46.3%)
Based on 2018 net profit, we assume a P/E ratib6dx (average over the past two

years), deriving a target price of HK$5.37. 2.98%ér than previous target price, we(c;/’g' ;ﬁ':LEgT?MN) : 2266
reiterate a “Buy” rating with a potential return aproximately 46.3%.(Closing price atyarkeT cap (HKDMN) 9,051
8 Jan 2019) 52 - WK HI/LO (HKD): 7.72 | 345

Business update
SHARE HOLDING PATTERN » %

. Mr. Chen Yuhong 16.35
The growth of Jointforce and hardware slowed down UBS Group AG 915
Csil Profit Share Scheme 5.54

Because of the economic fluctuation in China, tfevipcial governments were prudent

to their spending, making the revenue growth ofu@l&oftware Park and HoneycomhPRICE PERFORMANCE » %

that mainly serve the provincial governments slowlesvn. As for Cloud Software il h h
Chinasoft Int’l -9.61 -16.02 -3291

Park, the Group will reach an agreement with tlevipcial governments for building a | 025 196  -1686

localized website for their High-Tech IndustriaN@&pment Zone. And, it will aSS|gn

staffs for sales and operating, so that it can mciahe informatization of the local RETURN Vs, Hsl

enterprises, e.g. how to sign up for Jointforcey tmbecome a vendor and how to find &%

cheap IT vendor. The agreement generally lastthfee to five years, where the Groug

will receive operating fees every year from the vproial governments. As for " '11&’\”(

ool WY
Honeycomb, it is a smart manufacturing platform femall and medium-sized ™™ " T T
manufacturers, which provides diagnostic servicestitem, and the government ‘mmfg“
subsidizes them. Thus, since the financial comlitf provincial government is not so
solid, it lower their demand for those two services Source: Aastocks, Phillip Securities (HK) Research

KEY FINANCIALS

Besides, the growth of member in Jointforce waselothhan expected, only 40% YoY,
RMB mn FY16 FY17 FY18E FY19E

because the force of the Group this year was orsé¢héces of Cloud Software Park

venue 6,783 9,244 10,676 12,491
Cloud Integrative Service and Honeycomb. Net Profit 40 sel 689 866
EPS, RMB 0191 0.235 0.281 0.352
Apart from Joinforce, the sales of hardware fonggortation (i.e. Airport and Subway) pgg x 16.84 13.66 1144 915
were also lower than expected. BVPS, RMB 184 215 242 281
P/BV, x 2.27 1.95 1.73 1.49
Solution and outsourcing business generally met egptation, while the ban on ROE % 118 120 125 135
Huawei's 5G equipment has no effect on the Group dar Source: Company reports, Phillip Securities Est.

As the uncertainty on the economy goes up, thergniges tend to cut costs, which inResearch Analyst

turn increase the demand of outsourcing, becaulelgs the enterprises to lower thelem Li (2277 6527)
. . . . _terryli@phillip.com.hk

operating cost of their non-core department. Tioege we believe the outsourcing

business will not be heavily affected even in aonemic downturn.
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Recently, there was news claiming that Huawei ses@ipment 5G have been
banned by several countries. Since a significaiopgrtion of outsourcing
business for the Group is from Huawei, the marketri@s the incident will
adversely affect the Group's outsourcing busineskwever, the Group does not
see any significant effect so far, and expect thmvth of the business from
Huawei in 2019 will be higher than that in 2018,0ed 10%. The recent
recruitment was mainly for the business from Huawelich added several
thousand staffs to around 62,000. Even if HuawBi3s equipment is really
blocked, because the Group provides outsourcingcssr for Huawei's multiple
businesses, such as mobile phones and cloud sera&dong as Huawei does not
reduce the overall investment in research, the @tnpathe Group’s outsourcing
demand from Huawei will not be too great.

Besides, the Group remains the estimate for thentex growth from other clients,
where we should see a 50% of revenue growth in 2018 HSBC, reaching
RMB 900 million. As the base has been increadssl,growth rate may be as
high as before, but it will remain on a relativligh level.

Share award scheme

On 10 December 2018, the Group announced to atiepshare award scheme.
The scheme is to recognize the contributions biateEmployees by rewarding
them company shares in order to retain them fortimoal operation and
development of the Group, and to attract suitab&rsgnnel for further
development of the Group. The Scheme shall lasygars, and the costs will be
incurred when the reward. The number of shardswilbe diluted, because the
shares that reward the employees are bought frenmtirket directly. As of 8
Jan 2019, the Group has repurchased eight timesuating for 1.46% of total
number of Shares issued.

Growth forecast

Due to the emerging uncertainties in domestic esgndhe SMEs are going to
bear the brunt, or even close down, leading tosas lgemand for emerging
business. Thus, we lower the revenue growth esdinma 2018/19F from
80%/85% to 60%/65%. We believe the impact fromneocay on tradition
business is relatively slow, so we slightly lowke trevenue growth estimate in
2018/19F from 15%/14% to 11%/10%. Besides, sirlee proportion of
emerging business dropped after the change in grestimate, we reduce the
GPM estimate in 2018/19F from 31%/31.5% to 30.7%4/3dl

Valuation

Owing to the slowdown of emerging business andptiesence of uncertainties in
domestic economy, based on 2018 net profit, wenassa P/E ratio of 16.5x
(average over the past two years), deriving a tapgee of HK$5.37. 2.9%

lower than previous target price, we reiterate ay'Brating with a potential return

of approximately 46.3%. (HKD/CNY=0.8765)
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Figure: Two-year forward P/E
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Source: Bloomberg, Phillip Securities (HK) Research
Risk

1. Slower-than-expected growth in SaaS market
2. Suddenly loss on major customers
3. New products replace the company’s existingymtsd
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Financials

FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F
Valuation Ratios

P/E (X), ad] 30.14 23.74 16.€4 13.66 11.44 915
P/B (X) 3.14 2.67 227 1.65 1.73 149
Dividend Yield (%) N/A N/A 0.3% 0.5% 0.5% 0.7p6
Per share data (RMB)

EPS, (Basic) 0.107 0.136 0.1¢1 0.235 0.281 0.852
EPS, (Diluted) 0.10% 0.132 0.1€4 0.216 0.249 0.p11
DPS (HKD) N/A N/A 0.012 0.018 0.019 0.024
BWPS 1.33 157 1.84 2.15 242 2B1
Growth & Margins (%)

Grwoth

Revenue 38.2% 15.8% 32.3% 36.3% 15.5% 17.0%
EBIT 51.3% 34.3% 21.0% 18.6% 22.8% 24.p%
Net Profit 27.6% 30.5% 23.1% 37.0% 22.7% 25.[1%
Margins

Gross margin 30.5% 29.7% 29.7¢% 29.8% 30.7% 31.4%
EBIT margin 8.6% 10.0% 9.1% 8.0% 8.5% 9.0%
Net Profit Margin 5.8% 6.5% 6.0% 6.1% 6.4% 6.p%
Key Ratios

ROA 5.1% 5.7% 6.0% 7.0% 7.6% 8.9%
ROE 8.4% 9.8% 11.8% 12.0% 12.5% 13.5%
Income statement (RMB mn)

Revenue 4,429 5,129 6,783 9,244 10,676 12,491
Gross Profit 1,349 1,523 2,016 2,750 3,278 3,921
EBIT 382 513 620 736 903 1,122
EBT 297 420 525 633 791 991
Net Profit 255 333 410 561. 689 864
Minority Interest 55 53 (32) (4) ) @
Net profit for owners 200 280 442 566 693 864

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.8765) is HKDCNY1Y forward contrpgte on January 8 from Wind.
(Financial figures as at 8 January 2019)
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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 pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevedilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or parécuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efpttoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be appropdeate discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiomvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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