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M Dream Inworld Limited .o«
Attractive valuation with minimal downside risk

Q M Dream has acquired several new IT-related businesses over the last 2 years,
which we believe will drive its growth in the coming future

Q Apperience has set a profit target of USD10o.om for the 2 years after its acquisition
in 2013. With 50.5% interest in the company, we expect the profit generated from
Apperience will not be less than USD5.05m in FY1/14

Q The company is currently trading at a prospective P/E of 4.0x to 4.7x for FY12/14,
which is significantly lower than its peers. It is also trading at a considerable
discount to its BVPS. We believe the current valuation is attractive with limited
downside risk

Expanding its business through M&A: M Dream Inworld Limited (MDI) is mainly engaged in
four lines of business: i) online distribution of personal computer performance software,
anti-virus software, mobile phone applications and toolbar advertisement, which is operated
under Apperience; ii) provision of corporate management solutions and IT contract service,
which is operated under E-Perfect; iii) B2C online sales of diverse products, which is operated
under FunShare.com; and iv) diversified financial and I.T. platform, which is operated under Get
M dream. These businesses are all acquired between FY12/13 and FY12/14, and will see their
revenue contribution to the company from FY12/15.

Promising future of Apperience: Apperience is under a promising industry in which high growth
rate is expected in the following years (worldwide revenue for business endpoint security
solutions is expected to grow at the CAGR of 12.3% from 2014E to 2017E), driven by the increase
in demand for anti-virus software on the back of the proliferation of broadband Internet usage
and increase in interconnection between computers. As a niche player in the computer anti-virus
industry, we believe Apperience will be a beneficiary of the trend. Also, Apperience has set a
profit target of USD10.om per year in the following 2 years after its acquisition. We believe that
the company will record net profit of at least USD5.osm (approximately HKD39.2m) from
Apperience from April 2014 to April 2015. Together with the profit contribution from its other
lines of businesses, we estimate the company will record approximately HKD5o0.om to HK60.om
of net profit in FY12/14E.

A cash company with BVPS significantly higher than current stock price: As of 30 June 2014,
the company was in a net cash position of HKD67.om, with a book value per share (BVPS) of
HKDo.42, which is 189.7% higher than the current price, i.e., HKDo.145 per share as of Oct 16,
2014. Even taking the dilution effect into account (including the potential conversion of CB, and
the issue of new performance shares), the diluted BVPS was HKDo.31, which is still 113.8%
higher than the current price. Valuation wise, the company is trading at a prospective P/E of 4.0x
to 4.7x for FY12/14, which is significantly lower than its peers. We believe the current valuation is
attractive with limited downside risk.

Figure 1: Financials and valuation

FY12/11 FY12/12 FY12/13 1H FY12/14
Total revenue (HKD m) 3.6 41 92.1 80.4
Revenue growth (YoY) -4.3% 13.8% 2126.4% 185.7%
Gross profit (HKD m) 3.4 3.9 74.1 63.1
PBT growth (YoY) -56.4% 487.8% 578.9% 169.2%
Net profit (HKDm) (6.1) (26.6) (183.2) 72.3
Net profit growth (YoY) -53.4% 336.1% 679.7% -
EPS (RMB) (0.55) (2.13) (9.52) 4.39
P/E (X
P/B (X 0.3 0.3 0.3 0.3

Source: Company data
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Company Background

M Dream Inworld Limited (MDI) is mainly engaged in four lines of business: i) online distribution of personal computer
performance software, anti-virus software, mobile phone applications and toolbar advertisement, which is operated under
Apperience; ii) provision of corporate management solutions and IT contract service, which is operated under E-Perfect; iii) B2C
online sales of diverse products, which is operated under FunShare.com; and iv) diversified financial and I.T. platform, which is
operated under Get M dream. Sales of computer and mobile phone software and toolbar advertisement is the main revenue
source of the company, generating 97.5% and 96.2% of its total revenue in FY12/13 and 1H FY12/14, respectively.

Figure 2. Revenue breakdown by segments
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Online distribution of software: MDI started its online distribution of software business in FY12/13, after it acquired 50.5%
equity interest in Apperience with the maximum consideration of HKD549.0m in April during that year. Apperience is mainly
engaged in the research, development and distribution of software for personal computer performance and anti-virus software,
as well as toolbar advertisement and mobile applications, which are available for download by customers online worldwide.
Currently, it has 3 wholly-owned subsidiaries, namely Imidea Limited, IObit Limited and Bluespring Incorporated. While Imidea
Limited is mainly engaged in the online software development and retail business, the other two companies are investment
holding companies (See Figure 3).

Figure 3. Corporate structure of Apperience
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Source: Company data

Apperience’s major products include Advanced SystemCare, Smart Defrag and 10bit. Advanced SystemCare is the flagship
product created by Apperience, which is a system utility software helping users protect their personal computers from spyware
and virus, detect and solve issues regarding computer security and performance.

Please refer to important disclosures at the end of this report 2
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Figure 4. A snapshot of the operating system of Advanced SystemCare
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The latest version of Advanced SystemCare, i.e., version 6, has 1.2m accumulative paid subscribers worldwide. According to the

internal sales database of Apperience, there are over 6.8m free and paid active users (the number of users who have used the
product at least 1 time in that month) as at 31 Dec 2013, most of which are from the U.S and U.K.

Figure 5. Geographic segmentation paid subscribers of Apperience
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In FY12/13 and 1H FY12/14, total revenue of the company’s software business was approximately HKD89.8m and HKD77.3m,
and the corresponding segment profit before the impairment of goodwill was HKD55.8m and HKD42.0 respectively. It is worth
noting that the acquisition of Apperience actually comes with a profit target of USD10.om per year for the 24 months after the
acquisition, i.e., from Apr 2013 to Apr 2015. With 50.5% equity interest in Apperience, the company will be entitled to a net
profit of USD5.o5m (approximately HKD4om) each year. In case Apperience’s full year profit falls short of its target, the
performance shares (as a part of the consideration) to be issued will be reduced on a pro-rata basis.

Provision of corporate management solutions and IT contract service: In June 2014, MDI announced that it has entered into
a S&P agreement with EPRO System (a wholly-owned subsidiary of DX.com) regarding the acquisition of 100.0% equity
interest in e-Perfect IT Limited, which is mainly engaged in i) IT consulting service; ii) re-selling of hardware and software in HK;
iii) providing corporate management solutions and IT contract service, which includes Centralized Clinic Management System,
Corporate Task Management System and Corporate Human Resources Management System. The respective functions of the
systems are shown in figure 6.

The acquisition was completed in July 2014 with a total consideration of HKD48.0m, settled in 186.0m shares at the issue price
of HKDo.258 per share. As the company recorded net profit after tax of HKD2.6m in FY12/13, the consideration represents a
historical P/E of 18.3x for FY12/13.

Please refer to important disclosures at the end of this report 3
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Figure 6. Major business of e-Perfect
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Source: Company data

Figure 7. Major business of e-Perfect
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Source: Company data

Diversified financial and I.T. platform. On March 28" this year, the company has signed an MOU in relation to the proposed
acquisition of the entire issued shares of GET Mdream Wealth Management Ltd. ("GET Mdream"”). GET Mdream is a company
based in Hong Kong with limited liability and was previously a licensed corporation to operate businesses in Type 4 (advising on
securities) regulated activities under the Securities and Futures Ordinance. However, the company cancelled their Type 4
license afterwards. In addition, GET Mdream is also registered as a member of the Professional Insurance Brokers Association
to carry out long term insurance and general insurance lines of business. It is principally engaged in insurance and MPF schemes
brokerage business. The acquisition has been completed on April 2™ 2014 with the total consideration of HKD1.om.

We think the acquisition represents an opportunity for MDI to develop an online trading platform for insurance-related
investment products. It also enables the company to explore more opportunities to develop new businesses in establishing an
internet platform for financial products trading and provision of independent financial advisory services.

B2C online sales of diverse products. On April 8" 2014, MDI entered into a subscription agreement in relation to a proposed
subscription of 77.0% of the enlarged issued share capital of Lujolujo Asia Ltd, which is principally engaged in online retail and
advertising business under the name of “Funshare.com”. The website provides an online shopping platform in which the
promotions and marketing of certain goods can be launched. Currently, the number of Funshare.com’s members, fans and
clients reachable by email exceeds 100,000, and around 77.0% of active users have high spending power and are aged 18-44.

The acquisition has been completed with the total consideration of HKD14.0m on April 28". The company recorded revenue
and net loss of HKD13.3m and HKD1.8m in FY12/13.

After acquiring Lujolujo, we think MDI will benefit from accessing to the users of the online shopping platform by promoting
MDI's products to potential clients. Meanwhile, the synergistic effect with the existing customer base of Apperience
Corporation can be achieved.

Please refer to important disclosures at the end of this report 4
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Figure 8. Funshare website
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Source: Company data

Our view

Promising future of Apperience. MDI acquired 50.5% equity interest in Apperience in early 2013. As Apperience has set a profit
of target USD10.om per year in the following 2 years after acquisition, and failing to meet the target will result in a decrease in
performance shares issued to original owners of Apperience, we believe that the company will record net profit of at least
USDs5.o5m (approximately HKD39.2m) from Apperience from April 2014 to April 2015. Together with the profit contribution
from its other lines of businesses, we estimate the company will record approximately HKD50.om to HK60.0m in FY12/14E.

Apperience is under a promising industry in which high growth rate is expected in the following years. With the proliferation of
broadband Internet usage, more and more computers have been connected together and a large number of data has been
exchanged every day, causing an escalating risk of computer virus attack. Therefore, numerous computer software companies
have tapped into the market of anti-virus software given the high growth potential in the sector. According to data provided by
the Radicati Group, worldwide revenue for business endpoint security solutions is expected to increase at the CAGR of 12.3%
from 2014 to 2017, growing from USD4,125.0b in 2014 to USD5,885.0b in 2017 (See Figure g). As a niche player in computer
anti-virus industry, we believe Apperience will be a beneficiary of the trend.

It is also worth nothing that the company did not rule out any possibility of a spin off to Apperience in the future.

Figure 9. Endpoint security-revenue forcast from 2014E to 2017E
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Source: The Radicati Group
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A cash company with BVPS significantly higher than current stock price. As of 30 June 2014, the company was in a net cash
position of HKD67.om, with a book value per share (BVPS) of HKDo.42, which is 189.7% higher than the current price, i.e.,
HKDo.145 per share as of Oct 16, 2014. Even taking the dilution effect into account (including the potential conversion of CB,
and the issue of new performance shares), the diluted BVPS was HKDo.31, which is still 113.8% higher than the current price.
We believe current valuation is attractive with limited downside risk.

Synergic effect can be achieved via its diversified business. Currently, the company is involved in the business of anti-virus
software for computer, IT solution, online retail and online trading for insurance investment. Although these businesses are
relative new to the company as they are all acquired in the past 2 years, we believe these segments can have synergic effect
from each other in the long run. For example, the clients from online-retails can also be shared with Apperience; Similarly, IT
solution users also have the demand for the computer protection services. Therefore, potential benefits, including larger client
pool, higher marketing efficiency and standardized management, can be achieved.

Valuation

At a share price of HKDo.145, the company is trading at a prospective P/E of 4.0x to 4.7x for FY12/14 based on our expectation
that the company will record a net profit of ~HKDsom and HKD60.om during the year. Its peers, including Kingsoft (3888 HK),
Sinosoft Tech (1297 HK), Sinocom Soft (0299 HK), Kingdee (0268 HK) and Convoy (1019 HK) are on average trading at a
historical P/E of 13.6x for FY12/13 and a prospective P/E of 19.3x for FY12/14. We understand that the relatively new business
and thus the lack of a track record of MDI after its respective acquisitions is a concern. However, given its BVPS is significantly
higher than its current price, and our perception of its profitability and future growth, we are convinced that its current
valuation is attractive with minimal downside risk.

Figure 10: Peer comparison

Company Ticker ';"Hké;;‘; M ?Li;”;:;’"er 2013 PIE (x) 2014E PIE () Pbook (<) Netprofit (RMBm) o' 'Ezz}g otal
M Dream Inworld 8100.HK 237.1 31 0.6 n.a. 0.3 (207.4) (9.8)
Kingsoft 3888.HK 21,130.1 211.0 23.7 224 3.6 670.7 (90.9)
Sinosoft Tech 1297.HK 2,714.8 7.8 18.2 15.7 3.4 100.9 (46.2)
Sinocom Soft 299.HK 948.5 6.4 n.a. n.a. 17 (83.5) (99.2)
Kingdee International Ltd. 268.HK 5,881.1 44.0 23.0 19.9 2.5 126.4 32.8
Conwvoy 1019.HK 645.5 4.4 2.7 n.a. 1.2 97.7 (67.8)
Average 5,259.5 46.1 13.6 19.3 2.1 117.5 (46.9)

Source: Bloomberg
*Average figure does not include MDI

Please refer to important disclosures at the end of this report 6
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Figure 11. Per share items
FY12/11 FY12/12 FY12/13 1H FY12/14
Basic EPS (HK cents) (0.55) (2.13) (9.52) 4.39
BVPS (HKD) 0.51 0.44 0.45 0.42

Source: Company data

Figure 12. Income statement (HKD m)

FY12/11 FY12/12 FY12/13 1H FY12/14
Turnover 3.6 4.1 92.1 80.4
Cost of sales 0.3) (0.2) (18.0) (17.3)
Gross profit 34 3.9 74.1 63.1
Other revenue 1.7 2.1 14 0.0
Other gains and losses 15 (16.5) (205.1) 39.8
Selling and administration expenses (10.8) (14.4) (32.2) (22.8)
Profit from operations (4.3) (24.9) (161.8) 80.1
Finance costs 0.1) (1.0) (14.6) (0.6)
Profit before taxation (4.4) (26.0) (176.4) 79.5
Income tax (0.2) (0.4) (6.8) (7.2)
Profit for the year from continuing operations (4.6) (26.3) (183.2) 72.3
Profit for the year from discontinued operations (1.5) (0.3) 0.0 0.0
Total profit (6.1) (26.6) (183.2) 72.3
Profit attributable to shareholders (6.10) (26.60) (207.41) 55.10

Source: Company data

Figure 13. Balance sheet (HKD m)

FY12/11 FY12/12 FY12/13 1H FY12/14
Non-current assets
Fixed assets 0.2 7.9 1.0 0.9
Goodwill 23.2 2.4 500.2 508.5
Others 1.6 3.6 152.8 115.3
Total non-current assets 251 13.9 653.9 624.7
Current assets
Trade and other receivables 135 6.3 25.8 40.4
Cash and cash equivalent 118.1 140.7 70.4 78.0
Others 5.0 0.0 0.6 44.5
Total current assets 136.6 147.0 96.8 163.0
Current liabilities
Trade and other payable (2.9) (5.2) (4.9) (16.5)
Current tax liability 0.2) (0.1) (35.0) (42.7)
Other (0.2) (17.6) (52.0) (38.3)
Total current liabilities (3.3) (22.9) (92.0) (97.4)
Non current liabilities 0.0 0.0 (69.5) (16.9)
Net assets 158.4 138.1 589.3 673.3
Total Equity 158.4 138.1 589.3 673.3

Source: Company data
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Figure 14. Cash flow statement (HKD m)

FY12/11 FY12/12 FY12/13 1H FY12/14
Net cash generated from operating activities (3.8) 9.2) 28.2 50.5
Nelt cash flow from investing activities (15.8) 9.1 (80.0) (42.9)
Net cash flow from financing activities 124.7 22.7 (18.5) 0.3
Netincrease in cash and cash equivalent 105.1 22.6 (70.3) 7.9
Cash and cash equivalents at the beginning of the year 12.9 118.1 140.7 70.4
Effect of foreign exchange rate changes 0.2 0.0 0.1) 0.1)
Cash and cash equalents at the end of the year 118.1 140.7 70.4 78.2

Source: Company data

Please refer to important disclosures at the end of this report
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SBI China Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on:
research@sbichinacapital.com, thomsononeanalytics.com, factset.com and multex.com

SBI China Capital stock ratings:

STRONG BUY : absolute upside of >50% over the next three months
BUY : absolute upside of >10% over the next six months

HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI China Capital is seeking or will seek investment banking or other related businesses with the
companies in this report.

Disclosure of interest: SBI China Capital was the placing agent of the company in October 2014.

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject securities and
that the analyst has not received and will not receive direct or indirect compensation in exchange for expressing specific
recommendations or views in this report.

Disclaimer:

This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to
in this report may not be eligible for sale in some jurisdictions. The information contained in this report has been compiled by the
Research Department of SBI China Capital Financial Services Limited (‘SBI China Capital’) from sources that it believes to be reliable
but no representation, warranty or guarantee is made or given by SBI China Capital or any other person as to its accuracy or
completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of SBI China Capital
as of the date of this report only and are subject to change without notice. Neither SBI China Capital nor any other person, accepts
any liability whatsoever for any loss howsoever arising from any use of this report or its contents or otherwise arising in connection
therewith. Each recipient of this report shall be solely responsible for making its own independent investigation of the business,
financial condition and prospects of the companies referred to in this report. ~ SBI China Capital and their respective officers, directors
and employees, including persons involved in the preparation or issuance of this report, may from time to time (1) have positions in,
and buy or sell, the securities of companies referred to in this report (or related investments); (2) have a consulting, investment banking
or broking relationship with any company referred to in this report; and (3) to the extent permitted under applicable law, have acted
upon or used the information contained or referred to in this report including effecting transactions for their own account in an
investment (or related investment) in respect of any company referred to in this report, prior to or immediately following its
publication. This report may not have been distributed to all recipients at the same time. This report is issued only for the
information of and may only be distributed to professional investors and dealers in securities and must not be copied, published,
reproduced or redistributed (in whole or in part) by any recipient for any purpose. This report is distributed in Hong Kong by SBI
China Capital. Any recipient of this report who requires further information regarding any securities referred to in this report should
contact the relevant office of SBI China Capital located in such recipient’s home jurisdiction.
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