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Strong growth of Cloud services, but a slower growth in
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Investment Summary Buy

The Group announced a profit warning, where thepmefit attribute to the owner in CM,PHKI? /.09

2019H1 decreased by 30%-40%. However, the reveraredsed by 15%-20% and thel Closing price at 10 July 2019)
revenue from cloud services also rose by 50%-60%ring the period, Cosmic TARGET HKD 8.90 (+25.5%)
developed well. It acquired 28 new clients in thetfhalf this year, with RMB 1.1 mn

average price. Slower growth in traditional ERP amalease in R&D leads to a drop inSOQMPANY DATA :

net profit. We believe if the Cloud services isrgpwell, the reason to buy still exists,afRi';RCE/fp%’\QDMN), 2334%0
even though the growth of traditional ERP droppa. give a TP of $8.90, 3.4% lower s, g Lo (Hkp): 11.34 / 5.50
than previous, updating to “Buy” recommendatiorthwd5.5% potential upside. (Closing

price at 10 Jul 2019)
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The Group announced a profit warning on 6 July, neltee net profit attribute to the
owner in 2019H1 decreased by 30%-40% and the Gmasgncurred a investment lossPRICE PERFORMANCE > %
of RMB 18 mn. However, the revenue increased by -P5% and the revenue from M M 1y
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cloud services also rose by 50%-60%. US| 427 652  -070
Strong growth of Cloud services with high renewal ate RETURN VS. HSI

The cloud services business grew by 50%-60% Yoighty higher than our estimate
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(50%). During the period, Cosmic developed weladtuired 28 new clients in the first .w'h m

half this year, whereas there were only about &uldast year. The average price of th1rfx-*"w.'r-\j..k\ q}fg T WVa
contracts are RMB 1.1mn, and the clients were @h vevenue more than 10bn. As the |-_J|‘m‘ .,Z}“‘}'* f
Cosmic become more mature, the capacity of dealitiythe demand of large clients for \’

the Group will be enhanced. Since the average pfitiee contract of Cosmic is higher,soyrce: Aastocks, Phillip Securities (HK)
we expect Cosmic will become the major growth drivecloud services. In addition, the research

management also stated that the renewal rate rechigh. Guanyi Cloud,recorded a

negative growth last year, resumed its growth enfiist half after the adjustments fromkey FINANCIALS

the Group, about 20% . RMB mn FY17 FY18 FY19E FY20E

Revenue 2,303 2,809 3,292 4,094

Slower growth in traditional ERP and increase in R&D leads to a drop in net profit ~ NetProfit 310 412 309 355

EPS, RMB 0.110 0.125 0.093 o0.107

Based on the median from the range provided byGitweip, it is expected the growth Of:\E,';'_c, " s Si'ii 4?'?2 66153; Si'gz
traditional ERP to be about 3%, lower than oumeste (9%). We believe the drop in the ™ ' : : :

" ; ) . P/BV, x 433 371 355 337

growth of traditional ERP were 1) the clients detayreduce its IT expenditure due top ", 22 86 54 59

the concern on the economic downturn in the fiest &nd 2) the demand of traditional | .. <. . .

L ry . i : pany reports, Phillip Securities Est.
ERP is shifting to Cloud services. The managemtted that there are some projects
delayed, where we believe it should relate to trenér reason and it should be a shorlﬁesearch Anal

. . L . yst
term impact. But, the latter is a longer-term intp&ioud services are the future trendrerry Li (2277 6527)
As the focus of the group shifts to cloud servidks, gradual decline in traditional ERPterryli@phillip.com.hk
business growth is likely to happen. The Group etad 60% proportion of Cloud
services to the total revenue in 2020, so if theu@lservices is going well, the reason to

buy still exists, even though the growth of traahtl ERP dropped.
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As the Group keeps spending on R&D in Cloud sesyisach as Cosmic this year,
leading to a loss in Cloud services. The tradiioB®P then serves as an
important role to support the R&D in Cloud servicAs a result, once the growth
of traditional ERP decreased, the net profit wilbadrop.

Earnings forecast

In view of the dropped growth in traditional ERR fbe first half, we lower the
estimated growth of traditional ERP in 2019F/20F 6%/1%. Besides, as the
Group will increase its investment in Cloud sersiceve lifted the estimated
proportion of selling and marketing expenses tenee in 2019F/20F both by 1%
and that of research and development costs to uevier?019F/20F both by 1.5%.
As a result, the expected net profit attributabléhe owner in 2019F/20F dropped
by 20.3%/21.6% respectively.

Figure: Revenue estimate
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Valuation

We adopted sum of the parts valuation by dividimg lbusiness into three parts: 1)
Traditional ERP business (P/E), 2) Cloud busin€3S)( and 3) Investment real
estate business (book valuation). We forecast #mmirggs per share of the
traditional ERP business in 2019F to be RMB 0.H2% lower than the previous
estimate in reflection of the slower growth in first half, with target PE ratio
15x; the revenue of cloud services per share ir820duld be RMB 0.386. We
maintain the target PS ratio to be 13x; for theegtment real estate business, the
book valuation is used, and the valuation per sifRMB 0.55. Finally, a net
cash is RMB 0.46 per share in 2018. A target pofddK$8.90 was derived, 3.4%
lower than previous target price. As the slumptatls price, we upgrade to “Buy”
recommendation, with 27.1% potential upside. (HKRIR 0.88)

Risk

1. Slower-than-expected growth in cloud products

2. The economy of China slows down

3. Cloud ERP may take away the existing customdrdramitional ERP,
particularly SME
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Financials

FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), adj 163.33 62.52 56.51 49.84 66.92 58.23
P/B (X) 532 510 433 371 355 3.37
Dividend Yield (%) N/A N/A  02% 02% 0.1% 0.2%
Per share data (RMB)

EPS, (Basic) 0.038 0.100 0.110 0.125 0.093 0.107
EPS, (Diluted) 0.036 0.097 0.108 0.123 0.091 0.105
DPS (HKD) N/A N/A  0.016 0.011 0.011 0.012
BVPS 117 122 144 168 176 185
Growth & Margins (%)

Growth

Revenue -1.9% 22.8% 23.7% 21.9% 17.2% 24.3%
Operating profit (excluding fair value gains on investment properties) 9.6% -33.6% 50.8% 25.3% -9.1% 14.1%
Net Income (excluding gain/loss from discontinued operations) 8.5% -1.0% 50.4% 26.5%-23.8% 14.9%
Margins

Gross margin 80.9% 81.3% 81.5% 81.7% 81.0% 81.0%
Operati_ng profit margin (excluding fair value gains on investment 214% 115% 14.1% 14.5% 11.2% 10.3%
properties)

Net Profit Margin 14.3% 11.6% 14.0% 14.6% 9.5% 8.8%
Key Ratios

ROE 40% 85% 82% 8.6% 54% 5.9%
Income statement (RMB mn)

Revenue 1517 1,862 2,303 2,809 3,292 4,094
Gross Profit 1,227 1,514 1,876 2,294 2,667 3,316
EBIT 341 249 421 453 370 422
EBT 280 209 378 448 363 417
Net profit (excluding gain/loss from discontinued operations) 217 215 324 409 312 358
Minority Interest (0) 1 14 3) 3 4
Net profit for owners 106 288 310 412 309 355

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.88) is HKDCNY1Y forward contradte on July 10 from Wind.
(Financial figures as at 10 July 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 ormltloge quantitative return bands. We consider iz 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 recwendation

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 exercisgudfjment. The fact
that this publication has been made available @ates neither a recommendation to enter into &iquéar transaction nor a representation that aoglyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts 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 unlessuah sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosiuaé 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 informatimcluding 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 hawy investment banking relationship with the tisterporation 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 listepp@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 Riskdsures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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