Company Research
Company update

Wisdom Holdings (1661 HK)
Ready for the age of Mass Sporting

The FY14 result is largely in-line with our forecasts despite the topline
is slightly lower than our estimation, net profit came in slight ahead of
forecast. The lower topline is primarily due to the decrease in
program production revenue. The Sports Event business achieved
outstanding growth as expected. We reiterate BUY rating and adjust
downward our forecast on revenue in FY15/16 by 10%/17% and
trimmed our TP by 2.4% to HK$6.46 with a target PE of 22.3x.

Lower revenue from Program & Ads business caused the topline miss.
The actual P&A revenue was Rmb551m (-9% YoY), 9% lower than our expectation.
The drop was due to the decrease in revenue from the program production. P&A
revenue, which decreased 7% YoY, is a mature business segment, which provides
steady income stream, and we expect the growth will be relatively mild at 8% in
the next two years. The gross margin of P&A business is 40% in FY14, decreased
from 46% in FY13, and lower than the GM of Sports Event’s 60%.

Strong growth in Sports and Entertainment Event business in FY14.
Events revenue was Rmb253m (+149% YoY) and in-line with our forecast. The
surge was due to 1) The introduction of new sports event such as the World Cup of
International Dragon Boat and “Season Run”, and marathons operated in more
cities; 2) More revenue generated from the existing marathon in Hangzhou and
Guangzhou. Looking forward, Wisdom will operate 10 Season Run in 2015 and
intends to shape the event into a Carnival-like festival that can increase revenue
source from various pipelines. We expect the revenue will increase 99%/31% in
FY15/FY16, due to the increase in events and revenue per event.

Exploring opportunities in inter-provincial Mass Sporting Events.
Wisdom entered into a series of strategic cooperation agreements with 13
provincial and municipal sports authorities and established a Mass Sporting Events
Alliance to pave the way for large-scale inter-regional sporting events in future.
With the improvement of the living standard, people would spare more time for
sporting activities and these events provide a platform for people’s participation.
In particular, with good marketing campaigns and track records, these events could
become sustainable long-term social events for stable recurrent revenue.

Conservative projection for both sectors revenue growth in FY15.

We cut our forecast on Event revenue from Rmb663m to Rmb504m (-31%) as we
turned more conservative in revenue growth projection due to the slowdown in
China’s economy. The total revenue in FY15/16 now lowered by 10%/17% to
Rmb1.1b/1.3b and net profit slightly lower to Rmb373m as we now assume the
government grant will continue in FY15. Based on SOTP method with a 30%
discount, which is in line with historical range, to the industry average PE of 32x,
we reiterate BUY rating and adjust our TP to HK$6.46 with an unchanged target PE
of 22.3x.

Figure 1: Financial Summary
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Company background

Wisdom Holdings Group operates a a holding company. The
Company, through its subsidiaries, provide media investment
management, produce TV programs and organize sports

competitions.

Year to Dec 31 (RMBmn) 2012A 2013A 2014A 2015E 2016E
Revenue 557 694 804 1,099 1,303
Operating Profit 176 308 356 484 578
Reported Profit 132 232 278 373 440
Underlying Profit 132 232 278 373 440
Underlying EPS (CNY) 0.11 0.17 0.17 0.23 0.27
DPS (CNY) 0.04 0.16 0.09 0.20 0.17
BVPS (CNY) 0.25 0.77 0.75 0.84 0.95
P/E (x) 32.64 22.58 21.70 16.20 13.72
Dividend Yield (%) 1.2 4.4 2.5 5.2 4.6
P/B (x) 15.23 4.88 5.03 4.46 3.93

Source: Guosen Securities(HK)
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Figure 3 Change of Assumptions and Result Comparisons

FY14 Estimate Actual Dif(%)
Total Revenue (Rmb'mn) 864 804 -7%

Events (Rmb'mn) 259 253 -2%

P&A (Rmb'mn) 605 551 -9%
Gross Profit (Rmb'mn) 410 374 -9%
Profit from operation (Rmb'mn) 354 356 1%
Net profit 271 278 3%
Gross Profit Margin 47% 47% -1%
Net Profit Margin 31% 35% 3%
Selling Expenses/Total Revenue 3.6% 3.8% 0.2%
Admin. Expenses/Total Revenue 5.3% 5.6% 0.3%
Effective Tax Rate 24.9% 25.0% 0.1%
Change of Assumptions and Estimates 2014 2015e 2016e
Total Revenue(Old, Rmb'mn) 864 1227 1569
Total Revenue(New, Rmb'mn) 804 1099 1303
Change(%) -7% -10% -17%
Gross Margin(Old, %) 47% 49% 50%
Gross Margin(New, %) 47% 49% 50%
Change(%) -0.94% 0.35% -0.01%
Net Profit(Old, Rmb'mn) 271 374 486
Net Profit(New, Rmb'mn) 278 373 440
Change(%) 3% 0% -9%
Basic EPS(OId, HKS) 0.21 0.28 0.38
Basic EPS(New, HKS) 0.21 0.28 0.34
Change(%) 0% 0% -11%

Source: Guosen Securities(HK) Research

Figure 4 Peer Comparison Figure 5 SOTP Valuation
. PER PER o

Company Name Ticker FY15 FY16 totaf)Gol: we-ir:l:f?r: Target PE based on SOTP PE

Media in FY14 FY15 peers 14PE

SINOMEDIA HLDG 623 hk 5.4 5.2 SEO 31% 46% 22.69 10.40

BENING ENLIGH-A 300251 ch 79.2 60.5 P&A 69% 54% 39.73 21.52

HUAYI BROTHERS-A 300027 ch 50.2 40.4 Weighted Avg PE 31.92

BLUEFOCUS COMM-A 300058 ch 35.9 283 Discount 30%

GUANGDONG ADVE-A 002400 ch 51.1 35.8 Target PE for 22.34

WPP PLC wpp In 16.8 15.3 wisdom

Average 39.73 30.89 15EPS, in Rmb 0.23
Currency Converter 1.25

Sports TP(HKS) 6.46

SPEEDWAY MOTORSP trk us 229 20.4

INTL SPEEDWAY-A isca us 23.7 21.6

DOVER MOTORSPORT dvd us 10.1 9.3

MADISON SQUARE-A msg us 34.1 31.8

NEULION INC nin cn N/A 28.2

Average 22.69 22.26

Source: Guosen Securities(HK) Research Source: Guosen Securities(HK) Research
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Figure 6 12 months forward PE band chart
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Figure 7 12 months forward PB band chart
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Summary financial statements
Profit & Loss (RMBmn)  2012A 2013A 2014A 2015E 2016E Financial Ratios 2012A 2013A 2014A 2015E 2016E
Revenue 557 694 804 1,099 1,303 Revenue growth (%) 182 246 158 36.7 18.5
Cost of sales (340) (351) (430) (557) (648) Operating profit growth (%) 54.1 74.8 15.7 35.9 19.3
Gross profit 217 343 374 542 655 Reported profit growth (%) 54.5 75.3 20.1 34.1 18.1
Other income/(expense) 0 27 58 46 46 Underlying profit growth (%) 54.5 753 201 34.1 18.1
Operating expenses (41) (62) (76) (104) (124) Underlying EPS growth (%) 54.5 44.5 4.1 34.0 18.1
Operating profit 176 308 356 484 578 Dividend growth (%) 25.0 359 (34.8) 110 (11.8)
Other non operating inc/(exp) 0 0 0 0 Gross profit margin (%) 38.9 494  46.5 49.3 50.3
Finance income 2 9 15 13 Operating profit margin (%) 31.6 444 443 44.0 44.3
Finance expenses 0 (5) (1) 0 Underlying profit margin (%) 23.7 33.3 34.6 33.9 33.8
Associates & JCE 0 0 0 0 Net debt/equity (%) (35.2) (76.6) (62.9) (68.4) (66.2)
Profit before taxation 178 311 371 497 587 Net debt/total assets (%) (26.8) (68.0) (56.7) (59.9) (57.6)
Taxation (46) (80) (93) (124) (147) Current ratio (%) 378 865 990 787 754
Non-controlling interests 0 0 0 0 0 Dividend payout (%) 37.9 99.2 53.8 84.5 63.1
Net profit 132 232 278 373 440 Interest cover (x) 5,872.0 57.7 522.4 8,804.110,504.4
Other Adjustments on UP 0 0 0 0 0 Dividend cover (x) 2.6 1.0 1.9 1.2 1.6
Underlying Profit 132 232 278 373 440 Dupont Analysis 2012A 2013A 2014A 2015E 2016E
Source: Guosen Research estimates Tax burden (%) 743 744 750 75.0 75.0
Interest burden (%) 101 101 104 103 102
Operating profit margin (%) 31.6 444 443 44.0 44.3
Asset turnover (x) 1.6 0.9 0.6 0.8 0.8
Leverage ratio (x) 1.4 1.2 1.1 1.1 1.1
ROA (%) 39.0 294 219 259 26.6
ROE (%) 54.9 342 245 29.2 30.5
Source: Guosen Research estimates
Balance Sheet (RMBmn) 2012A 2013A 2014A 2015E 2016E Cashflow (RMBmn) 2012A 2013A 2014A 2015E 2016E
Fixed assets 36 36 34 31 27 Operating profit 178 317 371 497 587
Associates & JCE 0 0 0 Depreciation & amortization 4 5 7 7 7
Others 3 3 1 Interest income (2) 9) (15) (13) 9)
Non-current assets 39 39 37 34 28 Change in working capital (135) (105) (197) 15 (98)
Inventories 0 0 0 0 0 Tax paid (31) (36) (93) (124) (147)
Debtors & prepayments 227 344 537 582 718 Other operating cashflow 0 (5) (7) (1) 0
Bank deposits & cash 99 820 598 925 1,018 Operating activities 15 167 66 381 341
Others 5 3 157 4 5 Purchase of non-current assets (Capex) (5) (5) (4) (4) (3)
Current assets 331 1,166 1,293 1,511 1,740 Free cash flow 9 162 61 377 338
Bank & other borrowings 0 0 0 0 0 Disposal of non-current assets 0 0 0 0 0
Trade & payables 31 26 15 37 45 Associates & JCE (net) 0 0 0 0 0
Taxation 28 82 86 124 147 Interest received 2 7 7 13 9
Others 29 27 30 31 40 Dividends received 0 0 0 0 0
Current liabilities 88 135 131 192 231 Other investing cashflow 0 0 (8,961) 0 0
Bank & other borrowings 0 0 0 0 0 Investing activities (4) 3 (8,959) 9 6
Others 0 0 0 0 New loans raised 0 0 0 0 0
Non-current liabilities 0 0 0 0 Repayment of loans 0 0 0 0 0
Net assets 283 1,070 1,199 1,353 1,537 Dividends paid (49) (85) 0 0 0
Share capital 3 639 490 490 490 Other financing cashflow 1 636 (153) (153) (153)
Premium & reserves 280 431 709 863 1,047 Financing activities (48) 551 (153) (153) (153)
Shareholders' funds 283 1,070 1,199 1,353 1,537 Inc/(dec) in cash (37) 720 (9,046) 237 193
Non-controlling interests 0 0 0 0 0 Cash at beginning of year 136 99 820 598 835
Total equity 283 1,070 1,199 1,353 1,537 Foreign exchange effect 0 0 1 0 0
Source: Guosen Research estimates Cash at end of year 99 820 (8,226) 835 1,029
Source: Guosen Research estimates
Guosen Securities (HK) 5
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Information Disclosures

Stock ratings, sector ratings and related definitions

Stock Ratings:

Buy: A return potential of 10 % or more relative to overall market within 6 — 12 months.

Neutral: A return potential ranging from -10% to 10% relative to overall market within 6 — 12 months.

Sell: A negative return of 10% or more relative to overall market within 6 =12 months.

Sector Ratings:

Overweight: The sector will outperform the overall market by 10% or higher within 6 =12 months.

Neutral: The sector performance will range from -10% to 10% relative to overall market within 6 =12 months.

Underweight: The sector will underperform the overall market by 10% or lower within 6 — 12 months.

Interest disclosure statement

The analyst is licensed by the Hong Kong Securities and Futures Commission. Neither the analyst nor his/her associates serves as an
officer of the listed companies covered in this report and has no financial interests in the companies.

Guosen Securities (HK) Brokerage Co., Ltd. and its associated companies (collectively “Guosen Securities (HK)”) has no disclosable
financial interests (including securities holding) or make a market in the securities in respect of the listed companies. Guosen
Securities (HK) has no investment banking relationship within the past 12 months, to the listed companies. Guosen Securities (HK)
has no individual employed by the listed companies.

Disclaimers

The prices of securities may fluctuate up or down. It may become valueless. It is as likely that losses will be incurred rather than
profit made as a result of buying and selling securities.

The content of this report does not represent a recommendation of Guosen Securities (HK) and does not constitute any
buying/selling or dealing agreement in relation to the securities mentioned. Guosen Securities (HK) may be seeking or will seek
investment banking or other business (such as placing agent, lead manager, sponsor, underwriter or proprietary trading in such
securities) with the listed companies. Individuals of Guosen Securities (HK) may have personal investment interests in the listed
companies.

This report is based on information available to the public that we consider reliable, however, the authenticity, accuracy or
completeness of such information is not guaranteed by Guosen Securities (HK). This report does not take into account the particular
investment objectives, financial situation or needs of individual clients and does not constitute a personal investment
recommendation to anyone. Clients are wholly responsible for any investment decision based on this report. Clients are advised to
consider whether any advice or recommendation contained in this report is suitable for their particular circumstances. This report is
not intended to be an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned.

This report is for distribution only to clients of Guosen Securities (HK). Without Guosen Securities (HK)’s written authorization, any
form of quotation, reproduction or transmission to third parties is prohibited, or may be subject to legal action. Such information
and opinions contained therein are subject to change and may be amended without any notification. This report is not directed at,
or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any jurisdiction where such
distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject Guosen
Securities (HK) and its group companies to any registration or licensing requirement within such jurisdiction.

Guosen Securities (HK) 6
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