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21Q1 result missed expectation, while the structure mix
of new paying merchants optimized

Hong Kong | TMT sector| Company Update

Investment Summary

The company’s 1Q21 result missed market expectation

The company announced its 1Q21 result on May 10, and the result missed market
expectations. The 21Q1 GMV was RMB 23.6 billion (+13.5% YoY), which was lower than
market expectations. The GMV growth in the past few quarters have maintained at a high
level (the average YoY growth rate of GMV in the past four quarters is roughly 75.9% YoY).
Therefore, compared with the past data, the deceleration of the 21Q1 GMV growth was
relatively obvious. The slowdown in GMV growth was mainly due to the drop in GMV from
Kuaishou. The GMV from Kuaishou fell by 43.4% YoY to RMB 4.7 billion. We expect the GMV
growth will resume rapid growth in 21H2. The company’s management maintains their
previous target YoY GMV growth rate of 50% in 2021 and expects that the GMV contribution
from Kuaishou will drop to 10% by the end of 2021 (Kuaishou GMV accounted for 40% of total
GMV in 2020).

In terms of revenue, the company's 21Q1 revenue was RMB 417 million (+11.9% YoY), which
was also below market’s expectation. In terms of breakdown, the subscription solution
revenue was RMB 257 million (+20.7% YoY) and the merchant solution revenue was RMB 157
million (-0.2% YoY). Excluding the transaction fee revenue, the revenue from merchant
solutions increased by over 20% YoY. The revenue from other business was RMB 3.55 million
(+12.4% YoY).

In terms of GP, the 21Q1 GP was RMB 245 million (+15.7% YoY), with GPM at 58.7% (1.9ppts
YoY). The GP from subscription solution was RMB 190 million (+21.1% YoY), with respective
GPM at 73.8% (+0.2ppts YoY). The GP from merchant solution was RMB 55 million (+0.9% YoY),
with respective GPM at 35.1% (+0.4ppts YoY).

In terms of the expenses, the company’s S&M expense in 21Q1 was RMB 209 million (+29.9%
YoY), with respective expense ratio at 50.3% (+7.0ppts YoY). The increase in both S&M
expense and expense ratio was mainly due to the fact that the company has expanded its
direct sales team and established operation service centers in both Wuhan and Nanjing in
21Q1. The newly hired sales team tend to have lower revenue conversion efficiency. The
admin expense in 21Q1 was RMB 71 million (+56.4% YoY), with respective expense ratio at
16.9% (+4.8ppts YoY). The rise in both admin expense and expense ratio was because the
21Q1 admin expense has included one-off expenses such as the related expenses of the take
private and main board listing proposal. The 21Q1 other operating expense was RMB 137
million (+34.7% YoY), with respective expense ratio at 32.7% (+5.5ppts YoY). The increase in
both the expense and expense ratio was due the fact that the company has increased
investment in R&D for Youzan Paa$ platform and other new products.

In terms of profit, the company’s 21Q1 net loss attributable to the parent was approximately
RMB 91 million. The net loss was further increased by 21.7% YoY. The NPM was -21.8% (-1.8
ppts YoY).
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KEY FINANCIALS

CNY mn FY20 FY21E FY22E FY23E
Net Sales 1821 2678 3993 5640
Net income 295 276 -205 -1
EPS -0.018 -0.016 -0.012 -0.000
P/E, x N/A N/A  N/A  N/A
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ROA, Adj (%) 24 23 -16 00
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The structure mix of new paying merchants optimized

The number of new paying merchants in 21Q1 was 7,961 (-43.1% YoY). The main
reason for the YoY decline in the number of new paying merchants was that there were
many small merchants set up online stores through company’s Saa$S products in 20Q1,
due to the pandemic and hence the corresponding base in 21Q1 was high. Further, Q1
is typically the sales offseason. Although the number of new merchants in 21Q1
dropped sharply YoY, the structure mix of new merchants has been significantly
optimized. Among the new paying merchants, the proportion of merchants subscribing
to the high end products was close to 50%. The optimization of the merchant structure
mix will affect positively to the future key operating indicators such as renewal rate,
ACV, ARPU, LTV etc. The number of paying merchants as of the end of 1Q21 was 95,692,
which reflects a decrease of 1.5% comparing to the 97,158 at the end of 20Q4. The
decrease in the number of the paying merchants was mainly due to the loss in Kuaishou
and other small merchants during the period. On the other hand, the company's 21Q1
ACV reached RMB 13,060 (+9.9% QoQ).

The company’s offline commerce SaaS business has been developing well. The number
of paying merchants from Youzan Retail, Youzan Chain, Youzan Beauty and Youzan
Education have all increased QoQ. The number of paying merchants from Youzan Chain,
Youzan Beauty and Youzan Education increased by over 100% YoY respectively.

The launch of new products enriches the company’s product matrix
The company has recently launched a few new products, including Youzan WeCom
Assistant and WowShop.

1) Youzan WeCom Assistant is an individually selling product, that empowers
merchants in customer acquisition, activation and operation. Merchants can
accumulate customer assets in WeCom and drive the activity and conversion rate of
its customers. Youzan WeCom Assistant is usable with Youzan WeiMall, Youzan Retail,
Youzan Chain, Youzan Beauty and Youzan Education. WeCom Assistant is currently the
only office tool that is linked with Wechat, and can solve many of the shortcomings of
operating a business through personal WeChat accounts. At present, the product is
divided into basic version (charging RMB 3,800/year) and professional version
(charging RMB 6,800 year).

2) Wowshop is an all-in-one marketing and store management toolkit focusing on
physical stores in lower-tier cities. It mainly provides store activities function (including
flash sales and special offers to attract customers to physical stores offline) and store
management services (including order and employee’s management). The user
interface of Wowshop is relatively simple, which greatly reduces the threshold for
merchants in low-tier cities to use digital marketing tools. Since the product is
positioned to serve merchants in the lower-tier cities, hence the subscription fee is
relatively low, with an annual subscription fee of RMB 1,888/year.
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Figure 1: the user interface of Wowshop
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Valuation and Investment Thesis

The company’s 1Q21 result missed expectation, but we expect it to gradually picking
up strong growth momentum in 2Q21 and 2H21. Considered that the number of the
paying merchants in 21Q1 was lower than we expected, we trim the company’s
2021/2022/2023 revenue forecast to RMB 2.68/3.99/5.64 billion from RMB
2.81/4.15/5.86 billion. We lower the SaaS and extended services target P/S to 25x and
the transaction and other business P/S to 5x, in order to reflect the current market’s
more cautious view on high valuation companies. We cut our TP to HKD 3.04 (-23%).
We maintain BUY rating. (Market closing price as of 1st June) (exchange rate: RMB
0.85/HKD)

Risk

1) The delay in Youzan Technology listing and take private of China Youzan 2) The
expansion of SaaS customers is worse than expected 3) The increased industry
competition 4) GMV increase less than expected 5) Merchants renewal rate less than
expected
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Financial Statements

Consolidated Statement of Profit or Loss Consolidated Statement of Financial Position
Dec Y/E, RMB mn FY19 FY 20 FY21E FY22E FY23E Dec Y/E, RMB mn FY19 FY 20 FY21E FY22E FY23E
Revenue 1169 1821 2678 3993 5640 Non Current Asset
Gross Profit 593 1082 1596 2440 3513 PPE 61 65 91 129 181
S&M expense -543 -782 -1071 -1517 -2087 ROU assets 205 241 261 283 307
Admin expense -157 -241 -348 -479 -564 Intangible assets 1632 1440 1254 1092 951
Amortisation of 14 -193 -193 -186 -162 -141 Capitalised contract costs 10 24 36 50 68
Other expense -186 -507 -571 -661 -739 Others 2253 2335 2335 2335 2335
Other operating gain/(loss) -179 43 0 0 0 Total Non Current Assets 4161 4105 3978 3889 3843
Operating Profit -1006 -599 -579 -380 -17 Current Asset
Net finance income -12 8 5 5 15 Capitalised contract costs 118 171 201 326 399
Other non-operating gain/(loss) 5 -1 0 0 0 Inventories 2 1 1 1 1
Profit before tax -1012 592 -574 -375 -2 Prepayments 924 806 927 1066 1226
Tax 97 47 47 29 0 Cash and cash equivalents 746 1727 1530 1595 2087
NCI 324 251 252 140 1 Others 4547 5402 5402 5402 5402
Profit for the year -592 -295 -276 -205 -1 Total Current Assets 6337 8108 8123 8301 9116
Total Assets 10499 12212 12101 12280 12959
EPS (RMB) -0.040 -0.018 -0.016 -0.012 0.000
Non Current Liabilities
Contract liabilities 438 56 101 145 211
Lease liabilities 184 223 244 265 289
Others 261 244 244 244 244
Total Non Current Liabilities 493 524 589 658 744
Current Liabilities
Trade payables 4 4 11 11 20
Settlement obligations 5070 5802 5802 5802 5802
Contract liabilities 407 611 955 1410 1957
Others 627 641 641 641 641
Total Current Liabilities 6107 7059 7410 7865 8460
Equity
Share capital 129 145 145 145 145
Reserve 3530 3714 3438 3233 3232
Key Financial Data Non controlling interest 241 771 519 379 378
Dec Y/E FY19 FY 20 FY21E FY22E FY23E Total Equity 3899 4630 4102 3757 3756
Valuation Ratio Total Liabilities and Equity 10499 12212 12101 12280 12959
P/E ratio, x N/A N/A N/A N/A N/A
Per share data (RMB)
EPS -0.040 -0.018 -0.016 -0.012 0.000 Cashflow Statement
Dec Y/E, RMB mn FY19 FY20 FY21E FY22E FY23E
Growth & Margin Profit (loss) before tax -1,012 -592 574 -375 -2
Revenue Growth 99.4% 55.8% 47.1% 49.1% 41.2% Depreciation and amortization 415 473 261 252 245
Operating income growth N/A N/A N/A N/A N/A change in working capital -354 214 232 226 405
Net income Growth N/A N/A N/A N/A N/A Others 331 50 42 24 -15
CFO -616 144 -39 127 637
Gross Profit Margin 50.8% 59.4% 59.6% 61.1% 62.3% Capex -43 -24 -53 -74 -105
Operating profit Margin -86.1% -32.9% -21.6% -9.5% 0.3% Others -5 -50 3 4 6
Net Profit Margin -50.6% -16.2% -10.3% -5.1% 0.0% CFI -52 -74 -50 -70 -99
CFF 954 1,031 -48 -52 -46
Net Change in Cash 285 1,101 -137 5 492
Key Ratios Foreign exchange 31 -96 0 0 0
ROE -15.2% -6.4% -6.7% -5.5% 0.0% cash equivalents for sales 0 0 0 0 0
ROA -5.6% -2.4% -2.3% -1.7% 0.0% Cash at year end 746 1,752 1,590 1,595 2,087

Source: Company, PSHK Estimate

Market closing price as of 1 June
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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 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

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.
© 2021 Phillip Securities (Hong Kong) Limited

Page | 5 | PHILLIPCAPITAL HONGKONG RESEARCH



PPhiIIipCapitaI

UPDATE REPORT

SINGAPORE
Phillip Securities Pte Ltd
250 North Bridge Road, #06-00 Raffles City Tower,
Singapore 179101
Tel : (65) 6533 6001 Fax: (65) 6535 3834
www.phillip.com.sg

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B, JI Jend Sudirman Kav 33A,
Jakarta 10220, Indonesia
Tel (62) 21 5790 0800 Fax: (62) 21 5790 0809
www.phillip.co.id

THAILAND
Phillip Securities (Thailand) Public Co. Ltd.
15th Floor, Vorawat Building, 849 Silom Road,
Silom, Bangrak, Bangkok 10500 Thailand
Tel (66) 2 2268 0999 Fax: (66) 2 2268 0921
www.phillip.co.th

UNITED STATES
Phillip Futures Inc.
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building
Chicago, IL 60604 USA
Tel (1) 312 356 9000 Fax: (1) 312 356 9005

Page | 6 | PHILLIPCAPITAL HONGKONG RESEARCH

Contact Information (Regional Member Companies)

MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3, Megan Avenue I,
No. 12, Jalan Yap Kwan Seng, 50450 Kuala Lumpur
Tel (60) 3 2162 8841 Fax (60) 3 2166 5099
WWW.poems.com.my

CHINA
Phillip Financial Advisory (Shanghai) Co. Ltd.

No 436 Heng Feng Road, Green Tech Tower Unit 604

Shanghai 200 070
Tel (86) 21 5169 9400 Fax: (86) 21 6091 1155
www.phillip.com.cn

FRANCE
King & Shaxson Capital Ltd.
3rd Floor, 35 Rue de la Bienfaisance
75008 Paris France
Tel (33) 14563 3100 Fax : (33) 1 4563 6017
www.kingandshaxson.com

AUSTRALIA
PhillipCapital Australia
Level 10, 330 Collins Street
Melbourne VIC 3000 Australia
Tel: (61) 39618 8238 Fax: (61) 3 9200 2277
www.phillipcapital.com.au

HONG KONG
Phillip Securities (HK) Ltd
11/F United Centre 95 Queensway Hong Kong
Tel (852) 2277 6600 Fax: (852) 2868 5307
www.phillip.com.hk

JAPAN
Phillip Securities Japan, Ltd
4-2 Nihonbashi Kabutocho, Chuo-ku
Tokyo 103-0026
Tel: (81) 33666 2101 Fax: (81) 3 3664 0141
www.phillip.co.jp

INDIA
PhillipCapital (India) Private Limited
No. 1, 18th Floor, Urmi Estate, 95 Ganpatrao Kadam Marg,
Lower Parel West, Mumbai 400013
Tel: (9122) 2300 2999 Fax: (9122) 6667 9955
www.phillipcapital.in

UNITED KINGDOM
King & Shaxson Ltd.
6th Floor, Candlewick House, 120 Cannon Street
London, EC4N 6AS
Tel (44) 20 7929 5300 Fax: (44) 20 7283 6835
www.kingandshaxson.com

SRI LANKA
Asha Phillip Securities Limited
Level 4, Millennium House, 46/58 Navam Mawatha,
Colombo 2, Sri Lanka
Tel: (94) 11 2429 100 Fax: (94) 11 2429 199
www.ashaphillip.net/home.htm



http://www.phillip.com.sg/
http://www.poems.com.my/
http://www.phillip.co.jp/
http://www.phillip.co.id/
http://www.phillip.com.cn/
http://www.phillipcapital.in/
http://www.phillip.co.th/
http://www.kingandshaxson.com/
http://www.kingandshaxson.com/
http://www.phillipcapital.com.au/
http://www.ashaphillip.net/home.htm
http://www.phillip.com.hk/

