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Growing along with IT application innovation wave

» 2H22 results a miss
» Making progress on new businesses

» Appealing valuation

2H22 results miss on top-line and margins. Revenue slid 1% YoY fo
RMB10.0b in 2H22, versus 20% YoY growth in TH22. The result was
14% below Bloomberg consensus. New business revenue grew
7% YoY to RMB3.4b, a sharp deceleration from 51% in 1H22. Blended
GPM contracted 4.7ppt YoY/3.5ppt QoQ to 21.2%, dragged by
Covid and fluctuating demand from major customers that led to
higher one-time costs. In a tough environment, Chinasoft
executed well on cost control that saw its opex-to-sales ratio inch
down 2ppt YoY to 19%. Operating profit fell 58% YoY to RMB206m
as OPM narrowed 2.9ppt YoY to 2.1%. Net profit plunged 70% YoY
to RMB189m, missing consensus for RMB701m in the wake of
revenue and GPM disappointments. For 2022, revenue grew
9% YoY to RMB20.0b as net profit fell 33% to RMB759m.

Riding on IT application innovation. Chinasoft has various project
pipelines well positioned to capture the IT application innovation
wave (“Xinchuang”). Leveraging the innovation capabilities of
the OpenHarmony platform, the company has made progress
developing a new universal loT operating system that could be
adopted by various industries. In the case of the cloud business,
the company confinues to extend its product matrix to cover a full
range of digital transformation scenarios, from public cloud
distribution to hybrid cloud solutions. Progress in the automotive
industry, one of the company'’s strategic focuses, is well explained
by its numerous benchmark projects at mainstream automakers
such as FAW Group, Lotus, Jike, and Zhonggi Chuangzhi.

Maintain Outperform. We cut our 2023/2024F earnings forecast
16%/15% to reflect a 7%/7% revenue cut and lower gross margins.
We cut our target price from HK$8.23 to HK$7.10, based on an
unchanged 14x 2023F P/E. The stock is currently frading at 10x 2023
P/E or 8x 2024F P/E, a level we consider appealing against 40% EPS
growth in 2022-2025F.
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Current price: Target:

HK$5.11 > Hks$7.10

(mid-day close on 30 Mar 2023) (down from HK$8.23)

Trading data

52-week range
Market capitalization (m)

HK$8.44-4.72
HK$15,410/US$1,981

Shares outstanding (m) 3.016
Free float (%) 87
3M average daily T/O (m share) 12.6
3M average daily T/O (US$ m) 11.9
Expected 12-month return (%) 39.0

Source: Datastream Refinitive, CCBIS estimates
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Forecast and valuation

Year to 31 Dec 2021 2022 2023F 2024F 2025F
Revenue (RMB m) 18,398 20,005 25,507 30,608 35,199
YoY (%) 30.5 8.7 27.5 20.0 15.0
Net profit (RMB m) 1,137 759 1.317 1,666 2,035
YoY (%) 19.1 N/A 73.5 26.4 22.2
Fully diluted EPS (RMB) 0.38 0.25 0.44 0.55 0.67
YoY (%) 12.5 (34.4) 73.5 26.4 22.2
P/E (x) 11.1 17.6 10.1 7.7 6.4
DPS (HK$) 0.03 0.03 0.04 0.05 0.06
Dividend yield (%) 0.6 0.6 0.8 1.0 1.2
P/B (x) 1.1 1.1 1.0 0.9 0.8
ROAE (%) 11.2 6.4 10.4 11.8 12.8

Net debt/equity (%)  Net cash Net cash Net cash Net cash Net cash
Source: Datastream Refinitive, CCBIS estimates

Stock performance

Performance over ™ 3M 12M
Absolute (9) (25) (24)
Relative (%) to HSCEI 0 (27) (15)

Source: Datastream Refinitive
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Chinasoft - 2H22/2022 results at a glance

YoY YoY YoY
RMB m 1H21 2H21 1H22 (%/pp) 2H22 (%/pp) 2021 2022 (%/pp)
Total revenve 8,341 10,057 10,025 20 (1) 8,341 18,398 20,005 9
Gross profit 2,294 2,610 2,482 8 (19) 2,294 4,904 4,600 (6)
GPM (%) 27.5 26.0 24.8 (2.7) (4.7) 27.5 26.7 23.0 (3.7)
Opex-to-sale 22.0 21.0 19.5 (2.5) (1.9) 22.0 21.5 19.3 (2.1)
Operating profit 461 495 525 14 (58) 461 956 731 (24)
OPM (%) 5.5 49 52 (0.3) (2.9) 55 52 3.7 (1.5)
PBT 576 676 610 6 (68) 576 1,252 830 (34)
Net profit 518 619 571 10 (70) 518 1137 759 (33)
NPM (%) 6.2 6.2 5.7 (0.5) (4.3) 6.2 6.2 3.8 (2.4)
Source: Company, CCBIS
Chinasoft - CCBIS earnings forecast revisions

New forecast Previous forecast Change (%)

P/L (RMB m) 2023F 2024F 2025F 2023F 2024F 2025F 2023F 2024F 2025F
Revenue 25,507 30,608 35,199 27,376 32,852 N/A (6.8) (6.8) N/A
Gross profit 6,122 7,499 8,800 6,981 8,541 N/A (12.3) (12.2) N/A
Opex (4,974) (5.969) (6.864) (5.544) (6,652) N/A (10.3) (10.3) N/A
Operating profit 1,148 1,530 1,936 1,437 1,889 N/A (20.1) (19.0) N/A
Net profit 1,317 1,666 2,035 1,564 1,948 N/A (15.7) (14.5) N/A
%o
Gross margin 24.0 24.5 25.0 255 26.0 N/A (1.5) (1.5) N/A
OPEX to sales (19.5) (19.5) (19.5) (20.3) (20.3) N/A 0.7 0.8 N/A
OPM 4.5 5.0 5.5 55%) 57 N/A (0.8) (0.7) N/A
Net margin 52 5.4 58 57 59 N/A (0.5) (0.5) N/A

Source: CCBIS estimates
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Chinasoft - revenue contribution from Huawei
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Chinasoft Intl. - income statement forecast

RMB m FY21 FY22 FY23F FY24F FY25F 1H22 2H22 T1H23F 2H23F
Revenue breakdown

Traditional business 13,092 13,387 15,507 17,608 19,199 6,815 6,572 8,030 7,476
New business 5,306 6,618 10,000 13,000 16,000 3.210 3.408 4,000 6,000
Total revenue 18,398 20,005 25,507 30,608 35,199 10,025 9,980 12,030 13,476
YoY (%) 30 9 28 20 15 20 (1) 20 35
Cost of revenues (13,494) (15,405) (19,385) (23,109) (26.3%99) (7,544) (7.861) (9,203) (10,182)
Gross profit 4,904 4,600 6,122 7,499 8,800 2,482 2,118 2,827 3,294
GPM (%) 26.7 23.0 24.0 24.5 25.0 24.8 21.2 23.5 24.4
S&M (943) (949) (1,275) (1,530) (1,760) (511) (438) (602) (674)
G&A (1,756) (1,683) (2,168) (2,602) (2,992) (1,445) (237) (1,023) (1,145)
R&D (1,249) (1,238) (1,530) (1,836) (2,112) 0 (1,238) (722) (809)
Total operating expenses (3,948) (3.870) (4,974) (5,969) (6,864) (1,957) (1,913) (2,346) (2,628)
Operating profit 956 731 1,148 1,530 1,936 525 206 481 667
OPM (%) 5.2 3.7 4.5 5.0 5.5 5.2 2.1 4.0 4.9
Other income, gains and losses 571 382 450 450 450 210 173 200 250
Allowance for doubtful debts (112) (89) 0 0 0 0 (89) 0 0
Other expenses (48) (55) (50) (50) (50 (27) (28) (25) (25)
Finance costs (100) (113) (100) (100) (100 (52) (61) (50) (50)
Share of results of associates (10) (23) 0 0 0 0 (23) 0 0
Profit before tax 1,252 830 1,448 1,830 2,236 610 219 606 842
Taxation (115) (71) (130) (165) (201 (40) (31) (55) (76)
Effective tax rate (%) (9.2) (8.6) (9.0) (9.0 (2.0 (6.5) (14.3) (92.0) (9.0)
Net income 1,137 759 1.317 1,666 2,035 571 188 552 766
- Minority interests 0 (1) 0 0 0 0 (1 0 0
Net income attributable to common 1,137 759 1,317 1,666 2,035 571 189 552 766
shareholders

YoY (%) 19 (33) 73 26 22 10 (70) (3) 306
NPM (%) 6.2 3.8 5.2 5.4 5.8 5.7 1.9 4.6 5.7
Diluted EPS (RMB) 0.38 0.25 0.44 0.55 0.67 0.19 0.06 0.18 0.25
Diluted EPS (HK$) 0.46 0.29 0.51 0.66 0.80 0.23 0.07 0.21 0.30
Diluted share volumes (m) 2,961 3,016 3,016 3,016 3,016 3,056 3.016 3.016 3.016
Key ratios (%)

EPS growth 19 (37) 74 30 22 6 (72) (7) 327
GPM 26.7 23.0 24.0 24.5 25.0 24.8 21.2 23.5 24.4
OPM 5.2 3.7 4.5 5.0 5.5 5.2 2.1 4.0 4.9
NPM 6.2 3.8 5.2 5.4 5.8 5.7 1.9 4.6 5.7
ROAE 11.2 6.4 10.4 11.8 12.8 N/A N/A N/A N/A
Net debt/equity Net cash Net cash Netcash Netcash Net cash N/A N/A N/A N/A

Source: Company, CCBIS estimates
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Profit and loss

Balance sheet

FYE 31 Dec (RMB m) 2021 2022 2023F  2024F  2025F FYE 31 Dec (RMB m) 2021 2022  2023F  2024F  2025F
- Cash & equivalents 5,556 5,005 5,095 5,225 5,867
TPG business 16,622 17,930 22,861 27,434 31,549 Pledge dep., resfricted cash 16 45 45 45 45
IIG business 1,776 2,075 2,645 3,174 3,651 Receivables 7,784 8313 10,870 13,013 14,941
Revenue 18398 20005 25507 30,608 35199 Inventory 163 99 99 99 4
Ofther current assets - 138 138 138 138
COGS (13,494) (15,405) (19.385) (23,109) (26,399) Total current assets 13,520 13,601 16,248 18,521 21,090
Gross profit 4,904 4,600 6,122 7.499 8,800 Property, plant & equipment 1,220 1,119 1,084 1,038 982
Operating expenses @o0) &0l (4774 (696) 864 GUOUREEC e 1o 196 s 1s6h 1964
EBIT 956 731 1,148 1,530 1,936 Total non-current assets 3,383 3,364 3,322 3,263 3,189
Net financial income (exp) “001 (] ]3) (]OO) (]OO) (]OO) Total assets ) 16,903 16,965 19,570 21,784 24,279
Short-term borrowings 917 766 766 766 766
Other 396 212 400 400 400 Trade & bills payable 2252 2049 3416 4076 4,662
Profit before tax 1,252 830 1,448 1,830 2,236 Other current liabilities 817 739 739 739 739
Total current liabilities 3,986 3,553 4,920 5,581 6,167
Tax (115) (71) (130) (165) (201) Long-term borowings 1,021 1,162 1,162 1,162 1,162
Total profit 1137 759 1,317 1,666 2,035 Other non-current liabilities 269 114 114 114 114
Net profit atfributable to 1,137 759 1,317 1,666 2,035 Total non-current liabilities 1,290 1,277 1,277 1,277 1,277
shareholders Total liabilities 5276 4,830 6,197 6,858 7,444
Share capital 6,432 6,151 6,151 6,151 6,151
Reported EPS (HK$) 046 02 051 046 080 Reserves and retained profits 5172 5959 7,197 8751 10,660
Diluted EPS (RMB) 0.38 0.25 0.44 0.55 0.67 Shareholders' equity 11,604 12,110 13,348 14,901 16,811
Dividend (RMB)(m) 70 80 112 125 153 Minority inferest 23 25 25 25 24
Total equity 11,627 12135 13,373 14926 16,835
Dividend per share (RMB) 0.02 0.03 0.04 0.04 005 Total equity and liabilities 16,903 16,965 19,570 21,784 24,279
Cash flow Ratios
FYE 31 Dec (RMB m) 2021 2022F  2023F  2024F  2025F FYE 31 Dec 2021 2022  2023F  2024F  2025F
Profit before tax 1,252 830 1,448 1,830 2,236 Growth (%)
Amortization & depreciation 221 237 253 268 284 Revenue 30.5 8.7 27.5 20.0 15.0
Net financial charge ad. 100 113 100 100 100 EBITDA (11.3) (17.8) 447 28.4 23.4
Non-cash items adjusted 95 - - - - EBIT (17.4) (23.6) 57.1 33.3 26.5
Change in working capital (887) (800) (1,191) (1.482) (1,342) Net profit 191 (33.2) 735 26.4 222
Tax paid (20) (71) (130) (165) (201)
Other - (467) - - - Profitability (%)
Operating cash flow 761 (158) 479 552 1,076 Gross margin 26.7 23.0 24.0 24.5 25.0
Capex (438) (160) (160) (160) (160) EBITDA margin 6.4 48 5.5 59 6.3
Investment (160) - - - - EBIT margin 5.2 3.7 4.5 5.0 5.5
Interest received 40 - - - - Net margin 6.2 3.8 52 54 58
Other 29 (50) (50) (50) (50) Tax rate 9.2 8.6 9.0 9.0 9.0
Investment cash flow (530) (210) (210) (210) (210)
Change in borrowings 173 - - - - Efficiency (days)
Equity issues 1,629 - - - - Inventory turnover 3 3 2 2 1
Interest paid (70) (113) (100) (100) (100) Trade receivables 104 m 100 101 103
Dividend paid (70) (70) (80) (112) (125) Trade payables 55 51 51 59 40
Other (22¢) - - - -
Financing cash flow 1,435 (183) (180) (212) (225) Returns & leverage (%)
Change in cash flow 1,666 (551) 90 130 641 ROAA 7.6 4.5 7.2 8.1 8.8
ROAE 11.2 6.4 10.4 11.8 12.8
Cash & equivalents, begin 3,787 5,556 5,005 5,095 5,225 Net debt (cash)/equity (31.1) (25.4) (23.7) (22.1) (23.4)
Forex (40) - - - -
Cash & equivalents, end 5413 5,005 5,095 5,225 5,867 Liquidity (x)
Current ratio 3.4 3.8 3.3 3.3 3.4
Free cash flow 323 (318) 319 392 916 Quick ratfio 3.4 3.8 3.3 3.3 34

Source: Company, CCBIS estimates

CCBI SECURITIES 5



o‘EeEElpﬁ

CCB International

Chinasoft Intl. (354 HK) | 30 March 2023

Rating definitions:

Outperform (O) - expected return > 10% over the next twelve months
Neutral (N) - expected return between -10% and 10% over the next twelve months
Underperform (U) - expected return < -10% over the next twelve months

Analyst certification:

The author(s) of this document, hereby declare that: (i) all of the views expressed in this document accurately reflect his/her personal
views about any and all of the subject securities or issuers and were prepared in an independent manner; (i) no part of any of his/her
compensation was, is, or will be directly orindirectly related to the specific recommendations or views expressed in this document; and
(iii) he/she receives no insider information/non-public price-sensitive information in relation to the subject securities or issuers which may
influence the recommendations made by him. The author(s) of this document further confirm that (i) neither he/she nor his/her
respective associate(s) (as defined in the Code of Conduct for Persons Licensed by or Registered with the Securities and Futures
Commissionissued by the Hong Kong Securities and Futures Commission) has dealtin/traded or will deal in /trade the securities covered
in this document in a manner contrary to his/her outstanding recommendation, or neither he/she nor his/her respective associate(s)
has dealt in or fraded in the securities covered in this document within 30 calendar days prior to the date of issue of this document or
will so deal in or frade such securities within 3 business days after the date of issue of this document; (i) neither he/she nor his/her
respective associate(s) serves as an officer of any of the companies covered in this document; and (iii) neither he/she nor his/her
respective associate(s) has any financial interests in the securities covered in this document.

Disclaimers:

This document is prepared by CCB International Securities Limited. CCB International Securities Limited is a wholly-owned subsidiary of
CCB Infernational (Holdings) Limited (“CCBIH") and China Consfruction Bank Corporation (“CCB"). Information herein has been
obtained from sources believed to be reliable but CCB International Securities Limited, its affiliates and/or subsidiaries (collectively
"CCBIS") do not guarantee, represent and warrant (either express orimplied) its completeness or accuracy or appropriateness for any
purpose or any person whatsoever. Opinions and estimates constitfute our judgment as of the date of this document and are subject
to change without notice. CCBIS seeks to update its research as appropriate, but various regulations may prevent it from doing so.
Besides certain industry reports published on a periodic basis, the large majority of reports are published at irregular intervals as
appropriate according to the analyst's judgment. Forecasts, projections and valuations are inherently speculative in nature and may
be based on a number of contingencies. Readers should not regard the inclusion of any forecasts, projections and valuations in this
document as a representation or warranty by or on behalf of CCBIS that these forecasts, projections or valuations or their underlying
assumptions will be achieved. Investment involves risk and past performance is not indicative of future results. Information in this
document is not intended to constitute or be construed as legal, financial, accounting, business, investment, tax or any professional
advice for any prospective investors and should not be relied upon in that regard. This document is for informational purposes only and
should not be treated as an offer or solicitation for the purchase or sale of any products, investments, securities, frading strategies or
financial instruments of any kind in any jurisdiction. CCBIS makes no representations on the availability of the securities covered in this
document (or related investment) to the recipients. The securities described herein may not be eligible for sale in all jurisdictions or to
certain categories of investors. Neither CCBIS nor any other persons accept any liability whatsoever for any loss or damages (whether
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential) arising from any use of this document or its
contents or otherwise arising in connection therewith. Securities, financial instruments or strategies mentioned herein may not be
suitable for all investors. The opinions and recommendations herein do not take into account prospective investors’ financial
circumstances, investment objectives, or particular needs and are not intfended as recommendations of particular securities, financial
instfruments or strategies to any prospective investors. The recipients of this document should consider this document as only a single
factor in marking their investment decision and shall be solely responsible for making their own independent investigation of the
business, financial condition and prospects of companies referred to in this document. Readers are cautioned that (i) the price and
value of securities referred to in this document and the income derived from them may fluctuate; (i) past performance is not a guide
o future performance; (iii) any analysis, ratings and recommendations made in this document are intended for long-term (at least for
12 months) and is not linked fo a near-term assessment of the likely performance of the securitfies or companies in question. In any
event, future actual results may differ materially from those set forth in any forward-looking statements herein; (iv) future returns are not
guaranteed, and a loss of original capital may occur; and (v) fluctuations in exchange rates may adversely affect the value, price or
income of any security or related instrument referred to in this document. It should be noted that this document covers only those
securitfies or companies as specified herein and does not extend to any derivative instruments thereof, the value of which may be
affected by many factors and may not correspond with the value of the underlying securities. Trading in these instruments is considered
risky and are not suitable for all investors. While all reasonable care has been taken to ensure that the facts stated herein are accurate
and that the forward-looking statements, opinions and expectations contained herein are based on fair and reasonable assumptions,
CCBIS has not been able to verify independently such facts or assumptions and CCBIS shall not be liable for the accuracy,
completeness or correctness thereof and no representation or warranty is made, express or implied, in this regard. All pricing referred
to in this document is as of the close of local market for the securities discussed, unless otherwise stated and for information purposes
only. There is no representation that any fransaction can or could have been effected at those prices, and any prices do not necessarily
reflect CCBIS’ internal books and records or theoretical model-based valuations and may be based on certain assumptions. Different
assumptions could result in substantially different results. Any statements which may be contained herein attributed to a third- party
represent CCBIS' interpretation of the data, information and/or opinions provided by that third party either publicly or through a
subscription service, and such use and interpretation have not been reviewed or endorsed by the third party. Reproduction and
distribution of these third party contents in any form is prohibited except with the prior written consent of such third party. The recipients
must make their own assessments of the relevance, accuracy and adequacy of the information contained in this document and make
such independent investigation as they may consider necessary or appropriate for such purpose. Recipients should seek independent
legal, financial, accounting, business, investment and/or tax advice if they have any doubt about the contents of this document and
satisfy themselves prior to making any investment decision that such investment is in line with their own investment objectives and
horizons. Use of hyperlinks to other internet sites or resources (if any) as referred to in this document is at users’ own risk. They are provided
solely for the purpose of convenience and information and the content of these internet sites or resources does not in any way form
part of this document. The contents, accuracy, opinion expressed, and other links provided at these sites are not investigated, verified,
monitored, or endorsed by CCBIS. CCBIS expressly disclaims any responsibility for and does not guarantee, represent and warrant
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(either express orimplied) the completeness, accuracy, appropriateness, availability or security of information found on these websites.
Users of these websites are solely responsible for making all enquiries, investigation and risk assessment before proceeding with any
online or offline access or fransaction with any of these third parties. All activities conducted by users via or at these websites are at
their own risk. CCBIS does not guarantee the security of any information users may forward or be requested to provide to any third
parties via these websites. Users are deemed to have irrevocably waived any claims against CCBIS for any loss or damage suffered as
a result of any access to or interaction with any of these websites. Upon request CCBIS may provide specialized research products or
services to certain customers focusing on the prospects for specific securities as compared with other covered securities over varying
fime horizons or under differing market conditions. While the views expressed in these situations may not always be directionally
consistent with the long-term views expressed in the analyst's published research, CCBIS has procedures in place to prevent selective
disclosure and will update the relevant readers when our views has changed. CCBIS also has procedures in place to identify and
manage potential conflicts of interest that may arise in connection with its research business and services. Chinese Wall procedures
are also in place to ensure that any confidential and/or price sensitive information is properly handled. CCBIS will use its best endeavors
to comply with the relevant laws and regulations in this respect. Nevertheless, the recipients should be aware that CCB, CCBIS, their
affiliates and/or their officers, directors and employees may do business with the issuer(s) of the securities covered in this document,
including investment banking business or direct investment business or may hold interest in (and/or later add or dispose) such securities
(orin any related investment) for themselves and/or on behalf of their clients from fime to fime. As a result, investors should be aware
that CCBIS may have a conflict of interest that could affect the objectivity of this document and CCBIS will not assume any responsibility
in respect thereof. Further, the information contained herein may differ or be confrary to opinions expressed by other associates of
CCBIS or other members of the CCB or CCBIH group of companies. Where this document refers to any products, investments, securities,
financial instruments or industry sectors, this is for the information of the institutional and professional customers of CCBIS only and this
document should not be distributed to retail customers. This document is not directed at you if CCBIS is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to you. You should safisfy yourself before reading it that CCBIS is
permitted to provide research material concerning investments to you and that you are permitted and entitled to receive and read
the document under relevant legislation and regulations. In particular, this document is only distributed to certain US Persons to whom
CCBIS is permitted to distribute according to US securities laws, but cannot otherwise be distributed or transmitted, whether directly or
indirectly, into the US or to any other US person. Any US person (as defined under the Exchange Act or the U.S. Internal Revenue Code
of 1986, as amended) who is a recipient of this material wishing to effect any transaction to buy or sell securities or related financial
instruments based on the information provided herein should direct such transaction exclusively to and such transaction shall be
effected only through CCB International Overseas (USA), Inc. This document also cannot be distributed or fransmitted, whether directly
orindirectly, info Japan and Canada and not to the general public in the People’s Republic of China (for the purpose of this document,
excluding Hong Kong, Macau and Taiwan) unless under applicable laws. Any unauthorized reproduction or redistribution by any means
fo any persons, in whole or in part of this document is strictly prohibited and CCBIS accepfts no liability whatsoever for the actions of
third parties in distributing this research report. If this document has been distributed by electronic fransmission, such as e-mail, then
such fransmission cannot be guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed,
arrive late orincomplete, or contain viruses. CCBIS therefore does not accept liability for any errors or omissions in the contents of this
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be governed by and construed in accordance with the laws of Hong Kong.
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to provide such information/research reports. Singapore recipients should contact CCBISG at +65-68071880 for matters arising from, or
in connection with the information distributed.
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