€9 = B 3R ;7 B PR

CHINA GALAXY INTERNATIONAL

Sinosoft Technology Group [1297.HK]

Inline 2014 results; outlook remains positive. Maintain BUY

Sinosoft Technology Group’s (Sinosoft) 2014 results were in line with our and market ex-
pectations. Management remains positive on outlook for 2015 given: a) expanding geo-
graphical coverage of export tax software, b) strong growth of carbon management soft-
ware, c) strong demand from government related projects and d) contribution from new
business opportunity such as business with Ant Financial Services. Sinosoft should deliver
solid earnings growth of 26.7%/26.0% in 2015E/2016E . We maintain the view that Si-
nosoft is a beneficiary of government’s policy of reducing carbon emission and continuous
investment in IT. We believe the current valuation of 17.1x 2015E still looks attractive. Po-
tential co-operation with Alibaba should offer upside potential. Maintain BUY with a new
target price of HK$4.27 (based on 21x 2015E PER, higher than historical average but dis-
count to its peers).

Investment Highlights

e Inline 2014 results. Sinosoft's 2014 net profit was RMB134.5m, up 33% YoY vs
RMB100.9m in 2013. The group’s 2H14 net profit was RMB88.4m, 3% higher than our
expectations of Rmb85.8m. Among all segments, carbon management solutions and
e-Government solutions reported higher than expected turnover growth. Turnover of
carbon management solutions segment and e-Government solutions segment were
33.1% and 3.0% higher than our expectations. The group reported gross margin of
59.0% in 2H14, lower than our expectations of 67.9% which was mainly dragged by
drop in margin of carbon management solutions segment. Gross margin of carbon
management solution dropped from 89.4% in 2013 to 60.5% in 2014 which is mainly
due to dilution effect of a large size project with higher portion of hardware sales. Op-
erating margin was 43.2% in 2H14, lower than our expectations of 44.9%, but im-
proved sequentially from 42.3% in 1H14. Due to lower effective tax and lack of finan-
cial expenses, Sinosoft reported a net margin of 38.5%, higher than our forecasts of
36.3%. The group declared a final dividend of RMB0.019 per share.

e Management remains positive on outlook. Management is upbeat on the group’s
operating performance in 2015 and the major segments such as exports tax software,
carbon management solutions will report strong growth. The growth of e-Government
solutions segment will report satisfactory growth due to continuous investment in IT by
local governments. The business with Ant Financial Services is expected to make
contribution in 2015. (more on next page)

Key Financials

(in RMB m) 2012 2013 2014 2015E 2016E
Revenue 235.2 297.3 366.4 461.1 554.0
Change (yoy %) 21.3 26.4 23.2 25.9 20.1
Gross Profit 159.4 196.7 236.6 304.8 381.0
Gross Margin % 67.8 66.2 64.6 66.1 68.8
Net Profit 76.2 100.9 134.5 170.5 214.9
Net Margin % 32.4 34.0 36.7 37.0 38.8
EPS (Basic) 0.10 0.11 0.13 0.17 0.21
Change (yoy %) 29.72 12.35 14.13 26.74 26.02
DPS $0.000 $0.015 $0.019 $0.050 $0.062
ROE (%) 39.0 23.6 19.7 20.9 221
Dividend Yield (%) - 0.53 0.67 1.75 2.21
PER (x) n.a. 24.8 21.7 17.1 13.6
PBR (x) 9.1 4.7 3.9 3.3 2.8
FCF Yield (%) na.a 6.51% 5.28% 7.56% 9.94%
Capex (m) 2.9 36.0 36.8 37.0 37.3
Free cash flow per sha 0.0 0.2 0.1 0.2 0.2

net cash net cash net cash net cash

Net Gearing (%) 12.6

TMT Sector-Software

BUY

Close: HK$3.48 (Mar 23, 2015)
Target Price: HK$4.27 (+22.6%)

Share Price Performance

(HKS) (HKS million)

5 100

4 80

f

3 60

2 40

1 20

0 0

Mar14 May14 Jull4 Sep14 Nov14 Jan15

I Turnover (RHS) s Price (LHS)

Market Cap US$463m
Shares Outstanding 1,032.3m
Auditor Deloitte
Free Float 52.1%
52W range HK$2.10-3.81
3M average daily T/O US$1.2m

Major Shareholding Founders & Manage-

ment (50.4%)

Mark Po, CFA — Senior Analyst

(852) 3698-6318
markpo@chinastock.com.hk

Wong Chi Man, CFA —Head of Research
(852) 3698-6317

cmwong@chinastock.com.hk




€9 = B SR i [ [

CHINA GALAXY INTERNATIONAL

¢ Limited downside for gross margin. Management highlights that a decline in gross
margin is somewhat due to development cycle of the group and change in mix in car-
bon management solutions segment. Downside for gross margin is limited and the
group will manage S,G&A expenses well. It is expected that the group’s bottom line
growth is at least the same as top line growth.

o Exports tax software segment continues to grow. According to management, the
geographical expansion of the exports tax software segment is on track. The group
will see meaningful top line contribution from export tax software segment in other
areas. Exports tax software in Jiangsu will continue to grow. Management believes
exports tax software segment will report solid growth in 2015.

e Carbon management solutions. Management also highlights outlook for carbon
management solution segment remains positive given government policy of reducing
carbon emission. The group is likely to see stronger growth in 2H14

o Business with Ant Financial Services. Sinosoft & Ant Financial Services jointly
launched the new financial product “Cheng Yi Dai” to provide unsecured credit loan
services to small-and mid-cap enterprises. Sinosoft provides no guarantee for borrow-
ers and Sinosoft will share interest income from Ant Financial Services. According to
Sinosoft’s management, the Cheng Yi Dai has commenced operation already. Cheng
Yi Dai is expected to make contribution in 2015. Management reiterates that the group
is working with Alibaba regarding new business development. We maintain the view
that the further co-operation with Alibaba is a share price catalyst.

Figure 1: Sinosoft Interim Results

2013 2014
Year ended 31 Dec 1H 2H 1H 2H
Turnover 111 187 136 230
COGS (34) (66) (36) (94)
Gross profit 76 120 101 136
Other operating income 2 5 8 7
Selling and distribution costs (7) (12) 11) (15)
Administrative expenses 11) (18) 21) (13)
R&D 17) (12) (19) (15)
Other operating expenses (10) (3) 1) 1)
Operating profit 33 81 58 99
Finance costs 1) (0) - -
Profits from associates/JCEs - - - -
Income before tax 31 81 58 99
Income tax expense 1) (10) (12) 11)
Minority interests - - - -
Net profit 30 71 46 88
Margins and Ratios:
Gross margin 69.0% 64.5% 73.9% 59.0%
Net margin 27.3% 37.9% 33.9% 38.4%
Effective tax rate 4.0% 12.5% 20.0% 11.0%
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Earnings forecast

e Despite lower than expected gross margin, we leave our earnings forecast for
2015 and 2016 remains unchanged given the group’s track record in cost control
Sinosoft is projected to deliver earnings growth of 12%/28%/21% in 2014E/
2015E/ 2016E, supported by a pick-up in turnover growth and tight cost control.

Steadily growth e We expect Sinosoft to report turnover growth of 25.9% YoY and 20.1% YoY re-

spectively in 2015E and 2016E. The group’s top line growth is supported by
steady growth in export tax software segment and carbon management software.

e Expansion of geographical coverage will also create growth potential to Sinosoft’'s
export tax software segment. Sinosoft’'s export tax software segment is expected
to report growth of 31.4% and 26.9% respectively in 2014E and 2015E. Given
policy supports, we expect Sinosoft's carbon management solutions segment to
grow at 42.6% and 17.9% respectively in 2015E and 2016E.

e We expect gross margin to improve from 64.1% in 2013 to 66.1% in 2015, thanks
to increasing contribution from higher margin products. Sinosoft has a healthy
balance sheet with net cash on hand.




€9 T B R i 3 R

CHINA GALAXY INTERNATIONAL

Figure 12: Key Assumptions for Sinosoft

2010 2011 2012 2013 2014 2015F 2016F
Turnover (Rmbm)
Export tax software and related services 231 30.6 39.0 67.7 91.1 119.6 150.5
e-Government solutions 34.0 61.6 63.1 75.7 90.9 107.2 126.5
Carbon management solutions 0.0 7.7 13.3 34.4 66.5 94.9 111.9
Information integration software 25.9 28.4 55.7 46.8 58.1 68.6 80.9
YoY Change (%)
Export tax software and related services 32.0 27.6 73.7 34.4 314 25.9
e-Government solutions 81.2 2.4 20.0 20.0 18.0 18.0
Carbon management solutions n.a. 72.6 158.8 93.7 42.6 17.9
Information integration software 9.7 96.0 (16.0) 243 18.0 18.0
Gross margin (%) 50.8 60.3 67.8 66.2 64.6 66.1 68.8
Net margin (%) 29.0 30.3 324 34.0 36.7 37.0 38.8
Cost (Rmbm)
S,G&A (24.9) (28.1) (35.7) (48.2) (60.2) (73.4) (88.2)
R&D Expenses (5.02) (15.94) (20.67) (28.46) (33.49) (42.15) (50.63)
Financial Expenses (1.2) (2.9) (2.7) (1.7) - (1.0) (1.0)
YoY Change (%)
S,G&A 13.1 26.9 35.0 24.9 22.0 20.1
R&D Expenses 217.7 29.7 37.7 17.7 25.9 20.1
Financial Expenses 144.6 (4.9) (36.9) (100.0) n.a. -

Sources: Company, CGIHK Research




Figure 13: Earnings projection
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Income Statement (RMB m) FY2012
Revenue 235
Growth yoy% 21.3%
Gross Profit 159
Growth yoy% 36.3%
Selling General & Admin Exp. (56)
Others Operating Expenses/Items (8)
Operating Income 95
Growth yoy% n.a.
Interest Expense (2.7)
Interest and Invest. Income 1.9
Income/(Loss) from Affiliates 0
Other Non-Operating Inc. (Exp.) 0
Impairment of Goodwill -
Gain (Loss) On Sale Of Invest. -
Gain (Loss) On Sale Of Assets -
Income Tax Expense (18)
Minority Int. in Earnings 0
Net Income 76
Growth yoy% n.a.
Balance Sheet (RMB m) FY2012
ASSETS
Cash And Equivalents 53
Receivables 201
Inventory 1
Other Current Assets 63
Total Current Assets 318
Net Property, Plant & Equipment 7
Long-term Investments -
Other Intangibles -
Deferred Tax Assets, LT -
Other Long-Term Assets 90
Goodwill -
Accounts Receivable Long-Term -
Total Long Term Assets 98
Total Assets 416
LIABILITIES & EQUITY
Accounts Payable 68
Accrued Exp. -
Short-term Borrowings 82
Curr. Port. of LT Debt -
Curr. Income Taxes Payable -
Unearned Revenue, Current -
Other Current Liabilities 18
Total Current Liabilities 168
Long-Term Debt 0
Def. Tax Liability, Non-Curr. 14
Other Non-Current Liabilities 0
Total Liabilities 182
Common Stock 0
Additional Paid In Capital -
Retained Earnings 233
Treasury Stock -
Comprehensive Inc. and Other -
Minority Interest 0
Total Equity 233
Total Liabilities And Equity 416

FY2013

297
26.4%
197
23.4%
(77

FY2013

366
23.2%
237
20.3%
(94)

3

146
31.8%
0

10.6

0

135
33.3%

103
261

277
642

461
25.9%
305
28.8%
(116)
(0)
189
29.3%
(1.0)
107

0

170
26.7%

201
328

277
808

FY2014 FY2015F FY2016F

554
20.1%
381
25.0%
(139)
(1)
241
27.4%
(1.0)
10.6

0

215
26.0%

FY2014 FY2015F FY2016F

317
394

277
990

1,165

Cash Flow Statement (RMB m)

Net Income
Depreciation & Amort.
Change in Working Capital
Cash from Ops.
Capital Expenditure
Sale of Property, Plant, and Equipment
Change in Investing Acitivities
Cash from Investing
Net increase in bank borrowings

Issuance of Common Stock
Common Dividends Paid
Special Dividend Paid
Other Financing Activities
Cash from Financing

Net Change in Cash

Ratios

Profitability
Return on Assets %
Return on Capital %
Return on Equity %

Margin Analysis
Gross Margin %
SG&A Margin %
EBIT Margin %
EBITDA Margin %
Net Income Margin %

Asset Turnover
Total Asset Turnover
Fixed Asset Turnover
Accounts Receivable Turnover

Inventory Turnover

Liquidity
Current Ratio
Quick Ratio
Avg. Days Sales Out.
Avg. Days Inventory Out.
Avg. Days Payable Out.
Avg. Cash Conversion Cycle
Net Debt to Equity

Growth Over Prior Year
Total Revenue
Net Income
Payout Ratio %

FY2012 FY2013 FY2014 FY2015F FY2016F
95 111 146 189 241

3 36 37 37 37

(60) (4) (47) (32) (24)
38 143 136 194 254

Q] (3] (©) (4) (4)
(76) (87) (303) (158) (70)
(77) (90) (306) (162) (74)
14 (82) 0 0 0

0 308 0 0 0

0 (20) (15) (20) (51)

(4) (22) @) @) (13)

11 184 (19) (28) (64)
(28) 237 (188) 5 116
FY2012 FY2013 FY2014 FY2015F FY2016F
21.1% 17.9% 17.6% 18.9% 20.0%
29.1% 21.9% 19.7% 21.0% 22.2%
39.0% 23.6% 19.7% 20.9% 22.1%
67.8% 66.2% 64.6% 66.1% 68.8%
15.2% 16.2% 16.4% 15.9% 15.9%
41.1% 38.4% 42.9% 43.4% 45.5%
42.3% 39.2% 43.7% 44.1% 46.1%
32.4% 34.0% 36.7% 37.0% 38.8%
0.6x 0.4x 0.4x 0.5x 0.5x
2.4x 2.2x 2.1x 2.6x 3.2x
1.4x 1.4x 1.5x 1.6x 1.5x
333.6x 232.4x  354.4x 354.4x 354.4x
1.9x 7.4x 11.4x 11.6x 11.9x
1.9x 7.4x 11.4x 11.6x 11.9x
311.6 271.2 259.6 259.6 259.6
1.1 1.6 1.0 1.0 1.0
314.3 256.1 172.9 131.7 146.0
209.3 186.1 212.8 212.9 213.1
13% netcash netcash netcash netcash
21.3% 26.4% 23.2% 25.9% 20.1%
29.7% 32.4% 33.3% 26.7% 26.0%
0.0% 0.0% n.a. 14.6% 30.0%




€9 = B SR i [ [

CHINA GALAXY INTERNATIONAL

Valuation

Sinosoft is trading at 17.1x 2015E PER, higher its historical average of 15x since listing
in 2013. We maintain the view Sinosoft will still be able to achieve faster top and bot-
tom line growth between 2015E and 2016E given: a) the steady growth of the exports
tax software, b) increasing popularity of carbon management solution and c) expand-

Higher than historical average, ing geographical coverage.

but deep discount to A-share In terms of PER, Sinosoft is trading at a discount to A-share listed software develop-
peers ers, which are on an average 2015 PER of 54.2X. Sinosoft has first mover advantage
in carbon management solutions software segment in China. Increasing contributions
from carbon management solutions business and potential co-operation with Alibaba
will support further re-rating potential. Current shares underperformance is not justified.

We are maintain the BUY rating on Sinosoft and raised the target price to HK$4.27
based on 21x 2015E PER (higher than historical average of 15x). Our target PER is
lower than its peers average of 2015 PER of 37.1x. Share price catalysts come from
more news flow on government policy, M&A, strong operating performance and co-
operation with Alibaba.

Figure 14: Sinosoft PER trend
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Figure 15: Peer Comparison

Company PE EV/EBITDA PIB ROE ROA Div yield

Price Market Cap 2014F 2015F 2016F 2014F 2015F 2016F 2013 2014F 2013 2014F 2013 2014F 2013 2014F
Ley US$m X X X X X X X X % % % %

HK Listed Software plays

1297 HK Sinosoft 3.48 463 217 171 13.6 9.1 9.1 15 4.6 3.6 23.6 20.6 17.9 183 0.5 17

268 HK Kingdee 3.04 1,010 318 225 183 9.7 85 15 3.2 2.9 16 12.6 47 6.3 0.0 0.7

354 HK Chinasoft 2.75 665 208 153 118 114 9.3 74 2.7 17 7.1 8.6 46 44 0.0 na.

861 HK Digital China 747 1,054 9.5 82 16 113 9.8 88 1.0 09 3.9 9.8 04 31 24 29

856 HK VST 2.85 560 6.3 5.6 5.1 6.8 6.2 5.8 11 1.0 15.7 15.9 49 5.0 41 47

1588 HK Chanjet 15.18 425 143 119 na. 17.8 n.a. n.a. 2.2 2.1 224 115 na. 13.8 na. 28

Average 17.4 134 113 11.0 8.6 14 25 2.0 134 13.2 6.5 8.5 14 2.6

A-share Listed Software plays

300253CH  Shanghai Kingstar 150.04 5276 1690 1009 603 2110 1269 656 4.7 346 139 214 123 na. na. na.
300166 CH  Beijing Orient National 57.59 2,631 75.2 55.2 na. 67.6 55.6 na. 142 106 103 147 9.6 13.0 0.0 0.3
600588 CH  Yonyou 42.82 8,073 63.7 50.4 458 56.1 3.1 386 126 102 17.6 17.6 6.9 8.7 na. 0.6
300271 CH  Beijing Thunisoft 57.34 1,401 53.4 403 312 50.3 37.6 29.7 89 7.6 132 144 10.1 na. 03 na.
600410CH  Beijing Teamsun 31.59 3,261 1637 518 328 95.0 40.9 19.6 8.7 8.6 18 5.0 0.9 24 na. 2.2
600718 CH  Neusoft 26.11 5,159 710 56.5 49,0 87.8 64.2 443 59 6.2 79 8.6 39 45 na. 0.5
000977 CH  Inspur Electronic Informat 59.60 4,603 66.4 441 323 734 54.8 na. 122 116 12.7 19.5 12 8.1 na. 0.4
300290 CH  Bringspring Science 35.55 778 90.5 593 411 na. na. na. 125 8.6 14.6 98 9.9 6.9 0.2 0.2
002083CH  Ygsoft 30.49 2,266 393 29.1 235 0.1 29.1 231 79 7.2 236 184 18.6 187 na. 0.4
Average 88.0 54.2 39,5 85.4 56.5 36.8 14.0 117 129 144 8.8 8.9 0.2 0.7

Overseas Listed Software plays

SAP GY SAP 66.57 89,322 186 174 16.2 135 129 120 41 38 221 20.6 10.0 11.0 na. 17
CRMUS Salesforce.Com 67.69 44,039 9.1 744 554 352 287 238 111 104  -134 11.5 -2.6 45 0.0 0.0
IBMUS IBM 162.88 160,995 10.2 9.8 8.9 83 8.2 16 136 8.4 791 1020 9.9 12,6 26 29
ORCLUS  Oracle 44.41 193,942 155 147 136 9.2 9.0 9.2 40 3.9 24.7 283 117 15.6 11 11
Average 35.6 29.1 235 16.6 147 131 8.2 6.6 28.1 40.6 12 109 12 14
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Disclaimer

This research report is not directed at, or intended for distribution to or used 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 China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
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