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Investment Summary 
 
The growth of Cloud services regained its momentum and beats our expectation, but that 
of traditional ERP just fell below our expectation.  We believe the most critical part of 
the short selling report is about the transaction with related parties on Cloudhub, but the 
Group currently failed to provide further information on it.  However, we expect there 
will be a further disclosure in the future.  We give a target of $9.21, 5.4%, higher than 
previous, maintaining an “Neutral” recommendation, with 0.44% potential upside. 
(Closing price at 20 Mar 2019) 
 
Annual result update 
 
The growth of Cloud services regained its momentum and beats our expectation, 
while that of traditional ERP just fell below     

The Group announced its annual report, in which the total revenue has grown by 21.9%, 
reaching RMB 2.81 billion; the net profit to equity holders grew by 32.9% to RMB 412 
million; the operating cash flow was up by 9.9% to RMB 906 million.  The revenue 
growth of traditional ERP and Cloud services were 12.9% and 49.5% respectively.  For 
traditional ERP, both of KIS and EAS grew, about 6% and 19% YoY respectively, but 
the K/3 dropped by 12% due to the cloud migration of medium enterprises.  The 
implementation and maintenance were both up by 26% and 14% YoY because of the 
strong demand from EAS.  For cloud services, the revenue growth of Kingdee cloud 
reached 54% YoY and the other clould services such as Jingdou Cloud, Guanyi E-
Commerce and Cloudhub was 40% YoY.  For Kingdee Cloud, the retention rate in 
terms of customer and dollar were 80% and 95%. 

 

The growth on cloud services has beaten our expectation (49.5% vs 45%) and regained 
its momentum in the second half of 2018, which increased by 73.3%, after a disappointed 
result in first half.  The Kingdee Clould Cosmic, targeted the large-sized enterprises, has 
already acquired 15 customers, including WENS and Huawei.  However, the growth on 
traditional ERP was below our estimates (12.9% vs 17%), due mainly to the decline in 
K/3 as the cloud migration of medium enterprises.  The gross profit margin was 0.7% 
higher than our estimate, and the operating profit excluding fair value gains on 
investment properties was slightly below our forecast, just 2.4%.   
 
Recent events 
 
There was a report released on 18 March, accusing the Group of booking additional 
profit from transactions with related parties and relying on sector-specific tax benefit, 
government grants and property investment gains.   
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As for the sector-specific tax benefit and government grants, it is common for a 
software company to enjoy such tax benefit in China, since software industry was 
generally categorized as one of the industries that the Chinese government 
supports.  Therefore, we tend to believe such tax benefits would not be altered in 
short term.  Moreover, the management explained that the government grants 
were the reward from the Group involving into the R&D projects from the 
governments, implying it is not out of thin air. 
 
As for property investment gains, we believe the public has been well aware of the 
property investment gains, as the segment has long been disclosed to the public 
clearly, even though the Group has not clearly mentioned the detail of the rental, 
which it is understandable because it is not the major business of the Group.  
Like our report, we usually exclude the fair value gains from investment properties, 
we think the property investment gains were not a big concern. 
 
What we believe it is most critical part is about the transactions with related 
parties on Cloudhub, where the Group sold on July 2016 and bought back on 
March 2019.  The report criticized the Group absorbed losses of its main 
products by Cloudhub when it is off the balance sheet of the Group.  And, the 
report actually stated that it is only an “inference”, so it means we just could not 
come to a strong conclusion based on the current information available.  
However, we did see the point of that report, and believe the shift and back of 
Cloudhub is worth for further investigation.  Unfortunately, during the 
conference call with the management team, the Group failed to disclose the detail 
of the transaction and the financial detail of Cloudhub, but we expect there will be 
a further disclosure of the transaction in the near future.  Until now, the Group 
has disclosed that the amount of loans to Cloudhub was RMB 29 million as of the 
end of 2018.  And, the massive increase in loans to related parties was mainly to 
Qingdao Xinrun Real Estate Limited as land payments for Qingdao Kingdee 
Software Park.  It alleviates the concern on whether the Group has provided a 
huge capital to Cloudhub, but still there is no explanation on whether Cloudhub 
absorbed losses of the Group.  If the Group failed to address such issues properly, 
it will no doubt jeopardize investors` confidence on the corporate governance of 
the Group, leading to a slump on valuation. 
 
The report also criticized that the Group just barely makes a core operating profit 
by a set of calculation.  However, we think it is not appropriate to analyse by just 
looking at the aggregate core operating profit.  As the cloud services are still 
losses making, it will underestimate the value of cloud services (which are the 
most valuable part of the Group) if we just look at the aggregate.     
 
Figure: Cloud Products Information 

Source: Company report, Phillip Securities (HK) Research 
 

  2015 2016 2017 2018H1 2018H2 

Kingdee Cloud ERP Paying Users  1,000  2,500  5,500  7,500  9,500 

 YoY  150% 120% 110% 73% 
 Customer Retention Rate  90% 90% 80% 80% 
 Dollar Retention Rate     95% 

Jingdou Cloud Paying Users  65,000  85,000  150,000  160,000  80,000 

 YoY  31% 76% 28% 60% 
 Customer Retention Rate 75% 75% 75% 70% 70% 

Guan Yiyun Paying Users  3,600  5,000  6,200  7,000  7,600 

 YoY  39% 24% 20% 20% 
 Customer Retention Rate  N/A 70% 70% 70% 
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Valuation 

We adopted sum of the parts valuation by dividing the business into three parts: 1) 
Traditional ERP business (P/E), 2) Cloud business (P/S), and 3) Investment real 
estate business (book valuation). We forecast the earnings per share of the 
traditional ERP business in 2019F to be RMB 0.115, 8.7% lower than the previous 
estimate, with target PE ratio 15x as we expect the growth will drop to single digit; 
the revenue of cloud services per share in 2018 would be RMB 0.386, 3% higher 
than the previous estimate.  We maintain the target PS ratio to be 13x; for the 
investment real estate business, the book valuation is used, and the valuation per 
share is RMB 0.55. Finally, a net cash is RMB 0.46 per share in 2018.  A target 
price of HK$9.21 was obtained, 5.4% higher than previous target price, and we 
remain “Neutral” recommendation, with 0.44% potential upside. (HKD/RMB: 
0.8626) 

 

Risk 

 
1. Slower-than-expected growth in cloud products 
2. The economy of China slows down  
3. Cloud ERP may take away the existing customers of traditional ERP, 

particularly SME 
4. The Group fails to address the issues properly, because there is no further 

disclosure on information 
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Financials 
FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F 

Valuation Ratios       

P/E (X), adj 207.07 79.26 71.65 63.19 67.45 57.75 

P/B (X) 6.74 6.46 5.49 4.71 4.44 4.15 

Dividend Yield (%) N/A N/A 0.2% 0.1% 0.1% 0.2% 

Per share data (RMB)       

EPS, (Basic) 0.038 0.100 0.110 0.125 0.117 0.137 

EPS, (Diluted) 0.036 0.097 0.108 0.123 0.115 0.134 

DPS (HKD) N/A N/A 0.016 0.011 0.014 0.016 

BVPS 1.17 1.22 1.44 1.68 1.78 1.91 

Growth & Margins (%)       

Grwoth        

Revenue -1.9% 22.8% 23.7% 21.9% 21.4% 24.3% 

Operating profit (excluding fair value gains on investment properties) 9.6% -33.6% 50.8% 25.3% 13.6% 16.1% 

Net Income  (excluding gain/loss from discontinued operations) 8.5% -1.0% 50.4% 26.5% -4.4% 16.8% 

Margins       

Gross margin 80.9% 81.3% 81.5% 81.7% 81.0% 81.0% 

Operating profit margin(excluding fair value gains on investment properties) 21.4% 11.5% 14.1% 14.5% 13.5% 12.7% 

Net Profit Margin 14.3% 11.6% 14.0% 14.6% 11.5% 10.8% 

Key Ratios       

ROE 4.0% 8.5% 8.2% 8.6% 6.8% 7.4% 

Income statement (RMB mn)       

Revenue  1,517  1,862  2,303  2,809  3,410  4,238 

Gross Profit  1,227  1,514  1,876  2,294  2,762  3,433 

EBIT  341  249  421  453  462  536 

EBT  280  209  378  448  455  531 

Net profit (excluding gain/loss from discontinued operations)  217  215  324  409  391  457 

Minority Interest  (0)  1  14  (3)  4  5 

Net profit for owners  106  288  310  412  387  452 

 

Source: Company, Phillip Securities (HK) Research 

Exchange rate (0.8626) is HKDCNY1Y forward contract price on March 20 from Wind.  

(Financial figures as at 20 March 2019) 
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We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a stock`s 
risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones 
surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER  
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief only. 
Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, complete or 
verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not have any 
responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will Phillip 
Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made available, even 
if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time without 
prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of judgment. The fact 
that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product described in 
this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication involve significant 
risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all such risks are 
understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any 
product should not be considered to be a disclosure of all risks or a complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in this 
report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or 
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such 
distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or licensing or 
other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2019 Phillip Securities (Hong Kong) Limited 
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Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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