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Synopsis
Through its scalable enterprise software products Ninetowns’ clients have the 
ability to automate import/export processing over the internet, which is a more 
cost effective and effi cient alternative to the traditional paper-based method.

Second Quarter 2006 Preview
Ninetowns Digital is scheduled to release its 2nd quarter 2006 quarterly results after the 
close of market on August 17th.  As stated by the NINE management, 2006 will be a transi-
tional period, and as a result will not be giving forward guidance with the quarterly release.   
We are expecting a decrease in Yr / Yr revenue and EPS of around 6M and .08 respectively.  

More important will be the progress of newer products, I-Process and I-Monitor.  Manage-
ment stated that by mid 2006  they will start charging for I-Process as an upgrade to the 
free version already given to customers, and announced that approximately 2500 custom-
ers were using I-Process.   Other areas of importance will be how the NINE’s relationship 
with the PRC Inspections Administration is progressing, and weather anything is new 
regarding the possibility of an acquisition that could be accreditive to eps in the future.

First Quarter 2006 Results
As expected, 2006 will be a transition period for Ninetowns.  First quarter earn-
ings revealed declining new software sales, and as discussed during the fourth 
quarter conference call, they have refrained from giving forward guidance.

Ninetowns reported 1st Q 06 revenues of 6.2M (down from 6.5M in the 4th Q and 
7.7M in the 1st Q in 2005) and EPS of .08 (down from .09 in Q4 05 and .16 in Q1 
05).
In the 1st quarter the company sold 1,500 I-Declare packages (down from 2800 in 
the 4th Q 2005) and 6,800 maintenance contracts (down from 12,800 in the 4th Q 
2005).
Customers have deferred from purchasing Ninetowns products in anticipation of the 
governments free software rollout.  Management indicated that the government was 
about fi nished with the free software rollout in May.  The company recognizes the 
revenue associated with new sales over a 12 month basis, so the revenue decline has 
not been as severe as the decline in new sales.
The company plans to upgrade customers with Ninetowns premium products after 
the government introduces the free software.  A risk to the investment case is that 
the government might upgrade the software to include additional features similar to 
Ninetowns premium services.  

Compelling Value  
At this point we believe the investment risk has already been priced into the stock.  Of 
the 124K companies using e-fi ling for import/export processes in China, Ninetowns cur-
rently does business with 90% of them.  Gross margins are running around 94% and the 
company has 116M (3 plus per share) in cash and is debt free.

•

•

•

•

Founded in 1995, Ninetowns is a Chinese software company that enables enter-
prises and trade related PRC government agencies to streamline the import/ex-
port process. The Company has historically derived its revenue primarily through 
a subscription based software model, augmented by professional IT services.   

Rating: Buy
Price: 4.8
Price Target: 8.00

Suitability:
Speculative 
Risk
Value Investor

MARKET DATA:
52-Week 
Range:

4.21 - 
8.04

Market Capital: 168M
Shares Outstanding: 35M
Insider Ownership: 61%
Institutional 25%
Float: 5M
Avg. Daily 
Volume: 99K

FINANCIAL SUMMARY:
Cash: 116M
Debt: 0

USD 2005A 2006E 2007E
Revenue: 29.3 23M 29M
EV/Rev.: 2.2X 2.86X 2.27X
EPS:
Mar 0.16 0.08 0.07
Jun 0.14 0.08 0.09
Sep 0.11 0.07 0.11
Dec 0.09 0.07 0.12
FY Dec 0.52 0.30 0.39
FY P/E 10.0X 16X 13X

Tim R. Shaw
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