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TMT - Software  March  21. 2019 

Chinasoft International  | 354 HK 
Solid growth achieved  

�X In-line 2018 result s 

�X Huawei still a major business driver  

�X Attractive valuation, maintain O utperform rating  

 
In-line 2018 result s. Chinasoft announced FY18 revenue of 
RMB10.6b, up  15% YoY and in  line with expectations . The 
company’s new businesses, which include its JointForce platform, 
cloud and big data  operations , saw revenue increase 60%  YoY to 
reach RMB1.6b and account  for 15% of total revenue , up from 11% 
in FY17. Since the new business es have a  higher gross margin than  
the  traditional outsourcing business, blended gross margin for FY18 
improved from  29.8% in FY17 to 30.7%. Net profit for FY18 was 
RMB716m, up 27% YoY and  in line with Bloomberg consensus . 

Huawei – the  key  to growth . Business from its largest customer , 
Huawei , remained  healthy in FY18 as  revenue increased 15%  YoY 
to reach RMB5.6b, accounting for 53% of Chinasoft’s total revenue 
in FY18, on par with FY17 . Even though the US-Huawei dispute is 
unresolved , we are optimistic of  the outcome, especially if a US -
China deal can be s igned  in the coming months. Even in the worst-
case scenario  whereby Huawei is barred from the 5G market in the 
US, since 5G -related work accounts for a small fragment of 
Chinasoft ’s service s to Huawei  (low single -digit revenue 
contribution to Chinasoft)  and because Huawei will continue to 
invest heavily in  R&D and will still need to  outsource part of the work 
to Chinasoft, we continue to forecast healthy  8%/8% YoY revenue 
growth from Huawei  in FY19F/FY20F. 

Valuation remains attractive , maintain Outperform . Due to 
uncertainty related to the macro -economy and slower -than -
expected business progress towards supplyin g Jointforce service s 
to  the government, we trim our FY19F /20 F earnings forecast  by 
4.0%/3.6%. As a result, we cut our target price from HK$6.95 to 
HK$6.70, still basing it  on 20x FY19F P/E. Coming out  of a trough 
following the opening salvos of the US -Huawei dispute , Chinasoft is 
now trading at 14x/12x FY19 F/20F P/E, which remains attractive in 
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Chinasoft – revenue mix ( RMB m)  Chinasoft – net inc ome  (RMB m) & margin ratios  (2015-20F) 

 

 

 
Source: Company data, CCBIS  estimates   Source: Company data, CCBIS  estimates  

Chinasoft – top -10 customer s by revenue contribution (%)  Chinasoft  – revenue from Huawei  (2013-2020F) 

 

 

 
Source: Company data, CCBIS   Source: Company data, CCBI S estimates  

Chinasoft – price perf ormance  vs. HSCEI  Chinasoft – 5-year P/E bands  

 

 

 
Source: Bloomberg , CCBIS  Source: Bloomberg, CCBIS  
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Chinasoft International – earnings revisions  

 New forecast  Previous forecast  % change  

Profit and loss  2019F 2020F 2019F 2020F 2019F 2020F 
RMB m       
Revenue  12,032 13,688 12,224 13,936 -1.6 -1.8 

Gross profit  3,730 4,243 3,728 4,251 0.0 -0.2 

Opex  -2,635 -2,998 -2,591 -2,941 1.7 1.9 

Operating profit  1,095 1,246 1,137 1,310 -3.7 -4.9 

Net profit  826 959 860 995 -4.0 -3.6 

       

%       

Gross margin  31.0 31.0 30.5 30.5 - - 

OPEX to sales -21.9 -21.9 -21.2 -21.1 - - 

OPM 9.1 9.1 9.3 9.4 - - 

Net margin  6.9 7.0 7.0 7.1 - - 

Source: CCBIS estimates  

Software sector peer comparisons   

Year ended 31 Dec  
Stock  
code  

CCBIS 
rating # 

Share price * 
(LC) 

Market cap  
(US$ m)  

P/E (x) EPS growth (%) 
FY18F FY19F FY20F FY18F FY19F FY20F 

HK listed           
TravelSky 696 HK  Not Rated  22.10  8,238  23  20  18  8  14  12  
Kingsoft Corp  3888 HK  Outperform  17.90  3,130  117  27  21  -88 326  29  
Chinasoft International  354 HK  Outperform  4.95  1,768  16  14  12  19  15  16  
Kingdee  268 HK  Neutral  9.17  3,858  57  46  37  27  26  23  
Digital China  861 HK  Not Rated  4.31  917  22  17  12  -282 29  40  
Sinosoft  1297 HK  Not Rated  2.75  428  13  10  6  4  28  68  
Chanjet  1588 HK  Not Rated  10.24  283  N/A  N/A  N/A  N/A  N/A  N/A  
Average      41  22  18  -51 73  31  
           
A-share listed            
iFlytek 002230 CH  Outperform  36.82  11,508  130  83  53  20  56  57  
Wangsu  300017 CH  Underperform  13.58  4,935  26  30  22  48  -12 36  
Aisino 600271 CH  Not Rated  28.91  8,043  35  27  23  1  26  N/A  
Hundsun  600570 CH  Not Rated  83.88  7,740  86  66  50  20  31  31  
Yonyou  600588 CH  Outperform  34.11  9,769  78  60  47  34  31  26  
Shiji info 002153 CH  Not Rated  33.48  5,335  74  61  49  15  21  23  
Neusoft Corp  600718 CH  Not Rated  14.90  2,765  49  34  29  -22 47  17  
Teamsun 600410 CH  Not Rated  8.91  1,467  N/A  N/A  N/A  N/A  N/A  N/A  
YGsolf Inc  002063 CH  Not Rated  10.76  1,365  30  N/A  N/A  80  N/A  N/A  
Average      63  51  39  25  28  32  
           
Global peers            
Microsoft  MSFT US  Not Rated  117.65  902,636  26  23  20  16  13  17  
Oracle  ORCL US  Not Rated  54.04  184,690  16  14  13  12  9  8  
IBM IBM US  Not Rated  140.49  125,017  10  10  10  1  2  3  
SAP SAP US  Not Rated  113.44  139,362  24  22  20  3  10  10  
Accenture  ACN US  Not Rated  166.20  106,103  23  21  19  8  9  9  
Salesforce  CRM US  Not Rated  163.93  126,390  59  48  38  6  25  26  
Workday Inc.  WDAY US  Not Rated  191.53  42,520  114  86  62  32  33  39  
Netsuite  N US  Not Rated  109.54  8,865  202  143  96  158  42  49  
Average      59  46  35  29  18  20  
* Price as at close on  20 Mar 2019 (local currency)  

Source: Bloomberg, CCBIS estimates  
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Chinasoft International – P&L assumptions  

RMB m FY15 FY16 FY17 FY18 FY19F FY20F 1H17 2H17 1H18 2H18 
Revenue breakdown            
TPG business 3,781 5,482 7,859 9,175 10,551 12,134 3,511 4,347 4,029 5,146 
IIG business 1,348 1,301 1,385 1,410 1,481 1,555 634 751 785 626 
Total revenue  5,129 6,783 9,244 10,585 12,032 13,688 4,145 5,099 4,814 5,771 
YoY (%) 16 32 36 15 14 14 44 31 16 13 
           
Cost of revenues  -3,606 -4,768 -6,493 -7,340 -8,302 -9,445 -3,002 -3,491 -3,424 -3,917 
Gross profit  1,523 2,016 2,750 3,245 3,730 4,243 1,143 1,608 1,390 1,855 
Gross profit margin (%)  30 30 30 31 31 31 28 32 29 32 
           
Sales and marketing expense  -179 -219 -370 -496 -578 -657 -147 -223 -233 -263 
General & administrative expense  -627 -807 -1,086 -1,091 -1,263 -1,437 -660 -427 -680 -411 
Research and development  -195 -345 -567 -739 -794 -903 0 -567 0 -739 
Total operating expense  -1,001 -1,371 -2,023 -2,326 -2,635 -2,998 -807 -1,217 -913 -1,413 
Operating profit  522 645 727 919 1,095 1,246 336 391 477 441 
Operating profit margin (%)  10 10 8 9 9 9 8 8 10 8 
           
Other income, gains and losses  29 44 96 64 65 70 34 63 19 45 
Allowance for doubtful debts  -62 -18 -26 0 0 0 -1 -24 0 0 
Other expenses  -92 -88 -82 -68 -70 -70 -42 -40 -37 -32 
Fair value gain on derivative 
financial instruments  

-1 0 0 0 0 0 0 0 0 0 

Finance costs  -93 -96 -103 -118 -120 -120 -43 -60 -59 -59 
Share of results of associates  2 17 20 12 10 10 -16 35 -15 27 
Gain on disposal of associates  112 0 0 0 0 0 0 0 0 0 
Loss arising from changes in fair 
value of contingent  
consideration payable on 
acquisition of a subsidiary  

3 20 0 0 0 0 0 0 0 0 

           
Profit before tax  420 525 633 760 960 1,116 268 365 388 372 
Taxation  -87 -115 -71 -44 -134 -156 -28 -44 -33 -12 
Effective tax rate (%)  -21 -22 -11 -6 -14 -14 -10 -12 -8 -3 
Net income  333 410 561 716 826 959 240 321 356 360 
- Minority interests  53 -32 -4 0 0 0 -5 1 -3 3 
Net income attributable to 
common shareholders  

280 442 566 716 
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Chinasoft Intl .  | 354 HK – financial summary  

Profit and l oss 

FYE 31 Dec  (RMB m)  2016 2017 2018 2019F 2020F 
TPG business 5,482 7,859 9,175 10,551 12,134 
IIG business 1,301 1,385 1,410 1,481 1,555 
Revenue  6,783 9,244 10,585 12,032 13,688 
COGS (4,768) (6,493) (7,340) (8,302) (9,445) 
Gross profit  2,016 2,7502,750
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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; and (ii) no part 
of any of his/her compensation was, is, or will be d irectly or indirectly 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 Commission  issued by the Hong Kong Securities and 
Futures Commission) has dealt in/traded or will deal in /trade the securities covered in this document in a manner contrary t o 
his/her outstanding recommendation, or neither he/she nor his/her respective associate(s)  has dealt in or traded 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 trade such  
securities within 3 business days after the date of issue of this document; (ii) 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 . 

Disclaim ers: 

This document is prepared by CCB International Securities Limited. CCB International Securities Limited is a wholly -owned subsidiary 
of CCB International (Holdings) Limited (“CCBIH”) and China Construction Bank Corporation (“CCB”). Information herein has been 
obtained from sources believed to be reliable but CCB International Securities Limited, its affiliates and/or subsidiaries (c ollectively 
“CCBIS”) do not guarantee, represent and warrant (either express or implied) its completeness or accuracy or a ppropriateness for 
any purpose or any person whatsoever. Opinions and estimates constitute 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 irre gular 
intervals as appropriate according to the analyst's judgment. Forecasts, projections and valuations are inhe rently speculative in 
nature and may be based on a number of contingencies. Readers should not regard the inclusion of any forecasts, projections a nd 
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 r esults. 
Information in this document is not intended to constitute or be construed as legal, financial, 
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third - party represent CCBIS’ interpretati on 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 independe nt 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 doub t 
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. The y are provided 
solely for the purpose of convenience and information and the content of these internet sites or resources does not in any wa y 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 (either express or implied) the completeness, accuracy, appropriateness, availability or security o f information found on 
these websites. Users of these websites are solely responsible for making all enquiries, investigation and risk assessment be fore 
proceeding with any online or offline access or transaction with any of these third parties. All activi ties 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 reques ted to 
provide to any third parties via these websites. Users are deemed to have irrevocably waiv ed 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 time 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 th e analyst's 
published research, CCBIS has procedures in place to prevent selective disclosure and will update the relevant readers when o ur 
views has changed. CCBIS also has procedures in place to identify and manage potential conflicts of interest that ma y 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 l aws and 
regulations in this respect. Nevertheless, the recipients should be aware that CCB, CCBIS, their affiliates and/or their offi cers, 
directors and employees may do business with the issuer(s) of the securities covered in this document, including inve stment banking 
business or direct investment business or may hold interest in (and/or later add or dispose) such securities (or in any relat ed 
investment) for themselves and/or on behalf of their clients from time to time. 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 i n respect 
thereof. Further, the information contained herein may differ or be contrary to opinions expressed b y other associates of CCBIS or 
other members of the CCB or CCBIH group of companies.  

This document is for the information of the institutional and professional customers of CCBIS only and should not be distribu ted 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 satisfy yourself before reading it that CCBIS is permitted to provide research 
material concerning investm ents 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 permitte d to 
distribute according to US  


