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Yongyou is a leading provider of enterprise sewite China, offering cloud, software (Closing price at 18 Jan 2019)

and financial services. During FY15 to FY17, itsesue achieved a CAGR of 19.4%. 0
Among the first three quarters of 2018, Yongyouiewdd yoy revenue increase ofTARGET RMB27.8 (+12%)
38.8%. With the development of new businesses laptoved product and service mix, .o oany paTA

Investment Summary

its income is expected to maintain rapid growthfuture. We initiate target price of 55 spares wn)

1917

RMB27.8, Accumulate ratingClosing price at 18 Jan 2019) MARKET CAP (RMBMN) : 47554

. . 52 - WK HI/LO (RMB): 32.84 / 15.28
Business Overview
Founded in 1988, Yongyou initially focused on the elelopment and sales oOf syarRE HOLDING PATTERN » %
financial software. In 1991, it became the largest financial softw@pany in China. \yang wenjing 41.79
In 1998, the company transformed focus from finahdoftware to management shanghai Yibei 4.54
software, released the first enterprise resoureanihg (ERP) software U8, and then
developed high-end management software NC sertesirga to large corporate cIients.PRlCE PERFORMANCE » %
In 2001, Youyou was listed on Shanghai Exchangsjnga RMB8.8bn. In 2002, the ™ W -
company occupied the biggest market share in decnERP market. After the financial §g,q.0, 12 22 061 5564
crisis in 2008, benefiting from favorable indudtrpolicies, the enterprise resourcesHi 1.82 1.79  -25.29
planning software industry developed rapidly durg@P9 to 2011. In 2012, European
debt crisis triggered a wave of layoffs in multinaal companies and China’s econom®ETURN VS. HSI B
growth slowed down. Thus the company's revenue trdell into a stagnation period. s
Beginning from 2013, the company started explornag areas such as mobile payment... WM
and cloud. In 2016, the management set three tassreof “software, cloud services, J i
and finance” as core momentum. On the companys &@tiversary, its 18H1 revenue... {

increased by 38.8%, representing the beginningnefvadevelopment era. N A W_‘M\f‘t
Cloud Business JEE

Favorable policy environment In Aug 2018, Chinese Ministry of Industry and
Information Technology issued a notick®)i{i~3& |- T i 11 49 (2018-2020¢F)), stating  KEY FINANCIALS

Source: Phillip Securities (HK) Research

that by 2020, the widespread adoption of cloud aging in production, operation an

d RMB mn FY16 FY17 FY18E FYI19E

. . -~ Net Sales 5113 6,344 8,453 10,93
management of enterprises should be realized. Tehoald be one million new et profit 197 389 638 1,05¢
enterprises adopting cloud service, and more ti¥htypical benchmark applications EEE, RMB 1C7J-7l4; 8-122 gfé 2452

, X . Y . .

should be completed. BVPS,RMB  3.8¢ 39¢ 35C 4.0
P/BV, x 6.3¢ 6.22 7.0¢ 6.2C

China’s public cloud market will grow at a high sped. According to data from ROE, % 35z 674 957 13.8¢

CAICT, the size of China’s public cloud market et RMB26.48bn in 2017, an Source: Company reports, Phillip Securities Est.

increase of 55.7% yoy. The demand of Internet pris&s has maintained rapid growth,

and the promotion of cloud application in tradiabenterprises has accelerated, whicRurus Zhou (2277 6515)
has driven the rapid expansion of the public clmatket. During 2018 to 2021, China‘seumszmu@ph'"'p'com'hk
public cloud market will maintain a high growtheatand by 2021, the market size will

reach RMB90.26bn with the industry CAGR of 35.88%.
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Cloud customers are expanding and the segment revas grows rapidly. In
2017, cloud business revenue reached RMB409mny éngoease of 249.9%. At
the end of 2017, the number of corporate cloudornsts was 3.93 million. As of
the end of 18Q3, cloud business has accumulat&€drdildon registered corporate
customers, and 324,500 paid ones, an increase&6fiid®n the end of 2017.

The cloud services focuses on following area€loud platform, Cloud ERP,
Domain Cloud, Industry Cloud, Changjietong yun, éptise Finance Cloud and
Cloud Market. The income is mainly coming from cgigrg service revenue,
application service revenue, information and datavice revenue, platform
transaction revenue, share revenue from promofidiniral-party applications, and
charges for other value-added service.

Figure: Yongyou Cloud
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Source: Company, Phillip Securities

Software services business

Software service is the company's traditional busiss The company started
with financial software and gradually transformedcds to ERP software,
expanding its business boundaries. Currently, mepany has become the largest
software services provider for management softwaRE software in Asia Pacific.
It is also a leading provider of management sofwand services for multiple
industries in China involving healthcare, finaneeergy and so on.
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Professional software products for large, medium ah small micro
enterprises, and also professional integrated solons for multiple industries.

It provides customers with standard products amatieas, specific services (like
consultation, IT system construction, operationgbp®rt), operational services
(like business operations, application operatigtatforms and data operations),
etc. Income is mainly from standard product licecsarges and service charges.
In 18H1, the amount of software customers totaldd@@ 900 (including 292,900
large and medium-sized enterprises and 2.418 milirnall and micro enterprises).
In 18Q3, the software business realized revenuBRMB3.22bn, representing a
yoy increase of 19.2%. We expect the segment maistable growth looking
forward.

Figure: Products and services mix

Source: Company, Phillip Securities

Enterprise Finance Business

Providing financial services and acquiring paymentlicenses The company

established Beijing Changjietong payment technolegynpany to carry out

mobile internet payment services in 2013. In 20tt& company published

Yongyou 3.0 Strategy and asserted finance segmenvna of three major

businesses. This segment mainly includes paymenvicseebusiness, Internet
wealth management business and supply chain finhnsaess for small and

micro firms and individuals. In recent years, tlwancial services business has
maintained a growth trend, and the scale of usarrues to grow. During 18Q3,

payment service income amounted to RMB88.28 mnbyb1.9% yoy, and

Internet investment and financing information seeviincome amounted to
RMB866.74mn, up by 120.9% yoy.
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Changjietong payment services includel) RMB payment services for online
Internet payment services (including gateway paymerpress payment, bulk
payment, scan code payment, authentication, efwdugh which users can
purchase goods or services on Changjietong platfdmonline collection,
payment and authorization services; 3) offline Afilg and acquiring services
for bank cards holders.

Besides, Yongyou Lihe financial services firmone subsidiary, is committed to
provide investment information services for investt clients and borrower
clients. It helps clients direct borrowing by offey services like credit assessment,
risk management, loan matching and other serviCéents are mainly white-
collar workers, small and micro-enterprise ownard adividual industrial and
commercial households. Income is from agency in&dion service fee paid by
the borrowers.

Investment Thesis & Risks

During 2012 to 2015, revenue growth slowed dowmeaitzcally. From 2013, the

company began to deploy new business areas sunblile payments and cloud.
In 2016, the company asserted three core businessedtware, cloud services,
and finance. We see from 2015 to 2017, businessnumv rebounded, with a
CAGR of 19.4%. In 18Q3, the company reported incahBMB4.548bn, a yoy

increase of 38.8%, and realized net profit exclgdmon-recurring items of

RMB317mn, turning losses into profits. In recenang the proportion of cloud
business and financial business has been incre@éétdthe development of new
business and improved business structure, we expeactompany's revenue to
maintain rapid growth in future.

Figure: Revenue from 2008 to 2018Q3
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Figure: Profit margins
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Figure: Income structure
2016 2017 2018Q3
Revenue/ mn 5113.3! 6343.66 3005.7
Growth 14.9% 24.1% 38.8%
Revenue by segments/ mn
Software 4752.79 5132.126 3224.036
Growth 11.0% 8.0% 19.2%
Weight 92.9% 80.9% 70.9%
Cloud 116.8" 408.985 1302.69
Growth 34.4% 249.9% 127.7%
Weight 2.3% 6.4% 7.6%
Finance 243.68: 802.546 955.013
Growth 200.5% 229.3% 117%
Weight 4.8% 12.7% 21.5%

Source: Company, Phillip Securities
Investment Thesis & Risks

We initiate 2019 target price of RMB27.8.The revenue of cloud business and
financial business will grow rapidly, and the sddte service business will
develop steadily. It is estimated that the grovete rof topline in 2018E/19E wiill
be around 33%/29%, and the net profit is expededdach RMB638mn/1058 mn.
Giving target price-earnings ratio 50 times, wéiate target price of RMB27.8.
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Figure: Peers valuation

Code Net profit mn Net profit growth (%) PE
17A 18E 19E 17A 18E 19E 17A 18E 19E
600588.SH 389.08 660.04 922.24 97.11 69.64 39.73 119.41 70.4 50.37
A Share
Max 1620.¢ 1817.( 2205.¢ 2476.1 69.6 50.¢ 134.1 98.9 65.5
Median 471.7 637.7 870.¢ 27.4 20.§ 28.4 59.5 55.3 42.4
Average 760.1 850.3 1073.1 283.3 27.€ 28.4 63.5 51.1 38.4
002153.SF¢ 419.( 494.7 585.¢ 7.8 17.9 18.¢ 68.7 58.3 49.9
002230.SF¢ 434.1 590.] 890.2 -10.3 35.6 50.¢ 134.1 98.9 65.5
300454.SF¢ 573.1 669.7 870.( 122.7 16.§ 29.9 64.€ 55.3 42.4
002555.SF¢ 1620.¢ 1679.( 1996.¢ 51.4 3.6 18.9 13.7% 13.7 11.1
600845.SH 425.3 637.7 820.¢ 26.7 50.C 28.17 50.6 33.9 26.7
002410.SF¢ 472.3 518.¢ 615.] 11.¢ 9.8 18.¢ 54.5 49.4 41.4
002624.S7 1504.1 1817.( 2205.¢ 29.( 20.§ 21.4 22.1 18.§ 15.5
600570.SH 471.% 586.] 752.4 2476.: 24.4 28.4 763 61.3 4779
002558.SF¢ 1290.3 - - 20.7 - - 30.3 - -
H Share
Max 143644.4 231002.{ 261709. 2664.4 1086.4 6451.¢ 63.1 1557.] 429
Median 230.1 253.( 563.4 93.3 45.4 60.2 15.1 21.7 13.7
Average 14829.7  29080. 33189. 4689 126.( 865.7 -13.5 212.2 11.3
1357.HK 197.3 -821.¢ -241.( 96.9 -316.1 70.7 -48.6 -12.4 -41.1
3700.HK 239.4 - - 83.7 - - -14.1 - -
1119.HK 150.1 254.( 651.( 2664.¢ 69.2 156.3 4279 26.( 10.4
0268.HK 310.( 368.5 4768 7.6 18.9 29.4 63.1 54.7 429
3888.HK 3201.¢ 11.2 730.¢ 1282.] -99.7 6451.¢ 5.3 1557.] 23.1
0596.HK 94.5 252.1 297.¢ 76.4 158.7 18.1 37.2 14.4 12.4
0799.HK 1019.5 1367.] 1580. 102.4 29.€ 15.¢ 12.4 94 8.1
0777.HK -208 205.¢ 307.4 89.7 1086.4 49.§ -286.3 30.4 20.(
4338.HKH 143644.4 231002.f 261709. 29.( 61.2 133.7 35.4 17.4 15.3
1675.HK 328.4 - - 255.5 - - 18.1 - -

Source: Wind (as at 2019 Jan 17th)
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Financials

FYE FY2015 FY2016 FY2017 FY2018E FY2019k
Valuation Ratios

Price to Earnings (P/E) 107.8: 177.1¢ 91.8¢ 74.0( 44.63
Price to Book (P/B) 6.5¢ 6.3¢ 6.22 7.0¢€ 6.2(
Per Share Data (RMB)

EPS 0.2% 0.1 0.27 0.3¢ 0.5¢
Book Value Per Share 3.71 3.8¢ 3.9¢ 3.50 4.0(
Dividend Per Share 1.5C 1.3C 1.5C 1.5C 1.5(
Growth (%)

Revenue 1.7¢ 14.8i 24.0¢ 33.2¢ 29.3¢
Gross Profit 2.2¢ 16.2] 29.1C 26.8¢ 31.25
Operating Income 95.7 -504.¢ -1,416.( 31.12 63.55
Net Profi -39.¢ -28.¢ 129.¢ 14.0C 65.87
Margins (%)

Gross Profit Margin 67.8¢ 68.6¢ 71.4: 68.0( 69.0(
Operating Profit Margin 0.2¢ -1.0C 10.6¢ 10.4¢ 13.2¢
Net Profit Margit 7.71 4.7¢ 8.8: 7.5t 9.6§
Profitability

ROE (%) 6.81 3.52 6.74 9.57 13.8¢
ROA (%) 4.3¢ 2.84 5.87 4.7¢ 6.95
FYE(RMB Mn) FY2015 FY2016 FY2017 FY2018E FY2019k
Income Statement

Revenue 4,451 5,113.. 6,343.° 8,453.0  10,934.
- Cost of Goods Sold 1;431.( -1,603.¢ -1,812.! -2,705.; -3,389.]
Gross Income 3,020.: 3,5009.¢ 4,531.: 5,748.; 7,544.
- Operating Expenses 3,007.¢ -3,561.: -3,855.( -4,861.¢ -6,094.¢
Operating Income 12.7 -51.¢ 676.2 886. 1,450.1
ggﬁfLNogg'Opera“”g 3497  346.C 9.6

Pretax Income 362.4 295.5 685.¢ 886.% 1,450.1
- Income Tax Expenses 19.4 -51.c -125.¢ -248.% -391.5
- Minority Interest 19.c -46.¢ -170.¢ 0.C 0.¢
Net Profi 323.¢ 197.¢ 389.1 638.4 1,058.¢

Source: Company, Phillip Securities (HK) Researstinkates
(Financial figures as at f&1an 2019)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are sgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into #iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efpttoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be appropdate discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informaticluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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