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Investment Summary 
 
Kingsoft is a leading Internet company in China, engaging into three major business 
segments: games, cloud computing and office software. The new mobile games are 
launched, which could help resume the growth in gaming revenue. Besides, the growth in 
cloud services was stronger than expected, becoming the major growth driver for the 
Group. We derived a TP of HK$21.24, and maintain a “Buy” rating, with a potential 
upside of 22.8%.(Closing price at 3 Jul 2019) 
 
First quarter results 
 
The Group announced its first quarter results for 2019, where revenue was RMB 1.73 
billion, a YoY increase of 37%, but a QoQ decline of 2%. Among them, the gaming 
revenue was RMB 600 million, down 5.2%; cloud service revenue was RMB 840 million, 
doubled YoY; while Office software and services and others were 290 million yuan, an 
increase of 35%. Gross profit margin decreased by 10.6% to 38.1%, mainly due to the 
increase in the proportion of businesses with lower gross profit margins. 
 
New mobile games launched, resuming the growth in gaming 
 
JX Online III mobile game was officially launched in June. According to七麥數據, as of 
July 3, the cumulative download volume of IOS and Android platforms has reached 7 
million. Although the ranking of the game on each platform has fallen, we believe that it 
is normal for the ranking to fall after the player`s introduction period in the first week. 
We believe that with the huge number of players in JX Online III PC, we believe that the 
performance of the JX Online III mobile game will also be good. In addition, the JX 
Online II mobile game is also expected to be launched in the third or fourth quarter of 
2019, which will drive the revenue of mobile gaming in the second half. In relation to PC 
gaming, the group introduced the professional league club for JX Online III PC to 
enhance the attribution of an e-sport and the group also began to enter Tencent wegame. 
We estimate that the revenue of PC gaming will remain stable. Due to the influence of 
the gaming industry policy, the Group`s gaming revenue has declined in 2018 and the 
first quarter of 2019, but we believe that under the launch of new mobile games, gaming 
revenue is expected to rebound slightly in 2019. 
 
Stronger than expected growth in cloud services 
 
With the rapid growth of mobile video and the government customers, cloud services 
have grown strongly, surpassing the annual growth guidance from management, 
indicating that the new annual growth guidance has been raised from 60% to 70%. In 
addition, the management also indicated that the net loss of the cloud business has been 
improved better than expected, and the operating profit margin in the first quarter has 
risen. Kingsoft Cloud has also cooperated with China Construction Bank and China 
Merchants Bank to develop financial services. We expect cloud business to maintain 
rapid growth and become the major growth driver of the Group. 
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RMB mn FY17 FY18 FY19F FY20F 
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Net Profit 3,297 (165) 381 815 
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P/BV, x 2.51 1.72 1.60 1.53 
ROE, %  32.1 3.1 2.6 5.2 
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WPS may be listed on STAR board 
 
WPS revenue fell by 23% QoQ, but management explained that this was mainly 
due to seasonal factors and it is believed that the growth will resume in the next 
quarter. The Group launched WPS Office 2019 for Linux Professional and WPS 
office for Mac in March and April respectively, which is expected to further target 
more users. At present, WPS has successfully transformed into subscription model, 
and about 75% of its revenue comes from subscription. We believe that this model 
will bring stable cash flow. The Group is also preparing to list WPS on Sci-Tech 
innovation board (STAR), which will help to reflect the value of this business 
more realistically. 
 
Valuation 
 
Based on a P/E ratio of 35x (the average of the past forward P/E plus a standard 
deviation) in 2020, we derived a TP of HK$21.24 and maintain a “Buy” rating , 
with a potential upside of 22.8%. (HKD/CNY=0.88) 
 
Figure: Forward P/E 

 
Source: Bloomberg, Phillip Securities (HK) Research 
 
Risk 
 
1. Bad response from new mobile games 
2. Lower than expected growth in cloud services 
3. Lower than expected growth in the number of user in WPS 
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Financials 
Valuation Ratios FY15 FY16 FY17 FY18 FY19F FY20F 

P/E (X), adj 48.04 -71.50 6.18 53.30 60.96 28.50 

P/B (X) 3.89 2.46 2.51 1.72 1.60 1.53 

Dividend Yield (%) 0.6% 0.6% 0.6% N/A 0.2% 0.5% 

Per share data (RMB)       

EPS, (Basic) 0.317 -0.213 2.465 0.286 0.250 0.534 

EPS, (Diluted) 0.291 -0.210 2.343 0.284 0.249 0.532 

DPS (HKD) 0.1 0.1 0.11 N/A 0.037 0.080 

BVPS 3.92 6.19 6.07 8.87 9.50 9.93 

Growth & Margins (%)       

Growth       

Revenue 69.4% -32.5% 35.2% 14.0% 32.5% 35.7% 

EBIT -17.4% 121.4% -40.5% -211.6% -73.0% N/A 

Net Profit -60.6% -185.5% -1227.9% -105.0% N/A 113.9% 

Margins       

Gross profit margin 76.8% 66.3% 58.1% 46.3% 47.0% 50.0% 

EBIT margin 7.0% 22.8% 10.0% -9.8% -2.0% 3.0% 

Net Profit Margin 6.0% -7.6% 63.6% -2.8% 4.9% 7.7% 

Key Ratios       

ROE 5.9% -3.4% 32.1% 3.1% 2.6% 5.2% 

Income statement (RMB mn)       

Revenue  5,676  3,834  5,181  5,906  7,825  10,617 

EBIT  395  874  520  (580)  (157)  319 

Operating profit  426  (132)  830  (24)  449  959 

EBT  542  (82)  912  (25)  448  958 

Net Profit  342  (292)  3,297  (165)  381  815 

Minority Interest  (27)  (22)  95  (554)  38  81 

Net profit for owners  369  (271)  3,202  389  343  733 
Source: Company, Phillip Securities (HK) Research 

Exchange rate (0.88) is HKDCNY1Y forward contract price on July 3 from Wind.  

(Financial figures as at 3 July 2019) 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
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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