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Solid growth in FY05, reiterates BUY

» 23% EPS growth in FY05: We visited a couple of Kingdee’s top

sales agents in Guangdong last month and revisited Kingdee last
week. Our key takeaway was that revenue growth for FYQ5 is
in-line with our expectation of Rmb528mn, or 20% yoy growth.
While R&D and ad expenses were held tightly controlled, we
maintain our fully diluted EPS for FY05 at HK$0.142, 23% yoy
growth. We also maintain our projection of 21% top-line growth
and 38% EPS growth for FYO06.

Leveraging on sales agents to enhance profitability: As of
Nov 2005, Kingdee had engaged a total of over 1000 sales
agents, contributing to about 24% of the total revenue. From
talking to the sales agents, we feel that they are happy with the
current relationship as well as their profitability. Since channels
sales incur very limited cost to Kingdee, we believe Kingdee will
continue to leverage this “win-win” channel strategy in order to
enhance its profitability. It plans to increase the share from
channel sales to 40% by 2010.

Mobile HR Solution, the next rising star: Kingdee released
Mobile HR Solution last week, a mobile platform to Kingdee’s
management software. We believe this new product will largely
alter the business patterns among its existing users by reducing
operating costs as well as to enhance users’ competitive edges.
Kingdee will team up with China Mobile (Shenzhen) for providing
this service. Users will pay a monthly fee to China Mobile
whereas Kingdee will share a certain portion of the revenue with
CM. We expect this new business model will become a stable
revenue stream to Kingdee and one of the growth drivers in the
future.

Target price HK$2.85, reiterates BUY: Since we initiated our
coverage on 9th Sept, 2005, the counter has rocketed by 47%.
We believe the counter is still undervalued and reiterate our BUY
rating for a target price of HK$2.85. Our target price represents
13.6x FY06 PER.
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Earnings summary

Price performance

HK$

Year-end 31 Dec 2003A  2004A 2005F 2006F 2007F
Revenue (Rmb mn) 366 446 534 644 788
Growth (%) 24 22 20 21 22
Net Profit (Rmb mn) 59 55 71 97 126
EPS* (Rmb cent) 12.5 11.5 14.2 19.6 254
Growth (%) 44 (8) 23 38 29
P/E @ HK$2.30 18.4 19.9 16.2 11.7 9.1
DPS (Rmb cent) 11 4.2 4.7 6.4 8.2
Dividend yeild (%) 0.5 1.8 2.0 2.8 3.6
ROE (%) 22.6 17.5 194 22.9 23.9

180 W\“
1.60 A

B

w

|

*: Fully diluted EPS
Source: Kingdee Int., FSSL

Source: Bloomberg
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Summary of Finanicals

Profit and Loss Statements

Ratio Analysis

RMB mn, year-end Dec

FYO3A  FYO4A  FYOSF  FYO6F  FYOT7F FYO3A FYO4A  FYOSF  FYO6F  FYO7F
Revenue 366 446 534 644 788 Margins
Gross profit 307 361 431 518 631 Gross Margin (%) 84% 81% 81% 80%  80%
Other income 50 56 67 81 99 EBITDA margin (%) 20% 15% 16% 1%  18%
SG&A (286) (355) (409) (486) (587) Net margin (%) 16% 12% 13% 15%  16%
Other expenses (2) (1) (1) (1) (2)
Operating profit 69 61 88 111 141 Operating Performance
Finance costs ) ) 0 2 2 SG&A [ revenue (%) 78% 80% 7% 75%  75%
Associates 1) (2) 1) 1) (0) Effective tax rate (%) 15% 6% 10% 10% 10%
Special costs - (8) (2) (2) Dividend payout (%) 16% 9% 27% 22%  23%
Earning before tax 68 60 80 110 141 Inventory turnover n.a. 1.6 1.0 0.7 0.4
Tax paid (10) ©)] (8) (11) (14) Payable days 19.2 25.2 24.7 24.7 24.7
Minority Interest 1 (1) (1) (1) (1) Receivable days 718 85.1 88.8 88.8 88.8
Net profit 59 55 71 97 126
Depreciation 13 12 13 13 13 Financial
EBITDA 72 67 83 110 139 Net debt(cash) to equity -0.55 -0.61 -0.64 070 -0.75

Revenues / total assets 0.98 0.95 1.02 1.05 1.04

Growth Total assets / equity 1.42 1.50 144 1.45 144
Revenue (%) 24% 22% 20% 21% 22% Interest coverage 2,890 -10,232 252 68 68
EBITDA (%) 35% -6% 23% 33% 26%
EPS (%) 44% -8% 23% 38% 29%
Balance Sheet Cash Flow Statement
RMB mn, year-end Dec RMB mn, year-end Dec

FYO3A FYO4A  FYOSF  FYO6F  FYOT7F FYO3A  FYO4A  FYO5F  FYO6F FYO7F
Cash 164 215 234 297 397 Cash from Operations 112 123 130 166 195
Trade receivable 79 105 132 159 194 Finance costs (0) ) 1) 0 0
Inventories 3 4 4 5 6 Tax Paid (6) (5) (8) (11) (14)
Other current assets - - - - - Operating CF 106 117 121 155 180
Current assets 246 324 369 461 598
Fixed assets 44 45 47 48 50 CAPEX (15) (16) (24) (34) (15)
Intangible assets 74 79 83 86 92 Other Investing Activities (42) (52) (36) (36) (36)
L-T investments 8 23 22 21 21 Investing activities CF (57) (69) (60) (711 (51)
Total assets 372 471 522 616 761
Short-term liabilities 44 52 62 75 92 Change in Debt (8) 4 (24) 0 0
Trade payables 3 6 7 9 11 Change in Equity 1 3 0 0 0
S-T bank loan 20 24 0 0 0 Dividends 9) (5) (19) (21) (29)
Others current liab. 44 74 88 106 130 Other Financing Activities - - - - -
Total current liab. 111 156 157 190 233 Financing activities CF (16) 2 (43) (21) (29)
L-T bank loan - - - -
Others - - - Chang in cash 33 51 19 63 100
Total liabilities 111 156 157 190 233
Minority interest 0 2 1 1 1 Cash at the beginning 131 164 215 234 297
Shareholders' eqt. 261 314 363 425 526 Cash at the end 164 215 234 297 397
Book value per share 0.59 0.71 0.81 0.93 114
Working capital 226 300 369 461 598
Source: Kingdee Int., FSSL
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This publication is prepared by First Shanghai Securities Limited (“FSSL”) and is intended for private circulation only. Any unauthorized use or
disclosure is prohibited. This report is solely for information purposes only and does not constitute an offer, solicitation, representation or
warranty with respect to the purchase or sale of any security. It has no regard to the specific investment objectives, financial situation or
particular needs of any specific recipient. Neither this report nor anything contained in it shall form the basis of or relied upon in connection with
any contract or commitment whatsoever. While reasonable care has been taken to ensure that the information contained herein is not untrue or
misleading at the time of publication, FSSL makes no representation as to its accuracy or completeness. Opinions expressed herein are subject
to change without notice and may differ or be contrary to opinions expressed by other subsidiaries or affiliates of FSSL as a result of using
different assumptions and criteria. Neither FSSL nor any officer or employee of FSSL accepts any liability whatsoever for any direct or
consequential loss arising from any use of this publication or its contents. FSSL and/or its affiliates may from time to time, perform investment,
advisory or other services for companies mentioned herein.
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