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Ming Yuan Cloud Group (0909.HK)

Accelerate digital upgrade of the real estate value chain,
SaaS net income turning from loss to profit

Hong Kong | TMT SaaS | Initial Coverage Research Report

Change in ERP Solutions structure, Increase in the proportion of additional services

The company aims to continue to improve the mid-to-high-end product structure while
increasing the average unit price to catch up with the performance of the leading company
Sunny Optical. In 2020, the company’s shipments of 32 million pixels and above camera
modules accounted for 24.2% of the company’s total shipments (+14.6 ppts yoy). The camera
modules with 10 to 24 million pixels rose steadily, accounting for 47.1% in 2020 (+2.9 ppts
yoy). The proportion of lower-end camera modules with 8 million pixels and below dropped
from 46.2% in 2019 to 28.7% in 2020 (-17.5 ppts yoy). The company’s goal is that by 2021, 32
million pixel and above cameras will account for no less than 30% of shipments. According to
the shipment volume performance in the first half of 2021, the proportion of 32 million pixel
and above cameras accounts for 32% and the goal is expected to achieve.

Achieve profitability in SaaS products

Based on the focuses in the industry chain, the company’s Saa$S products can be classified into
three major categories, namely CRM Cloud for the marketing market, Construction Cloud and
Procurement Cloud for the supply chain market, and Space Cloud for the existing market.
Among them, CRM Cloud is the most mature Saa$S product with a high growing trend. In 2020,
the revenue from CRM Cloud was RMB 669 million (+88.3% yoy) while the revenue of that
was RMB 355 million in 2019. Besides, the growth rate of the company’s other three major
products, Construction Cloud, Procurement Cloud and Space Cloud also maintained rapid
growth. In 2020, the revenue was RMB 137, 27, 38 million respectively (+23.5%, +58.5%,
+44.1% yoy). At the same time, the Saa$S product business turned losses into profits for the
first time, while a net profit of RMB 18.7 million. In 2019, there was a loss of RMB 60.5 million
(+144.7% yoy). In 2018, 2019 and 2020, 92, 96 and 97 of the Top 100 property developers
subscribed for at least one of the Saa$S products.

Accelerating the marketing and service channel expansion to cover lower-tier cities,
Further strengthening in depth cooperation with industry-leading enterprises

The number of cities covered by the company’s market and service network increased from
42 to 70, to provide localized professional services for customers. The company sell and
deliver SaaS products and ERP solutions through company’s direct sales force and a
nationwide network of regional channel partners. The revenue from Saa$S products and ERP
solutions generated through regional channel partners was significant and accounted for
approximately 47% of total revenue in 2020. In 2020, 97 of the Top 100 property developers
subscribed for at least one of the SaaS products and the average amount of cooperation with
the Top 100 property developers increased significantly from RMB 4.7 million in 2019, to RMB
6 million in 2020, fully demonstrating the trust of industry-leading enterprises in the
company’s products and services. Besides, the company provided ERP solutions services for
89 of the Top 100 property developers.

Company valuation

As of August 4, the closing price was HKD 29.0. The company is a SaaS company, and ERP
solutions provide stable revenue and growth. Therefore, we will use the segment valuation
method to evaluate the company’s two businesses separately. Based on the 25x target P/E on
2022 ERP solution net profit and 35x target P/S on 2022 SaaS products revenue which
adopting a higher P/S valuation in the industry, the target price given to the company is HKD
48.90, which corresponds to a P/S of 41.6x/ 29.9x/ 21.2x, corresponding to 2021/ 2022/ 2023.
The company is given an “Buy” rating (first coverage).
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KEY FINANCIALS

CNY mn FY19 FY20E FY21E FY22E
Net Sales 1,264 1,705 2,316 3,219
Net Profit 216 (704) 313 542
EPS, CNY 0.16 (0.48) 0.16  0.28
P/S, x 45.1 314 233 16.8
BVPS, CNY 0.004 0.10 0.11 0.12

Source: Company reports, Phillip Securities Est.
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Company Profile

Ming Yuan Cloud Group was found in 2003 and was listed on the main board of the
Hong Kong Stock Exchange in Sept 2020. The company specialize in providing
enterprise-grade SaaS products (including CRM Cloud, Construction Cloud,
Procurement Cloud and Space Cloud) and ERP solution for property developers and
other industry participants in the real estate value chain in China to help them achieve
delicate and digital operation of their businesses. The company is the no. 1 software
solution provides for property developers in China with a market share of 18.5% in
terms of revenue in 2019, according to Frost & Sullivan. Within this market, the
company is also the no. 1 provider of both ERP solutions and SaaS products in terms of
revenue, with leading market shares of 16.6% and 23.3%, respectively. In 2020, 97 of
the Top 100 property developers subscribed for at least one of the SaaS products.

Figure 1: The company’s revenue in the past four years (RMB million)
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Company Development Process

The company was founded in 2003 with the establishment of one of the principal
subsidiaries, Ming Yuan Cloud Technology. In 2006, the company launched an
integrated suite of ERP solutions for property developers to manage their business
processes across organization. In 2014, the company launched CRM Cloud and
Procurement Cloud; In 2017, the company launched Construction Cloud and Asset
Management Cloud. In 2019, the company launched a new cloud-based version of ERP
solutions for property developers and served nearly 3,000 property developers in 2019,
covering 99 of the Top 100 property developers.

Besides, in March 2011, Ming Yuan Cloud Technology applied for listing of its shares
on the growth enterprise board of the Shenzhen Stock Exchange, but was not
successful pursuant to a decision of the CSRC as the CSRC considered at the relevant
time that 1) majority of its sales were derived from existing customers rather than from
new customers; 2) relatively large amount of its sales revenues were contributed by
small and medium-sized property developers; 3) the procurements of products from
small and medium-sized customers may be adversely affected by the macro-policy
adjustment of the property development industry in the PRC since 2010. The company
view that these issues are no longer applicable and relevant since 2012 due to
developments in the company’s business model and customer base, and the change in
the macro-economic environment in the PRC.
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Subsequently, the company was listed on the NEEQ in June 2015 to obtain an active
and effective corporate financing platform for the company and strengthen corporate
governance in pursuit of long-term business development. Subsequently, in 2019,
having considered that the trading activity and brand awareness on the SME Board
may not be able to meet our expectation. In particular, the company considered that
international investors are relatively more familiar with the Company’s industries,
business, and the SaaS products. In January 2019, the company was delisted from
NEEQ by way of its voluntary application for delisting. After completing the company’s
reorganization, the company will finally be officially listed on the Hong Kong Stock
Exchange in September 2020 to find the identification of the company’s fair value,
while exploring potential overseas expansion opportunities and expanding access to
global investors.

Figure 2: The company’s history
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Industry Analysis

Slow growth in market size of China’s real estate industry

In the past years, the real estate market in China has grown steadily in the past years.
China’s rapid urbanization and rising middle class with increasing demand for housing
have been and are expected to continue serving as the main growth engines of its real
estate industry including its new housing market. The transaction value of new houses
in China had grown from approximately RMB8.7 trillion in 2015 to RMB16.0 trillion in
2019. According to Frost & Sullivan, driven by the increasing urbanization in China and
government support, the real estate market in China is expected to continue growing
as a major driving force to the national economy in the future, with the transaction
value of new houses expected to reach approximately RMB21.6 trillion in 2024, 2021-
2024 CAGR is 8.1%.

Figure 3: The market size of China’s Real Estate Industry by Transaction Value
(RMB mn)
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Driving Forces of China’s Real Estate Industry Chain

The real estate value chain in China involves a variety of participants throughout the
entire property development and asset management cycle, including property
developers, property sales agents, suppliers, asset managers, property operators and
other industry participants along the real estate value chain, in a complex array of
business scenarios. Among these participants, property developers represent the key
driving force for the growth of the entire real estate industry, connecting various other
participants along the value chain. Uniquely positioned to coordinate and allocate
resources throughout the entire value chain, China’s property developers have gained
tremendous influence over other industry participants and have taken the helm of the
industry trends.

Figure 4: China’s Real Estate Industry Chain
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Technological transformation needs of China’s real estate industry

As market competition in China continues to intensify, it has become increasingly
important for property developers to reduce operating costs, improve management
efficiency and transparency, and better manage customer relationships to achieve
sustainable and profitable growth in this highly competitive market with more than
30,000 property developers in 2019. Property developers in China have historically
been underserved by enterprise grade technologies that can streamline and optimizing
their complex business functions and facilitating the gathering and processing of a vast
amount of data and information. Many of these companies have been relying on
manual processes or operating with a variety of disparate and disintegrated systems.
With technological advancements and rising awareness of property developers, the
real estate industry has witnessed an enormous, growing demand for software
solutions that enable digitalized, streamlined, and optimized business operations for
property developers. Apart from property developers, digitalization through adoption
of software solutions also empowers other key participants along the real estate value
chain under a full spectrum of business scenarios, including procurement, construction,
customer relationship management, and property asset management. In 2019, the
market for software solutions to the real estate value chain in China reached
approximately RMB17.0 billion.
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Figure 5: Key Software Application Scenarios along China’s Real Estate Value Chain
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Rapidly growth in software solutions of China’s Real Estate industry

The market for software solutions to the real estate value chain in China had a
penetration rate of 0.10% in 2019, significantly lower than that of 1.55% in the U.S.
market and still lower than other comparable industries in China, such as banking
services and healthcare. The main reason is property developers and other industry
participants have historically been focused on driving rapid business growth by
competing for the tremendous, fast-growing housing demand, which had significantly
outpaced the development of their internal management and technology systems. The
penetration rate of software solutions in China’s real estate industry is expected to
rapidly increase from 0.10% in 2019 to 0.30% in 2024, 2019-2024 CAGR is 24.6%.

Figure 6: China and the US’s industries penetration rates
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The market for software solutions to the real estate value chain in China in terms of
revenue has experienced significant growth in recent years, growing from
approximately RMB7.1 billion in 2015 to RMB17.0 billion in 2019. With the increasing
awareness of digital transformation among property developers and other industry
participants, the advancement in technologies and the growing market acceptance of
SaaS products that serve various application scenarios, the market for software
solutions to the real estate value chain in China in terms of revenue is expected to
continue its rapid growth.

According to Frost & Sullivan, it is expected to reach RMB 65.5 billion in 2024,
representing a CAGR of 31.0% from 2019 to 2024. China’s real estate industry software
solutions are mainly composed of two parts: 1) software solutions for real estate
developers, and 2) software solutions provided to other industry participants (such as
construction contractors and property asset management companies) which has
demonstrated significant potential to grow with a penetration rate of 0.1% in 2019. As
of 2019, there were approximately 90,000 construction contractors and 120,000
property asset management companies in this highly fragmented and rivalrous market.
The expected growth is largely driven by increasing demands for data analytics, supply
chain management, and a variety of complex and data-driven business and operational
scenarios relating to property asset management.

Figure 7: The market size of software solutions to China’s Real Estate Value by
Revenue (2015-2024E)
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Software Solutions to Property Developers in China

Software solutions to property developers enable property developers to optimize
core property-related operations, including sales and marketing, procurement, cost
management, project management, budgeting, and property asset management,
thereby significantly enhancing business results and efficiency. According to Frost &
Sullivan, the market for software solutions to property developers in China in terms of
revenue has achieved significant growth in recent years, growing significantly from
approximately RMB2.4 billion in 2015 to RMB6.6 billion in 2019 at a CAGR of 28.6%.
With the increasing adoption of technology-driven software solutions, we expect the
penetration of software solutions to accelerate, with the market size in terms of
revenue increasing to RMB25.3 billion in 2024, representing a CAGR of 31.0% from
2019 to 2024. The market is relatively concentrated and the main competitors are
Ming Yuan Cloud, Kingdee International and Glodon Company. The CR5 accounts for
about 39.3% of the market share. Ming Yuan Cloud is the absolute leader with 18.5%
of the market share.

Figure 8: The market size of software solutions to property Figure 9: The market shares of software solutions to
developers in China by Revenue (2015-2024E) property developers in China by Revenue in 2019
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Among them, the software solutions to property developers mainly consist of 1) on-
premise enterprise management software and 2) SaaS products. On-premises
enterprise management software includes a universe of software solutions that focus
on streamlining and optimizing internal management of property developers, such as
ERP solutions that integrate multiple core business operations into a unified system
and database, and various other software solutions that are specifically tailored to
standalone business functions such as supply chain management and human capital
management. SaaS products are scenario-tailored products that are designed to help
property developers interact with their customers, suppliers, and other service
providers with a goal to enhance business efficiency and drive long-term growth.
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Figure 10: Characteristics of On-premise Enterprise Management Software and Saa$S
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Source: Frost & Sullivan, Company, PSHK
On-premise Enterprise Management Software includes software licensing,

implementation services, product support services and value-added services. Ongoing
product support plays a key role in ensuring the effective operation of on-premise
enterprise management software. In addition, property developers’ increasing need
for upgrading ad customization call for a variety of value-added services tailored to the
specific needs of customers. As such, product support and value-added services have
been and are expected to continue driving the overall growth of this market. According
to Frost & Sullivan, market sizes of product support and value-added services in terms
of revenue are expected to further reach RMB2.5 billion and RMB3.5 billion in 2024, at
a CAGR of 26.9% and 21.1% from 2019 to 2024, respectively. The total on-premise
enterprise management software CR5 is 40.4%, while Ming Yuan Cloud ranks no. 1 with
16.6% market shares.

Figure 11: The market size of On-premise Enterprise
Management Software in China by Revenue (2015-2024E)

Figure 12: The market shares of On-premise Enterprise
Management Software in China by Revenue in 2019
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Despite rapid historical growth, China’s real estate SaaS products market is still
underdeveloped with significant potential for accelerated growth, as compared to that
of the United States. According to Frost & Sullivan, the U.S. real estate SaaS products
market was 11.0 times of that in China in 2019 in terms of revenue. Therefore, its
Chinese market has huge potential for accelerating growth. The market for real estate
SaaS products in China in terms of revenue had exponentially grown from
approximately RMBO0.3 billion in 2015 to RMB2.1 billion in 2019, representing a CAGR
of 61.5%, and it is expected that the market in terms of revenue will be RMB15.9 billion
in 2024, representing a CAGR of 49.3% from 2019 to 2024. The total Saa$S products CR5
is 39.7%, while Ming Yuan Cloud also ranks no. 1 with 23% market shares.

Figure 13: The market size of Real Estate SaaS Productsin  Figure 14: The market shares of Real Estate SaaS Products
China by Revenue (2015-2024E) in China by Revenue (2015-2024E)
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Frequently promulgated policies for the real estate industry,

Different influence on large, medium-sized real estate companies

In August 2020, the People’s Bank of China and the Ministry of Hosing and Urban-Rural
Development jointly convened a symposium on key real estate companies, proposed
a series of rules for the monitoring and financing of real estate companies’ funds, and
established “three red lines”, including 1) the debt-to-asset ratio after excluding
advance receipts shall not be greater than 70%, 2) the net debt ratio shall not be
greater than 100%, 3) the short-term debt ratio is not less than 1. Besides, according
to the number of “stepping on the line” of the regulatory indicators, corresponding to
the four levels of “red, orange, yellow and green”. If all indicators meet the regulatory
requirements, they will be classified as “green” and the growth rate of interest-bearing
liabilities can reach 15%. The one, two and indicators of “steeping on the line”
correspond to “yellow, orange, green” and the growth rate of interest-bearing
liabilities must not exceed 10%/ 5%/ 0%. In addition, the “centralized land supply”
policy requires key cities to reasonably arrange the timing of bidding, auction and
listing residential land. Two sets of regulation are established, 1) the transfer
announcement shall be issued in a centralized manner, and in principle shall not
exceed 3 times throughout the year, and the interval and the amount of land supply
shall be relatively balanced; 2) centrally organize transfer activities.
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A series of policies launched by the government are mainly aimed at stabilizing land
prices and housing prices and establishing a long-term mechanism for perfecting the
real estate market. They have different impacts on various types of real estate
developers. For example, high-debt real estate developers who are in the “red” and
have always relied on high-leverage models to obtain land and business scale through
financing will be restricted. At the same time, it reduces the profitability of large real
estate companies, which poses greater challenges to capital allocation and operational
capabilities. On the other hand, it is more difficult for small and medium-sized real
estate developers to achieve corner overtaking by leveraging, and sales will slow down.
In the case of poor allocation of funds, SMEs are exposed to greater credit risks.
Therefore, for the entire industry of real estate developers, the first tasks they need to
face are fast sales, high turnover, and increased cash flow to improve corresponding
policies and indicators. Real estate developers are increasingly eager for sophisticated
and digital operations.

Company Competitive Advantage

Ming Yuan Cloud provide 1) Enterprise-grade ERP solutions, focused on streamlining
and optimizing internal management and operations of property developers, and
typically procured by property developers at the group level in accordance with their
IT expenses budget; 2) SaaS products, including CRM Cloud, Construction Cloud,
Procurement Cloud and Space Cloud, help property developers and other real estate
industry participants to optimize their procurement, construction, marketing and sales,
property asset management and other property related operations. Benefitting from
the cloud infrastructure and technology, the company Saa$S products are effectively
integrated with our ERP solutions.

Figure 15: Ming Yuan Cloud Products
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ERP Solutions — Helping Property Developers run the business optimally

The company’s ERP solution assists real estate developers in optimizing operating
efficiency, covering six core businesses, including Operations Management Solution,
Procurement Management Solution, Cost Control Solution, Project Planning Solution,
Expenses Management Solution and Sales Management Solution. They enable
property developers to access and analyze key operational and financial data in real
time, offer insights into daily operations, provide holistic and actionable suggestions,
and connect business functions and the people within them. In 2017, the company
introduced a cloud-based version of the ERP solutions where the solutions are hosted

and delivered through cloud-based infrastructure of their customers.

Figure 16: Six core businesses of ERP solutions
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and improve overall profitability.

Project Provide property developers with a suite of digital tools to manage

Planning project value, stage planning, project execution and coordination,

Solution perform project planning assessment and conduct intelligent data
analysis.

Procurement | Through an effective integration of Procurement Management

Management | Solution and Procurement Cloud, the company enable the

Solution customers to integrate procurement information collected through
both systems to timely adapt procurement plans based on their
complex business needs, distinct features of various geographic
markets and changing market conditions.

Expenses Provide property developers with an effective tool to process, settle

Management | and audit business related expenditures online, allowing them to

Solution prepare accurate budgets, manage expense reimbursements, and

control budget execution to maximize cost efficiency.

Source: Company, PSHK

Implementation services, Product support services and Value-added services

In addition to software licensing, the company offer customers a variety of delivery
and support services to ensure successful implementation and effective operation of
the ERP solution. The customers typically subscribe for implementation services and

one-year product support services when they enter into software licensing agreements.
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Figure 17: The characteristics of Implementation services, Product support services

and Value-added services

Implementation Services

Consist of five stages, namely, project kick-off, service
blueprint design, pilot-phase deployment, online
testing, and full deployment which assist customers to
streamline and expedite the implementation process,
maximizing the value proposition.

Product support

The primary product support services provided to the
customers daily include on-demand technical and

operational consulting, systematic inspection,
troubleshooting, and routine adjustments and
upgrades.

Value-added services

Includes three services, customized system inspection
and troubleshooting, customized configuration, and
development of specific applications, tailored
professional technical advice based on our extensive
expertise and industry know-how and insights

Source: Company, PSHK

Providing smart solutions to diversified real estate industry participants by Saa$

products

The company’s SaaS products include four major cloud service offerings, namely CRM
Cloud, Construction Cloud, Procurement Cloud and Asset Management Cloud, catering
to the diverse needs of property developers, construction materials suppliers and

property asset management companies.

Figure 18: The characteristics of SaaS products

SaaS Products | Key Paying | Key Features and Benefits Fee Models with Paying
Customers Customers
CRM Cloud - Property An innovative digital marketing and site | -  Subscription fees
developers management tool to generate sales leads, during the term of
identify prospective property purchasers, contract
streamline contract execution, and deposit | - Implementation fee
payment, and manage the entire property sales | -  Sales of related
process all within our customers’ property sales smart devices such
offices as smart cameras
Provides property developers with enhanced and PoS terminals
customer acquisition capabilities, increase
customer conversion, monetize customer
traffic, and increase property sales
Construction - Property A comprehensive solution that allows property | -  Subscription  fees
Cloud developers developers to monitor the complex property during the term of
- Certain construction and delivery process online, contract
construction including construction site management, | - Implementation fee
contractors property inspection, construction contract
execution and settlement, and property
handover

Enables property developers to streamline the
entire property construction and delivery
processes and improve management efficiency
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Procurement Property An online platform offering various digital tools Subscription  fees
Cloud developers to enable property developers to manage during the term of
Construction material procurement process contract
materials Allows property developers and construction Fixed fees for other
suppliers materials suppliers and other service vendors value-added
Other service to reduce transaction costs and improve services such as
vendors efficiency and transparency of their offline industry
procurement process events admissions
Management Property A comprehensive solution focused on Subscription  fees
Cloud developers facilitating the management and operations of during the term of
Property commercial and residential rental properties, contract
asset allowing customers to digitalize and streamline Implementation fee
management key property operations functions, such as

companies rental and utility payment, and enabling
customers to track and manage property value
changes and other key financial and operating
information based on a centralized database of
their properties

- Digitalizes property asset information, enables
efficient and cost-effective property
operations, and optimizes property portfolio
management and investment

Source: Company, PSHK

CRM Cloud

CRM Cloud provides property developers with various digitalized tools to improve their
customer acquisition capabilities and optimize the site management of their property
sales offices. It enables property developers to effectively generate sales leads and
identify prospective property purchasers, allows sales representatives of property
developers to interact with third-party sales agents and brokers efficiently, thereby
improving sales performance and streamlining the property sales process with a
superior customer experience and lower transaction costs. It includes three features,
1) Multi-channel digital marketing tools, enables property developers to quickly and
easily establish their own online Al cloud stores and 5G mobile sales offices running on
Weixin/WeChat mini program by using drag-and-drop tools without writing code, 2)
Smart property sales offices and site management, leveraging the company’s big data
analytics and Al technology to improve sales efficiency and results. 3) End-to-end
facilitation of property sales process, serves a wide array of business scenarios in a
property purchase transaction, from first-time sales office visits to confirming property
purchases and paying deposits, from property inspections to contract executions.

In 2018, 2019 and 2020, a total number of approximately 1,700, 2,400 and 4,200 paying
end group customers subscribed for CRM Cloud, respectively. The number of property
sales offices across China equipped with CRM Cloud was approximately 5,900, 8,700
and 15,000 in 2018, 2019 and 2020, respectively. The annual customer account
retention rate for CRM Cloud was approximately 93%, 96% and 90% in 2018, 2019 and
2020, respectively.
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Figure 19: The features of CRM Cloud

Key Features Key Modules
Cr== +
Smart sales offices and site
management

End-to-end facilitation of property sales process

Source: Company, PSHK

Construction Cloud

Construction Cloud offers property developers a comprehensive suite of digitalized
solutions to manage the entire property construction and delivery process, allowing
them to enhance operating efficiency and quality control and reduce costs and
associated risks. It has three main features, 1) Property construction, focuses on the
key elements of the property construction process, including progress planning,
process management, materials management, and measuring. 2) Property inspection
and delivery, through our mobile app and Weixin/WeChat mini program, property
developers, construction contractors, and property owners have real-time access to
the latest status of property inspection, defect rectification, and property handover
process. 3) Cost management, improve the operational efficiency of property
construction and delivery process with online contract execution, payment, and
settlement services, which allows property developers to monitor and manage costs
in real time.

In 2018, 2019 and 2020, approximately 300, 400 and 800 paying end group customers
subscribed for Construction Cloud, respectively. The numbers of construction sites
equipped with Construction Cloud in China were approximately 1,100, 2,100 and 4,100
in 2018, 2019 and 2020, respectively. The total annual customer account retention rate
for quality inspection and customer service products of Construction Cloud was 85% in
2020.

Figure 20: The features of Construction Cloud

Key Features Parties Involved Areas of Collaborations

————————————————————————————

Property developers Cost

Construction contractors

D
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Construction design

Site supervisors Raw material supplies

<
z
S

construction process

Property purchasers

Source: Company, PSHK
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Procurement Cloud

Procurement Cloud is a procurement and supply chain management platform that
connects property developers and construction materials suppliers and other service
vendors and allow both parties to reduce transaction costs and improve the efficiency
and transparency of the material procurement process in connection with property
development. It has mainly two features, 1) online procurement platform for property
developers, providing a massive and dynamic database capable of intelligently
connecting the relevant suppliers with procurement requests of our property
developer customers. 2) Online marketing platform for suppliers, allowing suppliers to
optimize marketing efforts and effectively participate in online bidding process.

Figure 21: The features of Procurement Cloud
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Source: Company, PSHK

Asset Management Cloud

Asset Management Cloud provides property developers, property asset management
companies and property management companies with various tools to streamline and
optimize real estate management process and improve operational efficiency and
reduce costs through digital management of various property assets across different
geographic locations. It has three features, 1) Asset optimization, covering a full
spectrum of business functions and processes through the entire life cycle of a variety
of residential or commercial property assets, including property investment, financing,
construction, management, and disposition. 2) Lease management, providing mobile-
friendly digital tools for customers to manage lease execution, renewal, and
termination, as well as rental payment and billing, enabling them to optimize their
rental and pricing strategies and maximize investment returns. 3) Property operations,
focusing on three core business scenarios, property on-site management, customer
services and payment and billing management, which have traditionally been carried
out manually or through a combination of software products of various vendors.

Figure 22: The features of Asset Management Cloud
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Source: Company, PSHK
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PaasS Plat — Skyline Open Platform

In November 2020, the company launched Skyline Open Platform, a powerful
enterprise-grade PaaS platform. With a focus on the five major independent
capabilities of “agile development, full-area integration, process driven, data insight
and technological innovation”. Skyline Open Platform provides more than 10 core
capability areas, including “modeling platform, mobile platform, BPM process platform,
data analysis platform, big data management platform, integrated and open platform,
AloT platform etc., implementation and management of applications.

Compared with the traditional application platform, Skyline Open Platform supports
users in fully developing “user interface, business logic, process services and data
services” through “no-code and low-code” methods and improves productivity
through cross-platform portability for users. The company can develop high-quality
Saa$S products and update products in a short period of time to cater to changing
customer needs and technological innovation. On the other hand, the company can
also open up the functions of the Skyline Open platform to customer’s IT teams, third-
party real estate developers, and business partners to encourage customers to provide
innovative application and enrich the company’s product features and technology
ecosystem.

Figure 23: Skyline Open Platform 13 core capability areas
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Source: Company, PSHK

Operating Condition

In 2020, the outbreak of COVID-19 had a great impact on the upstream and
downstream industries of the real estate value chain, which has also brought about
greater innovations in the industry. In 2020, the company’s total revenue was RMB 1.7
billion (+34.9% yoy), and the company reported a net loss of approximately RMB 668.2
million, compared to the profit of approximately RMB 231.6 million for the year 2019.
Besides, the company reported the adjusted net income was RMB 383 miillion (+62.2%
yoy), which included net losses upon financial liabilities at FYPL transferred to equity
RMB 989 million.
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The company’s current products are mainly divided into ERP solutions and Saa$
products, accounting for 49% and 51% of revenue in 2020, respectively. In 2020, the
total revenue of SaaS products accounted for the first time higher than that of ERP
solutions. In 2018/ 2019, they accounted for 64% and 36%/ 60% and 40% respectively.
In 2020, the company’s revenue from ERP solutions was RMB 834 million (+10.6% yoy)
and 2018/ 2019 accounted for RMB 754/ 584 million. In addition, in 2020, the
company’s revenue from Saa$S products is RMB 871 million (+70.9% yoy). The revenue
of SaaS products surpassed the revenue of ERP solutions for the first time and the
growth trend of Saa$S products is obvious. At the same time, the Saa$S product business
turned losses into profits for the first time, while a net profit of RMB 18.7 million. In
2019, there was a loss of RMB 60.5 million (+144.7% yoy).

Figure 24: Revenue (RMB mn) and revenue growth (%) Figure 25: The proportion of revenue (%)
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Source: Company, PSHK Source: Company, PSHK

Change in ERP Solutions structure, Increase in the proportion of additional services
The company’s ERP solution revenue is mainly divided into four parts, software
licensing, implementation services, product support and value-added services. In 2020,
the revenue will be RMB 250/ 103/ 138/ 344 million respectively. Due to the impact of
the epidemic, the decision-making cycle of end customers for the new purchase and
upgrade of software products and the demand for value-added services was
postponed, which resulted in a slowdown in the growth rate of revenues from product
sales and value-added services in 2020. On the other hand, the company began to
outsource a portion of the value-added services and product support services to third-
party software service providers. Such services mainly include routine and standard
software development and product maintenance services which it is more cost-
effective to be performed by experienced third-part service providers. Therefore,
value-added services and product support services have a high growth.

From the perspective of the trend of the proportion of ERP solutions, the company’s
proportion in software licensing and implementation services continues to decline,
from 39% and 17% in 2017, to 30% and 12% in 2020 respectively. On the contrary, the
proportion of product support and value-added services has continued to rise, from
14% and 29% in 2017 to 17% and 41% in 2020, respectively.

In terms of gross profit, the gross profit of ERP solutions in 2020 is RMB 581 million
(+10% yoy) and the gross profit margin remains at around 70% for a long time,
compared with 69.7% in 2020 (-0.5 ppts). There is a slight downward trend in gross
profit margin, and the main increased costs are outsourcing expenses and the cost of
inventories sold.
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Figure 26: ERP Solutions revenue (RMB mn) Figure 27: The proportion of ERP Solutions revenue (%)
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Achieve profitability in SaaS products

Based on the focuses in the industry chain, the company’s SaaS products can be
classified into three major categories, namely CRM Cloud for the marketing market,
Construction Cloud and Procurement Cloud for the supply chain market, and Space
Cloud for the existing market. Among them, CRM Cloud is the most mature SaaS
product with a high growing trend. In 2020, the revenue from CRM Cloud was RMB 669
million (+88.3% yoy) while the revenue of that was RMB 355 million in 2019. Besides,
the growth rate of the company’s other three major products, Construction Cloud,
Procurement Cloud and Space Cloud also maintained rapid growth. In 2020, the
revenue was RMB 137, 27, 38 million respectively (+23.5%, +58.5%, +44.1% yoy). At
the same time, the SaaS product business turned losses into profits for the first time,
while a net profit of RMB 18.7 million. In 2019, there was a loss of RMB 60.5 million
(+144.7% yoy). In 2018, 2019 and 2020, 92, 96 and 97 of the Top 100 property
developers subscribed for at least one of the SaaS products.

From the perspective of the proportion of SaaS products, CRM Cloud is a major source
of revenue for the company, accounting for 77% of the company’s total revenue from
Saa$ products (+7 ppts yoy). CRM Cloud continued to increase market penetration and
customer unit prices, and launched a new version of the Handheld Sales Office which
integrates various application scenarios including online dissemination, digital
exhibition hall, VR showing and online property launch, so as to promote the efficient
interaction among home buyers, property consultants, third-party sales agents and
brokers, greatly improve the experience of home buyers, and the customer acquisition
ability and transaction conversion efficiency of property developers, and effectively
help property developers reduce their marketing transaction costs significantly. In
2020, a total number of approximately 4,200 paying end group customers subscribed
for CRM Cloud, respectively.

In term of gross profit, the gross profit was 758 million in 2020 (+63% yoy), but the
gross profit has a little decline from 91.2% in 2019 to 87.1% in 2020 (-4.1 ppts yoy),
mainly because with regard to the CRM Cloud products, the company increased their
investment in the integration of hardware and software, based on the demand at the
sales site, and intelligent hardware was used more and more widely, while the gross
profit margin of intelligent hardware sales was comparatively lower.
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Figure 28: Saa$S products revenue (RMB mn) Figure 29: The proportion of SaaS products revenue (%)
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Selling and Marketing Expenses

The company’s operating costs mainly include selling and marketing expenses, general
and administrative expenses, research and development expenses. Among them,
selling and marketing expenses will reach RMB 590 million in 2020 (+33.8% yoy). The
expense ratio is maintained at approximately 35% of total revenue. The increase in
selling and marketing expenses was mainly due to the increase in dealer commission
expenses arising out of the increase in revenues from Saa$S products, and the increase
in employee benefit expenses of the sales team. For the general and administrative
expenses, and research and development expenses, the proportion of that to the total
revenue are 12% and 21% which accounts for the expenses 208 million and 356 million
respectively (+12% and +24% yoy).

Figure 30: Operating costs (%)
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Accelerating the marketing and service channel expansion to cover lower-tier cities,
Further strengthening in depth cooperation with industry-leading enterprises

The number of cities covered by the company’s market and service network increased
from 42 to 70, to provide localized professional services for customers. The company
sell and deliver SaaS products and ERP solutions through company’s direct sales force
and a nationwide network of regional channel partners. The revenue from Saa$S
products and ERP solutions generated through regional channel partners was
significant and accounted for approximately 47% of total revenue in 2020. In 2020, 97
of the Top 100 property developers subscribed for at least one of the SaaS products
and the average amount of cooperation with the Top 100 property developers
increased significantly from RMB 4.7 million in 2019, to RMB 6 million in 2020, fully
demonstrating the trust of industry-leading enterprises in the company’s products and
services. Besides, the company provided ERP solutions services for 89 of the Top 100
property developers.

Financial forecast

The company’s ERP solution revenue is mainly divided into four parts, software
licensing, implementation services, product support and value-added services. The
company provided ERP solutions services for 89 of the Top 100 property developers
which the penetration rate of ERP products in leading real estate companies has been
relatively high. It is expected that the sinking market will continue to be explored in
the future. With the increasing penetration rate in the future, the product support
services are expected to grow faster. We expected the company’s overall year-on-year
growth rate in ERP solutions in 2021/ 2022/ 2023 to be 18%/ 15%/ 13%, respectively.

In terms of SaaS products, they include 1) CRM Cloud, 2) Construction Cloud, 3)
Procurement Cloud and 4) Space Cloud. CRM Cloud has always been the company’s
main source of revenue for its SaaS products. It is expected that as the company
continues to increase its penetration rate, the number of property sales offices across
China equipped with CRM Cloud continues to increase, and the company’s revenue will
increase by 52.5% yoy in 2021. The growth logic of Construction Cloud is similar to that
of CRM Cloud that the growth rate of the number of construction sites equipped with
Construction Cloud in China is expected to remain strong, and the revenue will increase
by about 53% yoy. The Procurement Cloud currently has the lowest revenue base, and
it is expected that under the continuation of the epidemic, Procurement Cloud
provides real estate developers with online tools to assist them in completing online
supplier sourcing, matching negotiations, bidding, and procurement, etc. Its revenue
is expected to increase by 65% yoy in 2021. Space Cloud comprises two sub-product
lines, among which Asset Management Cloud focuses on the field of asset
management, providing various forms of online asset management digitization
solutions for asset owners. On March 2021, the company has acquired Woxiang
Technology (JKZF}Y), an internet+ commercial real estate digital solution provider.
It is expected that the company will accelerate its transformation in commercial real
estate. At the same time, it maintains the development of Cloud Asset Management
and Cloud Property Management in the sub-product line. The company’s cloud space
revenue in 2021 is expected to grow by about 50% yoy. On the whole , SaaS products
are expected to grow rapidly, and the proportion of SaaS products in total revenue will
continue to increase. In 2021/ 2022/ 2023, the proportion of SaaS products will be
expected to be 58%/ 65%/ 72%.

We expected that in 2021/ 2022/ 2023, the company’s total revenue will be RMB 2.32/
3.22/ 4.54 billion, the revenue of ERP solution are RMB 984/ 1,132/ 1,279 million and
SaaS products are RMB 1,332/ 2,087/ 3,263 million respectively. The company’s
attributable profit is expected to be RMB 313/ 519/ 894 million, and the EPS are RMB
0.16/0.28/ 0.48.
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Revenue (RMB mn) 2017 2018 2019 2020  2021E  2022E  2023E
EPS Solutions 400 584 754 834 984 1,132 1,279

SaaS Products 179 329 510 871 1,332 2,087 3,263

Total 580 913 1,264 1,705 2,316 3,219 4,542

CRM Cloud 2,017 2,018 2,019 2,020 2021E 2022E 2023E

Revenue (RMB mn) 122 226 355 669 1,020 1,591 2,451

yoy(%) 86% 57% 88% 53% 56% 54%
Total number of property sales office across China 30,000

Property sales offices equipped CRM Cloud 3,300 5,900 8,700 15,000 18,750 22,500 24,750

yoy(%) 79% 47% 2% 25% 20% 10%
Penetration Rate (%) 11% 20% 29% 50% 63% 75% 83%
ARPU (RMB mn) 0.0369  0.0384  0.0408  0.0446  0.0544  0.0707  0.0990

yoy(%) 4% 6% 9% 22% 30% 40%
Construction Cloud 2,017 2,018 2,019 2,020 2021E 2022E 2023E

Revenue (RMB mn) 42 74 111 138 210 340 571

yoy(%) 74% 51% 24% 53% 62% 68%
Total number of construction sites across China 80,000

Number of construction sites equipped with Construction Cloud 400 1,100 2,100 4,100 7,380 12,546 20,074

yoy(%) 175% 91% 95% 80% 70% 60%
Penetration Rate (%) 0.50% 1.38% 2.63% 5.13% 9.23% 15.68%  25.09%
ARPU (RMB mn) 0.1061  0.0670  0.0530  0.0335  0.0285  0.0271  0.0284

yoy (%) -37% 21% -37% -15% 5% 5%
Procurement Cloud 2,017 2,018 2,019 2,020 2021E 2022E 2023E

Revenue (RMB mn) 7 11 17 27 44 70 112

yoy(%) 52% 51% 59% 65% 60% 60%
Space Cloud 2,017 2,018 2,019 2,020 2021E 2022E 2023E

Revenue (RMB mn) 8.1 18.1 26.5 38.2 574 86.0 129.1

yoy(%) 123% 47% 44% 50% 50% 50%
Company valuation

As of July 16, the closing price was HKD 29.0. The company is a SaaS company, and ERP
solutions provide stable revenue and growth. Therefore, we will use the segment
valuation method to evaluate the company’s two businesses separately. Based on the
25x target P/E on 2022 ERP solution net profit and 35x target P/S on 2022 SaaS
products revenue which adopting a higher P/S valuation in the industry, the target
price given to the company is HKD 48.92, which corresponds to a P/S of 41.6x/ 29.9x/
21.2x, corresponding to 2021/ 2022/ 2023. The company is given an “Buy” rating (first

coverage).
SOTP Valuation  2022E (HKD mn)
Revenue  Net Profit Multiple  (x) Value (HKD mn) Value per share (HKD) Proportion(%)
ERP Solutions 415 PE 25 10366 5.3 10.8%
Saa$ Products 2,456 PS 35 85944 437 89.2%
48.9
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Source: Wind, PSHK
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Peer Comparison

P/S

TT™ 2021 2022 2023
(Base Curren 'mn HKD)

Company Ticker CMP Mkt Cap.

Kingdee Int. 0268.HK 25.6 88,841 17.6x 17.8x 14.1x 11.2x
Glodon CO 002410.52 79.8 94,704 18.1x 15.7x 12.9x 10.7x
Yonyou Network 600588.SH 49.8 162,865 17.2x 13.3x 10.2x 7.9x
Mean 17.8x 15.6x 12.4x 9.9x
Median 17.8x 15.7x 12.9x 10.7x

Current Price as of: August 4
Source: Bloomberg, PSHK

Risk factors
1) Market competition in SaaS product
2) The market has lowered the overall valuation premium of the SaaS industry
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Financial

Consolidated Statement of Profit or Loss

Consolidated Statement of Financial Position

Dec Y/E, RMB mn FY19 FY20 FY21E FY22E FY23E Dec Y/E, RMB mn FY19 FY20 FY21E FY22E FY23E
Revenue 1,264 1,705 2,316 3,219 4,542 Non Current Asset
COGS (269) (366) (440) (590) (757) PPE 118 150 173 207 243
Gross Profit 995 1,340 1,875 2,629 3,785 Right-of-use assets 51 63 71 88 104
S&D expense (441) (590) (787) (1,062) (1,408) Intangible assets 2 3 3 3 3
Admin. expense (108) (208) (240) (305) (410) Others 75 46 46 46 46
R&D expense (286) (356) (504) (686) (978) Total Non Current Assets 246 262 294 344 396
Other gains and losses 85 141 - - - Current Asset
Operating Profit 244 326 344 575 989 Inventory 0.3 0.4 1 1 1
Finance costs (2) 12 5 7 10 Trade and other receivables 21 30 39 57 78
Net losses upon financial - (989) - - - Bank balance and cash 732 4,759 5,249 6,094 7,369
Profit before tax 242 (650) 349 582 999 Others 235 2,420 2,420 2,420 2,420
Income tax (11) (18) (17) (29) (50) Total Current Assets 988 7,210 7,709 8,572 9,868
Profit for the year 232 (668) 331 553 949 Total Assets 1,235 7,472 8,003 8,916 10,264
Non-controlling interests (15) (36) (18) (12) (10) Non Current Liabilities
Net profit 216 (704) 313 542 939 Contract liabilities 18 25 25 25 25
Lease liabilities 29 34 34 34 34
Deferred income tax liabiliti 2 0 0 0 0
Total Non-current Liabiliti 49 59 59 59 59
Current Liabilities
Trade payables 24 43 23 75 44
Contract liabilities 378 549 769 1,076 1,506
Key Financial Data Others 513 252 252 252 252
Dec Y/E FY19 FY20 FY21E FY22E FY23E Total Current Liabilities 915 843 1,043 1,403 1,802
Valuation Ratio Equity
P/S ratio, x 45.1 314 233 16.8 11.9 Reserves 266 6,539 6,852 7,394 8,333
Non-controlling interests 4 31 49 60 70
Per share data (RMB) Total equity 271 6,570 6,901 7,454 8,403
EPS 0.16 -0.48 0.16 0.28 0.48 Total Liabilities and Equity 1,235 7,472 8,003 8,916 10,264
BVPS 0.004 0.103 0.109 0.117 0.132
Consolidated Statement of Cash Flow
Growth & Margin Dec Y/E, RMB mn FY19 FY20 FY21E FY22E FY23E
Growth CFO 339 406 550 925 1,363
Revenue Growth 38% 35% 36% 39% 41% Interrest received 0.2 10 (5) (7) (10)
Gross Profit Growth 35% 35% 40% 40% 44% Income taxes paid (12) (33) (17) (29) (50)
Operating Profit Growth 35% 34% 5% 67% 72% Cash generated from operat 350 429 573 961 1,423
Net Profit Growth 37.7% 72.8%  73.3% CFI (83)  (2,051) (65) (87) (98)
Margin Capital expense (18) (46) (65) (87) (98)
Gross Profit Margin 79% 79% 81% 82% 83% Others (65) (2,006) - - -
Operating Profit Margin 19% 19% 15% 18% 22% CFF 30 5889 5 7 10
Net Profit Margin 17% 14% 17% 21% Interest paid (2) (2) 5 7 10
Dividends paid - (5) - - -
Key Ratios Total bond issurance - - - - -
ROE 76.1% -20.6% 4.7% 7.5% 11.8% Others 31 5,896 - - -
ROA 21.4% -16.2% 4.1% 6.4% 9.8% Net Change in Cash 286 4243 490 845 1275
Foreign exchange (1.4) (216.3) - - -
Cash and CE at Y/E 732 4,759 5,249 6,094 7,369

Current Price as of: August 4

Source: PSHK Est.
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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

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
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