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they face localization challenges in serving their Chinese clients.
Another international competitor, who is also a collaborator, is
SAP. A lot of our systems are integrated with the SAP systems.
SAP considers Pansoft as its last-mile implementer to help clients
adopt the SAP system. Eventually, we help our clients not only
operate SAP systems, but also improve their functionalities and
interfaces to be adapted to the clients’ business operation features.
In addition to our localization advantages and adaptation
capabilities, our operating and overhead costs are much lower
than the international players in China.

TWST: Are you as well positioned as you would like
to be in with regard to your balance sheet?

Mr. Zhang: Pansoft is in a strong financial position.
Even before our IPO, we accumulated a couple million dollars of
cash in our cash account, purely from our operating profit over the
past few years. After the IPO, we received more than $7 million
IPO proceeds. Now we have over $10 million of cash on hand and
no debt. We can confidently say that even without any revenue, we
can support our operations for one or two years. In addition to the
current assets, we average over 30% of revenue and profit growth
in the last five years, which will further increase our cash reserve.
This financial position provides us great leverage to execute our
corporate expansion strategy and invest in new opportunities of
business development.

TWST: Is the company in an acquisition mode right
now or are you going to keep the growth organic at this point?

Mr. Zhang: After our IPO, we are looking at business
expansion opportunities in both directions. We are putting more
investments towards our organic business growth. At the beginning
of this year, we opened our first international business office in
Hong Kong. We will continue to open more offices and expand
our technical, sales and marketing teams in different locations.
Additionally, we would like to expand our business via mergers
and acquisitions. That’s the purpose of our IPO. With the proceeds
from the IPO and our credit lines from the local banks, as well as
leveraging additional investment from the capital market, we will
be able to aggressively pursue merger and acquisition opportunities.
It won’t happen too quickly, as we do not want to risk the capital
from our investors on buying the businesses yet to be sure on their
growth potential and future profitability. Although we have major
success in the oil and gas industry, we plan to expand into other
industries in the energy sector, such as coal mining. We are also
looking at the telecoms and banking industries. With these
strategic moves in our plan, mergers and acquisitions will play a
significant role in our business expansion and growth.

TWST: Do you have the management team in place
right now to ensure the company performs the way that it
should down the road?

Mr. Zhang: We have a very experienced management
team. Our Chairman is a well-known software pioneer in China
who is actually involved in the strategic planning, and our CEO
has more than 20 years’ experience in the software industry in
China. Prior to joining Pansoft, they worked for large state-owned
software companies, and gained tremendous knowledge in
software business operations and strategic planning. Our 60
founding employees, on average, have more than 10 years’
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experience in the software industry in middle-level management
positions. They form a core technical and managerial team,
serving not only our present operations, but also future expanded
operations. We are also constantly recruiting new talents in both
technical and managerial areas to meet the demands of our rapid
business expansion.

“International software service providers do not
have the expertise as we do in knowing Chinese
business and practice, the internal business
system. Therefore, they face localization
challenges in serving their Chinese clients.”

TWST: As you look out over the next year or two, what
are you expecting as far as the rate of gains in sales and earnings?

Mr. Zhang: We can separate our business growth to two
categories. One is organic growth, which indicates the projects
coming from our traditional clients as well as from new
clients in the energy industry. We reiterate our projection
announced in the beginning of this year, that we are expecting
approximately 40% of organic growth this year, in both profit
and revenue. In addition, we are expanding into other
industries, such as coal mining, and developing new clientele
in these areas. Consequently, there is growing revenue arising
from these new client sources. Furthermore, revenue growth
will come from mergers and acquisitions. We have a strategy
for acquiring companies with similar business direction and
complementary technical capabilities, as well as good client
base, which can help to expand our own solutions to other
industries. With these prospective businesses in mind, I believe
that Pansoft’s growth prospects will continue to be very bright in
the next few years.

TWST: What are some of the significant risk factors?
What are some of the hurdles that could reverse your growth
down the road?

Mr. Zhang: Pansoft, like most businesses, is not
immune from a worldwide financial crisis and a global economic
slowdown. Although we feel very fortunate that in 2008 our
revenues continued to grow quickly because of the demand for our
software, and particularly for centralized accounting and fund
management systems owing to tight financial control desired by
clients facing the crisis. However, industry dependency is a risk for
Pansoft. We have established a solid client base in oil and gas industry
and 90% of our revenue is coming from this industry. We are in the
process of selling our services into other industries to diversify our
revenue sources. Our merge and acquisition strategy also serves for
our business diversification purpose. The high seasonality pattern of
our revenue is another risk factor because our quarterly financial
results may not reflect our total financial situation, and they have
created misperceptions in the investment community.

One major hurdle for us could be human resources.
Because we are continuing to grow so fast, there is a challenge in
recruiting. Since every staff recruited must stay in the business for
more than one year to become a skillful programmer or
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maintenance service technician, sometimes it could take a longer
time for the staff to be able to work independently to develop
a new software solution.

“Because we are continuing to grow so fast,
there is a challenge in recruiting. Since every
staff recruited must stay in the business for
more than one year to become a skillful
programmer or maintenance service technician,
sometimes, it could take a longer time for the
staff to be able to work independently to
develop a new software solution.”

TWST: If I were a long-term investor sitting down
with your financial report, what would you suggest I focus
on primarily?

Mr. Zhang: Like most businesses, I would propose that
the investor looks at our revenue and profit, but look at them in a
dynamic way — their growth rate and trend. Pansoft is in its rising
phase of business development and has been delivering over 30% of
growth constantly in the last few years. Furthermore, an investor also
needs to look at our profit structure. Over the past couple of years, we
maintained a pretty stable and high-operating margin due to tight
control on cost in the wake of revenue growth. Our net profit is
growing slower than the operating profit. In some quarters, we even
had negative growth in net income because we have some exceptional
operating expenses which never incurred before, including the
professional service fees to maintain the public company status and
the allocated stock option cost. Due to the high-seasonality pattern of
our revenue, I also suggest an investor pay more attention to our
annual financial numbers that give more meaningful implications on
our business performance instead of quarterly ones. In addition, an
investor should look at our balance sheet and cash position. Pansoft
does not have large amount of fixed assets, but we have strong current
assets, especially cash on hand. Our current ratio reached 20 times in
the last report period, a good indication of our financial capability to
execute our merger and acquisition plans.

TWST: How do you feel about your current stock price?

Mr. Zhang: I do not think the current stock price fairly
reflects our company’s value. Pansoft’s stock price fluctuated
around five dollars recently. However, considering our more than
$10 million of cash on hand, counted for over two dollars in our
stock price, then the market only gives about three dollars to a
company with an average of over 30% growth in revenue and
profit. I think this clearly indicates that Pansoft is undervalued at
the current stock price. Pansoft is a micro-cap company and
perhaps is too small to catch many investors’ attention yet. But if
you look at our financial position and profitability over the past
several years, we are a fast-growing company with a strong cash
position and no debt. All this indicates Pansoft is a pretty good
investment target. At the present stage, we are very focused on
executing on our business plan and delivering good performance
to our investors. We expect one can see the results of these plans
in the next few years. Hence overtime, with continued growth and
profitability, our stock price should better reflect our true value.
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TWST: Do you feel the investment community
understands Pansoft? Are there any misperceptions or
recurring questions?

Mr. Zhang:
misperception regarding Pansoft. I believe Pansoft is ignored by a

I am not aware of any particular

lot of investors, especially institutional investors, given the small
market cap we have. I suggest that investors may want to look at
the company’s strong growth prospects and solid track records.
Pansoft, though small presently, has been growing fast over the
last three to five years, and has a long-term vision and strategy for
business expansion. Therefore, I believe that our revenues and
profits will continue to grow at a brisk pace. Through organic
growth and growth via mergers and acquisitions, Pansoft will be a
much larger business than what we can see now. Hopefully by
then it will become institutional investors’ target if they do not
want to invest in Pansoft right now.

TWST: What are the top two or three reasons you
would you give a long-term investor, individual and
institutional, to buy into Pansoft today?

Mr. Zhang: The first thing I would say is that the
software industry is one of fastest-growing sectors in China.
Particularly, I believe custom-driven software service is the future
spotlight for the Chinese software industry. If an investor wants to
take a ride of the fast-growing economy in China, the software
service business should be the top investment priority, especially
the customer demand-driven service providers.

Secondly, for the investors looking for long-term growth
potential, Pansoft has good track records to deliver rapid and
steady growth over past years, and will continue to do so. Our
growth pace will be even faster than before under our aggressive
expansion plan. For value investors, Pansoft has an attractive PE
ratio now, less than 10 times compared to the software industry
average of approximately 20 times in USA and 30 times or higher
in China’s stock markets.

Finally, I want to briefly introduce Pansoft’s prudent
management style. Pansoft’s management tradition is to keep all costs
under tight control. The company has maintained relatively slim and
efficient management team, and we only have a dozen of staff
involved in administrative and accounting functions in our 200-person
company. Pansoft’s employees have good corporate loyalty culture
since its inception. Our turnover rate is much lower than the software
industry average in China. Most of our founding employees still work
in Pansoft and are striving for success in various projects.

With all of these elements, I can confidently say Pansoft
is delivering a steady growth for your investment.

TWST: Is there anything you would like to add,
anything we’ve missed?

Mr. Zhang: 1 would like to give our investors a concrete
example regarding Pansoft’s capability and potential. We have
accomplished a centralized financial and accounting system for
PetroChina, which covers four different business segments and
15,000 users, more than 8,000 responsibility centers, 15 million
transactions, 150 million accounting entries valued at 5 billion RMB,
covering 105 regional subsidiaries. This system will save clients’
expenses around 3 billion RMB annually. This is the number one
accounting system in China. Recently, the Vice Minister of Finance
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of Central Government in China visited PetroChina to look at this ALLEN ZHANG

system. He was very impressed and has recommended this centralized CFO

system to other large state-owned corporations. Sinopec has kicked Pansoft Company Limited

off the similar project executed by Pansoft recently. Pansoft’s 3rd Floor Qilu Software Park Building
technical capability is also recognized by the software giant, Jinan Hi-tech Zone 1766

Microsoft. Microsoft in China has picked Pansoft as the solution Jinan, 250101

partner to provide a core solution in its ERP platform. Pansoft is the 86-531-8887-1166

only technical solution partner in China for Microsoft. 86-531-8887-1164
TWST: Thank you. (KL) www.pansoft.com
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