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China Software & IT Services
Software localization to benefit China ERP

We think ERP is relatively ready for localization than other industrial software
such as EDA/ CAD. China ERP is still in the painful earnings distortion phase with
SaaS migration. However, the benefits with enhancing earnings visibility and
improving cash flow in the longer term will drive share price re-rating. We like
Kingdee for its early mover advantage in SaaS ERP and higher subscription
revenue contribution. Initiate coverage on Kingdee (BUY) and Yonyou (HOLD).

China ERP to grow steadily as China calls for IT infrastructure
localization. China calls for accelerating domestic substitution along the IT
infrastructure supply chain to reduce US technology reliance. We think China
ERP is relatively mature than other industrial software (e.g. EDA/ CAD) for
localization, given that China began ERP development and adoption in the
1990s. In 2020, SAP/ Oracle/ IBM still accounted for 61% of China large-
enterprise  ERP market. We believe software localization brings new
opportunities for domestic ERP companies.

ERP SaasS transformation takes time. ERP system integrates all functional
units of an enterprise. The complexity makes it difficult for SaaS migration,
compared to vertical-specific, tool-based software. We observed that even
after 9 years of cloud transformation, SAP’s subscription model only
accounted for 30% of revenue (vs. Adobe at 78%). We believe China ERP is
still undergoing the painful earnings distortion phase with SaaS migration.
However, enhancing earnings visibility and improving cash flow will drive
share price re-rating, as we observed from US SaaS.

A good time to compare Kingdee vs. Yonyou cloud performance. We
think it is a good time now to compare the cloud transition performance among
domestic ERP leaders — Kingdee, Yonyou and Inspur as each of them has
accumulated 3 years of SaaS data. Kingdee launched first cloud-native
platform Cloud Galaxy in 2014 while Yonyou/ Inspur are late joiners in 2019.
We like Kingdee most given its strong footprint in medium-sized enterprise
market where customers have higher acceptance level to standardized SaaS/
subscription model. ARR accounted for 38% of Kingdee FY21 revenue, vs.
18% for Yonyou, although Yonyou reported a 2x larger cloud revenue.

Prefer Kingdee (BUY) over Yonyou (HOLD). We like Kingdee for its early
mover advantage in SaaS ERP and that domestic substitution has helped the
company penetrate into large corporates such as Huawei, Venke, China
Merchants Group. Meanwhile, it will be difficult for Yonyou, who launched first
cloud-native platform 5 years later than Kingdee, to gain share in the medium-
sized enterprise market. We expect Kingdee/ Yonyou to deliver 20%/ 18%
revenue CAGR and GPM to improve by +1.5pcts/ 0.3pcts in FY21-24E mainly
on higher subscription revenue. Key catalyst includes government launching
supportive measures related to “Xinchuang” implementation.

China enterprise SaaS valuation table
Mkt Cap  Price TP

EV/sales FCF margin Sales CAGR

Company Ticker  Rating (US$mn) (LC) (LC) FY22E FY22E FY21-24E
Kingdee 268 HK BUY 5,886 13.30 18.31 7.4 0% 20%
Yonyou 600588 CH HOLD 9,215 18.06 19.58 5.7 -2% 18%
Glodon 002410 CH BUY 8,062 45.59 72.03 7.7 16% 19%
MYC 909 HK HOLD 2,262 9.02 11.22 4.2 11% 13%
Kingsoft Office 688111 CH NR 13,711 200.20 N/A 20.0 32% 31%

Average 9.0 11% 20%

Source: Bloomberg, Company data, CMBIGM estimates
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Investment Thesis

China ERP is relatively ready for localization...

According to 14" Five-Year Plan, China software and IT services industry size will increase
at 11.4% CAGR in 2021 — 2025 reaching RMB14tn, driven by IT infrastructure localization
(known as “Xinchuang” initiative), enterprise digitalization and cloudification, in our view.
We believe China ERP is relatively mature than other industrial software for localization,
given that China began ERP development and adoption in the 1990s (SAP entered China
market in 1995, Yonyou launched first ERP in 1998, Kingdee in 1999). In 2020, Yonyou,
SAP and Kingdee are the top 3 players in China ERP with 61% share.

..but SaaS transformation takes time

Compared to vertical-specific, tool-based software, ERP system cloud migration process
is lengthy and more complicated. Highly-customized legacy ERP, complexity of integrating
multiple business functional units and cloud security concerns are the key hurdles to SaaS
migration. For instance, even after 9 years of transformation, SAP subscription revenue
only accounted for 30% of revenue while Adobe achieved 78% in the same time frame.
Despite multiple years of profitability distortion, SaaS migration is still necessary and
beneficial to software companies given enhancing earnings visibility as well as share price
re-rating. We observed that for SaaS with subscription revenue contribution below 40%,
stocks are trading at 4-8x 12M EV/sales. However, for SaaS with >80% of subscription
revenue contribution, valuations range between 6-12x.

The long-standing debate: Kingdee vs. Yonyou

We think it is a good time now to compare the cloud transition performance among the
domestic ERP leaders (Kingdee, Yonyou and Inspur) as each of them has accumulated 3
years of SaaS data. Kingdee is the early mover in cloud (launched cloud-native platform
Cloud Galaxy in 2014), compared to Yonyou and Inspur International which launched
cloud-native products in 2019. We like Kingdee most as it has strong footprint in medium-
sized enterprise market where customers have higher acceptance level to standardized
Saa$S/ subscription model. We observed that ARR accounted for 38% of Kingdee’s FY21
revenue, compared to 18% for Yonyou, although Yonyou reported a 2x larger cloud
revenue. This implies Yonyou cloud customers, mostly large enterprises (70% of FY21
cloud revenue), are less willing to accept the subscription model. Although operating
leverage is unclear yet for all three companies, Kingdee’s operating cash flow improvement
from increasing subscription revenue is significant.

Initiate on Kingdee (BUY) and Yonyou (HOLD)

Kingdee (268 HK, BUY, TP HK$18.31). Kingdee is the largest enterprise application SaaS
vendor in China with 5.8% market share in 1H20, according to IDC. We like Kingdee for its
continuous Saas transition in SME market while new opportunity in large enterprise market
is emerging with domestic substitution trend. We expect Kingdee to deliver 20% revenue
CAGR in FY21-24E reaching RMB7,207mn in FY24E. Initiate at BUY with target price of
HK$18.31, based on 8.3x FY23E EV/sales (in-line with global horizontal SaaS peers).

Yonyou (600588 CH, HOLD, TP RMB19.58). Yonyou is the largest ERP in China but a
late comer in cloud. Its first cloud-native platform YonSuite was only launched in 2019,
compared to Kingdee’s Galaxy in 2014. We believe it is more difficult for large enterprises
to accept standardized/ SaaS model. Meanwhile, competition in the medium-sized market
is intense with Kingdee being a strong competitor. We expect Yonyou to deliver 18%/ 21%
revenue/ net profit CAGR in FY21-24E. Initiate at HOLD with target price of RMB19.58,
based on 5.0x FY23E EV/sales.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Focus Charts

Figure 1. China ERP to benefit from software
localization demand

Figure 2: Harder for ERP to undergo SaaS migration
compared to vertical-specific tool-based software

China ERP market share (2020)
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Figure 3: Yonyou cloud revenue is 2x larger than
Kingdee but ARR is similar in FY21...

Source: Company data, CMBIGM *Kingdee/ Yonyou is defined as
ARR/ revenue as part of their cloud revenue are charged in license
model

Figure 4: implying fewer customers are charged on
subscription/ recurring model for Yonyou
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Figure 5: Kingdee launched first cloud-native

product 5 years earlier than Yonyou
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Figure 6: Horizontal SaaS EV/sales vs. subscription
revenue contribution
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Ample room for domestic ERP growth

China calls for building a digital economy in the 14" Five-Year Plan (2021 — 2025).
Software and IT services industry size is expected to increase at 11.4% CAGR,
reaching RMB14tn in 2025. We expect China ERP market to be growing at 10-15%
YoY in the coming 3 years, driven by enterprise digitalization and IT infrastructure
localization trend. We think China ERP is relatively mature for domestic substitution
compared to other industrial software. We believe Kingdee and Yonyou will gain
share from foreign vendors SAP/ Oracle, especially in the large enterprise segment.

China ERP market growing at 10-15% YoY annually

ERP (Enterprise Resource Planning) is a software system that an enterprise uses to
integrate all functional units such as accounting, procurement, project management, risk
management and compliance, and supply chain operations, based on common databases.
Organizations use ERP to collect, store, manage, report and interpret data from their

various business activities.

According to Qianzhan, China ERP market grew at 13% CAGR from RMB20.9bn in 2016
to RMB34.6bn in 2020. We believe China ERP market will still be growing at 10-15% YoY
in the coming 3 years, mainly driven by accelerated digital transformation. In terms of end
market, China ERP is largely driven by manufacturing sector today, accounting for 41% of

the market as of 2020.

Figure 7: Components of ERP system

Figure 8: China ERP market size
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Figure 9: China ERP market by sector (2020)

Source: Qianzhan, CMBIGM

Figure 10: China manufacturing sector IT spending
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China calls for building a digital economy in 14" Five-Year Plan

In early 2022, the State Council has unveiled the 14 Five-Year Plan (2021-2025) on digital
economy development. According to the Plan, China aims to raise core digital economy’s
share of GDP from 7.8% in 2020 to 10% by 2025 and that software & IT services industry
scale should increase from RMB8.16tn in 2020 to RMB14tn in 2025 (11.4% CAGR).

Figure 11: China 14" Five-Year Plan key targets on digital economy

Targets 2020 2025E CAGR
Core digital economy share of GDP 7.8% 10% n.a.
IPv6 active user (mn) 460 800 11.7%
Households connected to broadband with at least 1 Gbps speed (mn) 6.4 60 56.5%
Software & IT Services industry scale (RMB tn) 8.16 14 11.4%
Industrial internet platform penetration 14.7% 45% n.a.
National online retail sales (RMB tn) 11.76 17 7.6%
E-commerce transaction size (RMB tn) 37.21 46 4.3%
Real name users under online government service platform 400 800  14.9%

Source: Chinese Institute of Electronics, CMBIGM

Government encourages SOEs to accelerate ERP adoption

Echoing with the State Council’s digital economy development plan, the State-owned
Assets Supervision and Administration Commission (SASAC) encourages SOEs to
accelerate ERP adoption in order to enhance capital/ cost management and operating
efficiency. We believe that SOEs undergoing digitalization will be a key driving force in
China ERP in the coming five years

On 2 Mar 2022, the SASAC issued the “Guiding opinion on accelerating the building of
world-class financial management systems for SOEs” (3Tt gt b e g 5t F— i it
TR & 138 S ). According to the Opinion, financial management capabilities of
SOEs should reach a higher level in 5 years. In 10-15 years, most of the SOEs should have
built a well-established financial management system that is comparable with world-class
enterprises. A group of SOEs financial management level should rank tier-1 worldwide.
Specifically, the adoption of a more sophisticated financial management system should
help SOEs strengthen 1) auditing and compliance, 2) capital management, 3) cost control,
4) tax management and 5) operating efficiency.

Software localization provides opportunities for domestic ERP

Compared to other industrial software such as EDA (Electronic Design Automation) for chip
design or CAD (Computer-Aided Design software) for architectural design, we think ERP
is relatively ready for domestic substitution given years of development. The call for IT
infrastructure localization has created opportunities for Yonyou and Kingdee to gain share
from foreign peers including SAP and Oracle, especially in the large enterprise/ high-end
market.

ERP is a relatively mature enterprise application in China as adoption began in the 1990s
(SAP entered China market in 1995, Yonyou launched first ERP in 1998, Kingdee in 1999).
Yonyou, SAP and Kingdee are the top 3 players in China ERP market with 61% share in
2020. However, in the high-end market for large enterprises, foreign vendors such as
SAP/Oracle still dominated with 33%/ 20% market share respectively.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Figure 12: China ERP market share (2020)

Figure 13: China high-end ERP market share (2020)
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Since the US initiated a series of sanctions towards Chinese technology companies in 2018,
China has accelerated domestic substitution along the IT infrastructure supply chain which
aims to reduce reliance on US technology. In particular, with the development of
heterogeneous computing and open source, China is building a domestic IT infrastructure
supply chain that aims to break the long-established Wintel (Windows + Intel) monopoly.
The Wintel alliance has dominated the PC/ server ecosystem for more than 20 years.
Increasing China-US tension has resulted in rising concerns regarding network security
and technology accessibility. This has created new opportunities for domestic IT

companies.

Figure 14: Wintel vs. domestic IT infrastructure supply chain
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Takes times for ERP SaaS migration

SaaS has the advantages over on-premise software in scalability, agility and lower
cost of ownership. However, we observed that for ERP, the SaaS migration process
is lengthy and more complicated than vertical-specific, tool-based software. For
instance, after 9 years of migration, SAP subscription revenue only accounted for
30% of revenue while that of Adobe was at 78%. Despite multiple years of earnings
distortion, cloud/ subscription model will create re-rating opportunities as earnings
visibility/ cash flow improve.

Uneasy for ERP to undergo cloud migration

Cloud software has the advantages over on-premise software in scalability, agility and
lower cost of ownership (can be as low as one-third of the cost of license software). We
have observed a lot of U.S. software companies underwent SaaS migration successfully.
However, compared to other vertical-specific, tool-based software, ERP SaaS migration
process is more lengthy. For reference, after 9 years of migration progress, SAP’s cloud
revenue only accounted for 39% of its software revenue. We attribute the hurdles to:

1) Customization level: legacy on-premise ERP systems are highly customized according
to business needs but Cloud ERP is relatively standardized. Large enterprises could be
reluctant to migrate from existing ERP system that they have spent a lot of money in
customization.

2) Complexity: ERP is a system that integrates multiple functional units within an
enterprise. Complexity of the system has resulted in a lengthy and difficult SaaS migration
process. Some large corporates with legacy software applications dedicated for HRM
(human resources management), SCM (supply chain management) may not procure the
all-in-one ERP system from a single provider. Instead, they require cloud ERP system to
integrate with existing data/ software.

3) Security: Some large corporates are still concerned about public cloud security. ERP
vendors are thus offering Cloud ERP not only in public cloud environment but private/
hybrid cloud. Customers are thus not necessarily paying under subscription model.

Figure 15: On-premise ERP vs. Cloud ERP

On-premise ERP Private Cloud ERP Public Cloud ERP
Hosting Customers’ server room Customers’ server room Public cloud
Total cost of ownership Higher Lower Lower
Pricing One-time perpetual license fee One-time perpetual license fee/ Subscription

subscription and implementation

Application customization Customized Standardized Standardized
Security In the hands of the customer In the hands of the customer Software vendor
Implementation time Longer Longer Shorter

Source: CMBIGM

A more lengthy transition process compared to tool-based software

In Fig 16 & 17, we compared the cloud migration timeline of two leading U.S. software
companies. Both companies are long-established and started with license model in the
1970-1980s. Both of them spent years in cloud migration that has resulted in an enhanced
ARR and valuation re-rating. SAP is a well-known ERP leader that started to promote cloud
transition in 2012 while Adobe is a tool-based software that specializes in media & design
industry.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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We observed that Adobe has experienced fast growth in subscription revenue as % of total
revenue since the 5" year of SaaS migration. It suffered from operating loss at the time
when license sales slowed. For SAP, even after 9 years of SaaS transformation,
subscription revenue as % of total is still low at less than 30%. Apart from the above-
mentioned complexity of ERP, SAP also faced market share loss to the flourishing SaaS
companies such as Salesforce in CRM, Workforce in HCM. These have resulted in an even
slower pace of subscription revenue growth.

Figure 16: Harder for ERP vendor to undergo SaaS Figure 17: Operating margin distortion brought by
migration SaaS migration
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SaaS re-rated on higher earnings visibility with subscription

SAP and Adobe both experienced re-rating as their subscription revenue contribution
increased. SAP re-rated from 3 to 6.5x while Adobe re-rated from 4 to 18x EV/sales. We
attribute the difference to the subscription contribution to revenue and it implies earnings
visibility, considering that subscription revenue is recurring in nature. The fluctuation to
macro environment is hence smaller. We compared Kingdee, Yonyou and other US SaaS
companies and observed that for subscription revenue contribution below 40%, stocks are
trading at 4-8x EV/sales. For SaaS with over 80% subscription revenue contribution,
valuation could range between 6-12x.

Figure 18: Horizontal SaaS valuation and subscription revenue contribution
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SAP

SAP, founded in 1972, is a leading ERP software provider with >440,000 customers
worldwide (about 80% of its customers are small and mid-sized companies). In 2021, Cloud
revenue was at EUR9.42bn, accounting for 39.1% of total software revenue.

In 2011, SAP launched SAP HANA (High Performance Analytic Appliance) database
management system that stores and retrieves data requested by other software. SAP
began cloud transition in 2012 and launched PaaS (Platform as a Service) SAP HANA
Cloud Platform. In 2015, SAP launched SAP S/4HANA, an ERP suite developed
specifically on SAP HANA platform. SAP S/4HANA is designed in a way that can be
operated on an on-premise basis at the company or through the cloud.

Figure 19: SAP key milestones

Year Key milestones

1972 SAP was founded by 5 former IBM employees with an idea to create standard enterprise software that integrates all
business processes and enables data processing in real time

1975 SAP has built applications for financial accounting, invoice verification, and inventory management.

1988 IPO

1987 - 1999 SAP acquired some of its competitors including Business Objects, Sybase, Ariba, SuccessFactors, Fieldglass and
Concur

2012 SAP promoted cloud computing and launched PaaS - SAP HANA Cloud Platform

2015 SAP launched SAP S/4HANA, an ERP suite developed specifically for SAP HANA

Source: CMBIGM

Before the SaaS migration since 2012, SAP has been trading at 3-5x 1-yr fwd EV/sales.
Although SAP software revenue growth was slow (2010-2021 software revenue CAGR at
8.5%), SaaS has brought higher earnings visibility and hence resulted in re-rating. SAP
share price re-rated from 3x to 6.5x since SaaS migration.

Figure 20: SAP re-rated since SaaS migration plan Figure 21: SAP cloud revenue as % of total software
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Adobe

Adobe, founded in 1982, is specialized in graphic design/ creative arts software. Adobe
offers three cloud solutions, namely 1) Adobe Creative Cloud (Core product: Photoshop),
2) Adobe Document Cloud (Core product: PDF) and 3) Adobe Experience Cloud (online
marketing and web analytics products). In 2021, Adobe recorded US$14.57bn subscription
revenue, accounting for 92.3% of total revenue.

The company started to test the SaaS acceptance by introducing Acrobat.com in 2008. In
2012, Adobe launched subscription-based Adobe Creative Cloud, SaaS version of its
Adobe Creative Suite which bundles all products. In 2013, the company announced SaaS
migration plan that the company will no longer sell perpetual license of Creative Suite and

will focus solely

on cloud. This has resulted in a sharp jump of subscription revenue

contribution from 15.3% in 2012 to 50.1% in 2014.

Figure 22: Adobe key milestones

Year
1982

1986
1987
1989
1993
2003
2008
2012
2013

2020

Key milestones

Adobe was founded by 2 former employees of Xerox. The founders developed a programming language, Postscript,
that translates computer images and text to print.
IPO

Adobe introduced Adobe illustrator, a design and illustration software

Adobe launched the flagship graphics editing software Photoshop.

Adobe introduced Adobe Acrobat (PDF) to enhance the viewing of digital publishing.

Adobe released Adobe Creative Suite that bundles all of their products together.

Adobe released Acrobat.com

Adobe launched Adobe Creative Cloud

Adobe announced that Creative Suite 6 perpetual license will not be available for purchase and the company will
focus on cloud going forward

Subscription revenue contribution exceeded 90%

Source: CMBIGM

Before the SaaS migration, Adobe was suffering from declining revenue and net profit.
Adobe was trading at 4x to 7.5x EV/sales. Since SaaS migration, Adobe has re-rated from
4x to as high as 18x EV/sales as subscription revenue contribution continued to increase.

Figure 23: Adobe re-rated since SaaS migration plan Figure 24: Adobe subscription revenue as % of

that started in 2012 software revenue
() US$ mn
- - 0,
20.0 18,000 _2010 - 2021 Adobe software revenue CAGR: 13.8%_ 100%
18.0 16,000 - L 90%
16.0 L 80%
14 .
14.0 000 L ~09
12,000 A 70%
12.0 ' L 60%
10.0 10,000 A
8.0 L 50%
. 8,000 - .
6.0 L 40%
40 6,000 - L 300
2.0 4,000 L 20%
- , . . . . _ _ _ _ . . 2,000 - L 10%
S PP L R P g 0 : F 0%
FCEFFFF TS <<®o ((?p ((Qp ((Q;o ((?p 2008 2010 2012 2014 2016 2018 2020

e 1-yr fwd EV/SALES
Mean +1SD

mmmm Adobe software revenue
Subscription revenue as % of software revenue

Source: Company data, CMBIGM *shaded area indicates years which ~ Source: Company data, CMBIGM
undergo SaaS migration
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China ERP peers comparison

We think it is a good time to compare the cloud transition performance among the
three domestic ERP leaders (Kingdee, Yonyou and Inspur) as each has accumulated
3 years of SaaS data. We like Kingdee most as the company is the early mover in
cloud and it has accumulated more customers under subscription model than
Yonyou/ Inspur. However, as China ERP companies have to spend significant
amount of R&D to maintain product competitiveness and S&M in client acquisition,
we do not expect to see clear operating leverage yet.

Peers comparison snapshot

Figure 25: Cloud revenue

FY21 (RMB mn) Kingdee Yonyou Inspur

Ticker 268 HK 600588 CH 596 HK

Established 1993 1988 2003
Cloud metrics

- ARR 1,570 1,650 =
- ARR as % of revenue 38% 18% -
- ARR as % of cloud revenue 57% 31% =
Cloud revenue mix

- Large enterprise 14% 70% -
- Medium-sized 51% 7% -
- Small/ micro businesses 35% 10% -
- Gov't/ public sector 13%

Total revenue 4,174 8,932 3,250
YoY 24.4% 4.8%* 53.2%
GPM 63.1% 61.2% 31.7%
OPM -18.2% 6.2% -3.0%
R&D expenditure 1,185 2,354 382
R&D expenditure ratio * 28.4% 26.4% 11.7%
S&M ratio 41.7% 22.7% 14.7%

Source: Company data, CMBIGM * Core cloud & software revenue grew at +15.7% YoY, » including capitalized R&D

Product offering

Figure 26: Kingdee vs. Yonyou cloud native products

Company Company Product Launch
size date

SaaS PaaS

Deployment

Pricing

Kingdee Cloud Cosmic

Subscription +

_ ) 2018 v Public Cloud/ Hybrid Cloud implementation
Kingdee Kingdee Cloud Constellation ., v Public Cloud/ Hvbrid Cloud Subscription +
Large €5%)) Y implementation
enterprises Yonyou YonBIP 2020 v Y Public Cloud/ Hybrid Cloud Eéjebnsscerlptlon/
Inspur GS Cloud 2020 v v Pu_bllc Cloud/ Hybrid Cloud/ $ubscr|pt|on/
Private Cloud license
) Kingdee Cloud Galaxy . . Subscription/
Medium Kingdee (27%) 2014 \ Public Cloud/ Hybrid Cloud [r——
enterprises Yonyou YonSuite 2019 \ \ Public Cloud/ Hybrid Cloud Subscription/ license
Inspur InSuite 2020 \ \ Public Cloud/ Private Cloud Subscription/ license
K;ngldee Cloud Stellar 2020 \% Public Cloud Subscription
. (B
Kingdee Kingdee Cloud Jingdou
Small & Ok 31 25) 2021 \ Public Cloud Subscription
micro Chanjet T+Cloud
enterprises N N . i ipti
pri Yonyou (F2it, SR, TF2E ) 2017 \Y Public Cloud Subscription
Inspur PSCloud 2019 v Public Cloud Subscription

(=&it, Bx)

Source: Company data, CMBIGM
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Cloud transition progress — Kingdee is doing better

Kingdee is the early mover in cloud migration among the domestic ERP vendors. The
company began SaaS migration in 2014 (launched Cloud Galaxy), compared to Yonyou
and Inspur International both released first cloud-native product in 2019. We believe
Kingdee is a better SaaS company than Yonyou given higher ARR revenue contribution
and dollar retention.

Figure 27: Cloud metrics comparison

RMB mn 2019 2020 2021
Large enterprise

Revenue

- Kingdee 60 190 385
- Yonyou 1,537 2,568 3,735

No. of paying customers

- Kingdee 551
14,800
- Yonyou YonBIP: 13,000

NC Cloud: 1,800
Dollar retention
- Kingdee >120%
- Yonyou 103%

Medium-sized enterprise

Revenue
- Kingdee 868 1,141 1,418
- Yonyou 87 157 393

No. of paying customers
- Kingdee 25,400
- Yonyou 3,500

Dollar retention
- Kingdee 98.6%

- Yonyou 73%

Small/ micro businesses

Revenue
- Kingdee 386 581 955
- Yonyou 146 241 509

No. of paying customers

223,000

- Kingdee Stellar: 11,000
Jingdou: 212,000

- Yonyou 397,000

Dollar retention

Stellar: 82.0%
Jingdou: 84.1%
- Yonyou 83%

Source: Company data, CMBIGM

- Kingdee

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 13
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Yonyou Cloud revenue size is 2x larger than Kingdee

In 2019-2021, Yonyou recorded the fastest cloud revenue CAGR of 64%, compared to
Kingdee’s 45% and Inspur International’s 53%. In 2021, 66% of Kingdee’s revenue came
from cloud, slightly better than Yonyou’s 60% cloud revenue contribution. Inspur
International only had 23% of revenue derived from cloud business during the same period.

Figure 28: Cloud revenue Figure 29: FY21 Revenue mix (cloud vs. non-cloud)
RMB mn 100% -
6,000 - 90% 1
80% - 4% 40%
5,000 A 70% -
4,000 - 60% -
50% -
3,000 A 40% 1
2,000 - 30% A

20% -

1,000 J 10% -
0 - 0% -

2019 ' 2020 ' 2021 ' Kingdee Yonyou Inspur
mKingdee Yonyou Inspur Non-cloud
Source: Company data, CMBIGM Source: Company data, CMBIGM

But Kingdee and Yonyou have similar size of ARR...

As we discussed before, ERP cloud migration is different to tool-based software cloud
migration given its complexity. Most of the tool-based software vendors change completely
to Saa$S (public cloud) subscription based model as their products are highly standardized.
For ERP vendors like SAP, many of its large enterprise customers are still demanding a
private/ hybrid cloud solutions although some of them are willing to pay on subscription
basis.

Kingdee began to disclose ARR (Annualized Recurring Revenue) in 2019 at RMB630mn.
This reflects the revenue from Kingdee’s cloud subscription services. In 2019 — 2021,
Kingdee ARR increased at 58% CAGR. ARR accounted for 38% of its total 2021 revenue.

Yonyou started to provide ARR data in 2021 at RMB1,650mn, accounting for 18% of its
total revenue. Although Yonyou cloud revenue is nearly 2x larger than that of Kingdee,
these two companies reported a very similar ARR in FY21. This implies that most of
Yonyou’s cloud revenue is not charged on subscription or not on a recurring basis.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 30: FY21 ARR

Figure 31: FY21 ARR as % of revenue

(RMB mn)
1,800 -

1,600 -
1,400 -
1,200 -
1,000 -
800 -
600 -
400 -
200 -

0 -

1,570

Kingdee

40%

38%

35%

30%

25%

18%

20%

15%

10%

5%

0%

Kingdee Yonyou

Source: Company data, CMBIGM

Source: Company data, CMBIGM

Implying fewer customers are charged on subscription/ recurring model for Yonyou

We think the higher cloud revenue but lower ARR can be explained with their client mix. In
2021, 51% of Kingdee’s cloud revenue came from medium-sized enterprises. However, for
Yonyou, 70% of its cloud revenue came from large enterprises. Large enterprises prefer
to deploy the ERP in a private/ hybrid cloud environment which requires more
customization and implementation work. As such, they are less likely to accept
standardized/ subscription base model. This echoed with SAP cloud migration that even
after 9 years of cloud migration, subscription revenue as % of total software revenue is just

at 30%.

Figure 32: Kingdee Cloud revenue

Figure 33: Yonyou Cloud revenue mix

Small/
micro
businesses
35%

Large
enterprise

14%

Gov't/ public sector
clients
13%

Small/ micro

businesses
10%
Mid-sized )
enterpris Large—s_lzed
7% enterprises

70%

Source: Company data, CMBIGM

Source: Company data, CMBIGM
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R&D — Chinese ERP companies tend to capitalize R&D

Chinese ERP companies spent around 20-30% of revenue in R&D annually and this ratio
has been increasing amid cloud transition. Among the peers, Kingdee is spending R&D
more efficiently than Yonyou. It generated higher revenue per dollar of R&D spent. Also,
Chinese ERP companies tend to capitalize part of R&D, which is uncommon among other
domestic tool-based software companies. We believe this is related to the ERP system
complexity that requires higher up-front development cost. Kingdee has the higher R&D
capitalization rate at over 80% in 2010 — 2019 but such ratio has decreased to 35% in 2020
— 2021. Meanwhile, we observed that Yonyou has increased R&D capitalization rate to
36% in 2021 (vs. 15% on average in 2010 — 2020)

Yonyou R&D expenditure is 2x larger than Kingdee...

Yonyou spent nearly 2x moreR&D (for capitalized R&D) than Kingdee throughout 2010 -
2021. The two companies spent roughly 15-20% of revenue in R&D between 2010 — 2019
but this ratio jumped to 20-30% in 2020 — 2021 as the companies undergo SaaS migration
that license sales was distorted.

Figure 34: R&D expenditure Figure 35: R&D expenditure ratio
RMB mn (R&D expenditure to sales ratio)
10,000 - 35% -
9,000 A 30% -
8,000 -
7,000 - 25% A
6,000 A 20% |
5,000 A . \/\//—/
4,000 - 15% 1 ——
3,000 - 10% -
2,000 - 5%
1,000 A
J 0% T T T T T T T T T T T \
0 2010 2012 2014 2016 2018 2020 0 201020112012201320142015201620172018201920202021
mKingdee Yonyou Inspur —+—Kingdee Yonyou Inspur
Source: Company data, CMBIGM Source: Company data, CMBIGM

But Kingdee is spending R&D more efficiently

Although Yonyou is spending more R&D than Kingdee, we observed that Kingdee’s R&D
efficiency is higher, in terms of revenue generated per R&D expenditure. As both
companies are still in early stage of cloud migration that operating leverage is insignificant,
they recorded decline in revenue per R&D expenditure spent in 2019 — 2021. Kingdee has
always capitalized over 80% of R&D expenditure in 2010 — 2019 but its capitalization rate
dropped to around 35% in 2020 — 2021. Meanwhile, Yonyou capitalized 15% of R&D
annually during 2010 - 2020 but such ratio has increased to 36% in 2021.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 16
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Figure 36: Revenue generated per R&D expenditure

Figure 37: R&D capitalization ratio

(Revenue per R&D expenditure spent)

©

—_
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= Kingdee Yonyou

(R&D capitazliation ratio)
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60% -

40%

20%
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’ 20102011201220132014201520162017201820192020202_1l
—— Kingdee

Yonyou Inspur

Source: Company data, CMBIGM

Kingdee has higher self-developed software value

Source: Company data, CMBIGM

In China, self-developed software revenue is first taxed at standard VAT rate of 16%. Any
amount in excess of 3% will be refunded back to the company. Kingdee has a higher self-
developed software revenue contribution at 50-60% in FY10 — FY19 (vs. 30-40% for
Yonyou). Kingdee’s ratio gradually decreased to 36% in FY21 (vs. 27% for Yonyou) due to
higher Saa$S contribution as Saas is treated as a service and is being taxed at 6% instead.

We believe the gap between Kingdee and Yonyou in self-developed software value is
related to customer mix. Yonyou, focusing on large corporates, is required to deliver more
implementation and customization IT service. However, for Kingdee focusing on medium-
sized corporates, customers have higher acceptance to standardized products.

Figure 38: Self-developed software value as % of total revenue

(self-developed software value as % of total revenue)
80% -
70% A
60%
50%
40% A
30% A

20%

10% A

0%

—— Kingdee

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Yonyou

Source: Company data, CMBIGM
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Profitability — Unclear operating leverage yet

China ERP companies barely achieved positive operating profit or free cash flow in the
past 10 years. We attribute this to intense competition with foreign ERP companies
including SAP and Oracle. Chinese ERP companies have to spend significant amount of
R&D to maintain product competitiveness and S&M in client acquisition.

Unclear operating leverage for China ERP companies

Kingdee used to have higher GPM than Yonyou as the company focused on pure software
license sales to mid-sized companies. Since 2018, Kingdee GPM decreased from 80% to
63% in 2021 as a result of more private/ hybrid cloud projects delivered that required
delivery/ testing service. Yonyou has always been focusing on large corporates projects
and GPM was maintained at around 60%.

On the operating level, if we assume all R&D are being expensed, Kingdee is barely
unprofitable throughout 2011 to 2021. Meanwhile, Yonyou generally achieved high single
digit operating margin on an adjusted basis.

Figure 39: GPM Figure 40: Adj. OPM
(GPM %) (OPM %)
90% 1 20% A
80% - 10% -
70% \\/
0% T T T T ——
60% A 2011 2013 2015 2017 2019 2021
50% - -10% -
40% A -20% -
30% A
-30% A
20% A
10% 4 -40% A
0% T T T T T T T T T T T  -50% -
20102011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
—+—Kingdee Yonyou Inspur —+—Kingdee Yonyou Inspur
Source: Company data, CMBIGM Source: Company data, CMBIGM

Kingdee has the highest S&M expense ratio but is in a declining trend

Kingdee has the highest sales & marketing (S&M) ratio among the three listed China ERP
peers. The company spent around 50% of revenue on sales and marketing in 2013 — 2018.
In 2019 — 2021, S&M ratio decreased to 40%. Yonyou and Inspur spent roughly 10-20% of
revenue on S&M. All three companies barely achieved a positive free cash flow.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 18
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Figure 41: S&M expense ratio

Figure 42: FCF margin

(S&M expense ratio)

(FCF margin %)
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60% A
20% A /~
\
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20% b -20% 4
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0% ——————————————————T—— _100, 4
201020112012201320142015201620172018201920202021
—— Kingdee Yonyou Inspur ——Kingdee Yonyou Inspur
Source: Company data, CMBIGM Source: Company data, CMBIGM
Both companies rely on government support in VAT and direct subsidy
With high opex spending, Kingdee and Yonyou are barely profitable if VAT refund and
government subsidies are being excluded.
Figure 43: Kingdee net profit (loss) Figure 44: Yonyou net profit (loss)
(RMB mn) (RMB mn)
600 - 1,400 -
1,200 -
400 A
1,000 -
200 A 800 A
0 600 A
2010 2012 2014 2016 2018 2020 400 A
(200) - 200 A
0 4
(400) 4 2010 2012 2014 2016 2018 2020
200) A
Non-VAT refund & subsidy net profit (loss) (200) Non-VAT refund & subsidy net profit (loss)
600) - 400) -
(600) B VAT refund & gov't subsidy (400) B VAT refund & gov't subsidy
Source: Company data, CMBIGM Source: Company data, CMBIGM *Yonyou recorded one-off

investment and revaluation gain or RMB522mn in FY19
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Valuation

Kingdee (268 HK, BUY, TP HK$18.31)

We initiate coverage on Kingdee with BUY rating and target price of HK$18.31, based on
8.1x FY23E EV/sales. Our target multiple is based on the average of global horizontal
enterprise SaaS, excluding SAP as the company is trading at a valuation discount given
slower revenue growth (FY21-24E sales CAGR only 10% vs. 22% on average) and a capex
heavy business model with self-developed cloud infrastructure. Kingdee is trading at 6.0x
12M forward EV/sales, 1-SD below its 3-year mean. We believe that Kingdee deserves re-

rating given increasing subscription revenue contribution and hence better cash flow
visibility.

Yonyou (600588 CH, HOLD, TP RMB19.58)

We initiate coverage on Yonyou with HOLD recommendation and target price of RMB19.58,
based on 5.0x FY23E EV/sales (40% discount to global horizontal enterprise SaaS given
lower subscription revenue contribution). Yonyou is trading at three-year low but we believe
re-rating would be difficult in the short term given that 80% of its cloud revenue is derived
from large-enterprises who are less willing to accept subscription model and require higher
customization work.

Figure 45: Horizontal SaaS peers valuation comparison

Market Price TP EV/sales (x) FCF margin (%) Sales EPS CAGR
Cap CAGR

Company Ticker Rating (US$ mn) (LC) (LC) FY22E FY23E FY22E FY23E FY21-24E FY21-24E
Kingdee 268 HK BUY 5,886 13.30 18.31 7.4 6.0 0% 5% 20% n.a.
Yonyou 600588 CH HOLD 9,215 18.06 19.58 5.7 4.6 -2% 8% 18% 19%
g'frf'i%?ﬁ 688111 CH NR 13,711  200.20 NA 200 151 32%  39% 31% 30%
SAP SAP US NR 119,558 97.32 N/A 4.0 3.7 12% 16% 10% n.a.
Intuit INTU US NR 109,573 388.45 N/A 8.9 7.8 28% 30% 20% 29%
Xero XRO AU NR 9,265 87.43 N/A 13.3 10.4 -7% 2% 25% 72%
Workday WDAY US NR 41,731 164.51 N/A 7.8 6.5 26% 20% 20% n.a.
ServiceNow NOW US NR 90,666  452.29 N/A 12.0 9.6 31% 32% 25% 119%
Salesforce CRM US NR 158,679  159.65 N/A 6.2 5.1 19% 21% 21% 9%
Mean 9.5 7.6 16% 19% 21% 46%
Median 7.8 6.5 19% 20% 20% 30%

Source: Bloomberg, CMBIGM estimates

Figure 46: Kingdee 12M forward EV/sales chart Figure 47: Yonyou 12M forward EV/sales chart
9 (x)
30 25
25 20
20 15 R w\
15 M’ |
10 10 W
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900 92 000000 Moo D 992 92 2 0000 0O d N
TR ARGy gggy TIPSy
25 2 2SS g >S5S Q22 S 8 225 L2 EF >S5S 2 2 S >S5S L2 E S LS
£5823285828283828¢2 £332828338282838282
1-yr fwd EV/SALES Mean 1-yr fwd EV/SALES Mean
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Source: Bloomberg, CMBIGM estimates Source: Bloomberg, CMBIGM estimates
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Kingdee (268 HK)

Domestic ERP SaaS leader

Kingdee is the largest enterprise application SaaS vendor in China with 5.8%
market share in 1H20, according to IDC. We like Kingdee for its continuous SaaS
transition in SME market while new opportunities in large enterprise market are
emerging with domestic substitution trend. We expect Kingdee to deliver 20%
revenue CAGR in FY21-24E reaching RMB7,207mn. Initiate with BUY.

B Largest enterprise application SaaS vendor in China. Kingdee,
established in 1993, is the largest enterprise application SaaS vendor in China
with 5.8% market share in 1H20, according to IDC. Kingdee first tapped into
financial software in 1996 and achieved a leading position in China ERP
market, especially in SME segment. In 2014, the company started cloud
migration. In 2021, Kingdee achieved RMB4.17bn revenue (66.1% from cloud
business) but recorded a net loss of RMB302mn.

B Terminated license sales in 2020 to accelerate SaaS transition. Kingdee
launched first ERP SaaS product Cloud Galaxy that targets medium sized
enterprises in 2014. In 2020, to accelerate SaaS migration, Kingdee
terminated the license sales of legacy KIS and K/3 license. In 2021, Cloud
Galaxy revenue was at RMB1.41bn, accounting for 34% of total revenue. We
like Kingdee for its high subscription ARR (annual recurring revenue) of
RMB1.57bn (37.6% of total revenue) in 2021. Kingdee targets a subscription
ARR CAGR of 45% in 2021-23E to RMB3.3bn.

B New opportunities in large enterprise segment on localization demand.
As China calls for domestic substitution in software, this has created new
opportunities for Kingdee to tap into large enterprise market which was
dominated by foreign vendors including SAP and Oracle. As of 2021, Kingdee
has served 102 large enterprises including Huawei, Vanke, China Merchants
Group etc. in domestic substitution. In 2021, Cloud Cosmic and Constellation
revenue grew strongly at +102.9% YoY to RMB385mn. Dollar retention was
high at over 120%.

W |nitiate at BUY. We expect Kingdee to deliver 20% revenue CAGR in FY21-
24E reaching RMB7,207mn while bottom-line will improve from net loss of
RMB302mn in FY21 to net profit of RMB192mn in FY24E. Initiate at BUY with
target price of HK$18.31, based on 8.1x FY23E EV/sales (in-line with global
horizontal enterprise SaaS peers).

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Revenue (RMB mn) 3,356 4,174 4,925 6,048 7,207
YoY growth (%) 1% 24% 18% 23% 19%
Net profit (RMB mn) (335) (302) (372) (128) 192
EPS (RMB) (0.10) (0.09) (0.11) (0.04) 0.06
YoY growth (%) n.a. n.a. n.a. n.a. n.a.
Consensus EPS (RMB) (0.10) (0.09) (0.07) (0.01) 0.07
EV/sales (x) 10.7 8.8 7.4 6.0 4.9
P/E (x) n.a. n.a. n.a. n.a. n.a.
Dividend yield (%) 0.00 0.00 0.00 0.00 0.00
ROE (%) -4% -4% -5% -2% 3%
Net debt to equity Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIGM estimates
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Target Price HK$18.31
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China Software and IT Services
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Stock Data

Mkt Cap (HK$ mn) 46,205
Avg 3 mths t/o (HK$ mn) 234.62
52w High/Low (HK$) 32.15/11.82
Total Issued Shares (mn) 3,474

Source: Bloomberg

Shareholding Structure
Mr. Xu - Chairman 20.25%
JPMorgan Chase & Co. 12.31%

Source: HKEx

Share Performance
Absolute Relative

1-mth 2.6% 1.1%
3-mth -29.3% -20.2%
6-mth -41.4% -28.1%

Source: Bloomberg
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Focus Charts

Figure 48: Revenue and growth

Figure 49: Revenue mix
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Figure 50: Subscription ARR

Source: Company data, CMBIGM estimates

Figure 51: Contracted liabilities
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Figure 52: Margins to improve Figure 53: Positive free cash flow
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Source: Company data, CMBIGM estimates
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Company Overview

Kingdee, established in 1993 in Shenzhen, was listed on HKEx GEM board in 2001 and
changed to the Main Board in 2005. Kingdee is the largest enterprise application SaaS
vendor in China with 5.8% market share in 1H20, according to IDC.

Kingdee launched first Windows-based financial software in 1996 and first ERP system K/3
in 1999. The company has then dominated the SME market with its ERP systems K/3
(medium enterprise) and KIS (small enterprise). In 2014, the company underwent SaaS
migration and launched Cloud Galaxy targeting medium enterprise segment. In 2018, to
penetrate the large enterprise market, Kingdee launched cloud-native platform Cosmic.

To accelerate SaaS migration, Kingdee terminated the sales of KIS and K/3 license
products in 2020. K/3 used to be Kingdee’s flagship ERP product. In FY21, Kingdee derived
66% of revenue from cloud model and Cloud Galaxy (SaaS version of K/3) accounted for
51% of total cloud service revenue. As of FY21, Kingdee’s cloud subscription annual
recurring revenue (ARR) was at RMB1.57bn (+57% YoY). The company targets ARR to
reach RMB3.3bn in 2023E, implying FY21-23E CAGR of 45%.

Figure 54: Kingdee key business segment

RMB mn Cloud service business ERP business

Business model Mostly SaaS + PaasS subscription except for private License, implementation and maintenance
cloud solutions that are charged partly on license model

Ey21

Revenue 2,758 (+44% YoY) 1,416 (-2% YoY)

% of total 66% 34%

Cloud subscription ARR 1,570 (+57% YoY) -

Contract liabilities 1,713 (+72% YaY) 451 (-7.3%)

Source: Company data

Figure 55: Kingdee milestones

Terminated the sales of KIS and K/3
WISE license products

Launched the first Windows- Listed on HK Launched Cloud Launched Cloud
based financial software in China Main board Galaxy(2%) Jingdou (¥3}) Launched Kingdee Cloud Stellar(2 fz)
1996 2005 2014 2016 2020
1993 1999 2001 2015 2018 2021
Kingdee was  Launched the Listed on HK JD bought 10% Launched Cloud Separated SaaS application
founded in first ERP system  GEM board stake in Kingdee Cosmic(®£ZE), SaaS- Constellation Cloud (23§)
Shenzhen K/3 in China based platform target from Cloud Cosmic

large enterprises

Source: Company data, CMBIGM

Figure 56: Kingdee products portfolio
Market segment TAM (no. of Customers Dollar

Segments

ERP (license)

(annual revenue) enterprises) cumulatively retention
Large Cosmic (%) - PaaS EAS
enterprises RMB4bn+ 10,000 (=) . n.a. 120%

Constellation (£#) - SaaS

Medium . i o, KIi3Wise
enterprises RMB100mn-4bn 500,000 Galaxy (%) - SaaS 25,400 98.6% (terminated in 2020)
Small &micro o \i0069mn Stellar (£/R) - SaaS 11,000 82.0% KIS
enterprises >35mn

Jingdou (#%3}) - SaaS 212,000 84.1%

Source: Company data, CMBIGM
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Cloud solutions

Figure 57: Cloud metrics

RMB mn 2019 2020 2021 2022E 2023E 2024E
Cloud revenue 1,314 1,912 2,758 3,551 4,734 5,949
...YoY 55% 46% 44% 29% 33% 26%
Subscription ARR 630 1,000 1,570 2,120 3,300 4,290
...as % of cloud revenue 48% 52% 57% 60% 70% 72%
Cloud Contract Liabilities

Subscription 422 825 1,358 1,727 2,308 2,849
...YoY 90% 96% 65% 27% 34% 23%
Others 76 121 172 356 479 632
Dollar retention

Cosmic & Constellation 120%

Galaxy 90% 86% 99%

Stellar 86%

Jingdou 80% 76% 84%

Source: Company data
Large enterprises (Annual revenue >RMB4bn+)

Kingdee Cloud Cosmic was launched in 2018 as a PaaS + SaasS solution targeting large
enterprises. In May 2021, the Company split it into (i) PaaS — Kingdee Cloud Cosmic and
(i) SaaS - by launching a new brand Kingdee Cloud Constellation. In FY21, Kingdee Cloud
Cosmic and Constellation recorded RMB385mn in revenue (+102.6% YoY) and
represented 9.2% to total revenue. Average contract size was at RMB1.27mn in FY21.

e Kingdee Cloud Cosmic (& z=-# %) Kingdee Cloud Cosmic is now a PaaS
platform designed for large enterprises. It also hosts all of Kingdee Cloud’s flagship
products including Cloud Constellation, Cloud Galaxy and Cloud Stellar. As of
2021, total no. of Cosmic ecological partners amounted to nearly 1,200. Kingdee
Cloud Cosmic has passed the adaptation certificate with 11 products of domestic
Xinchuang partners such as Huawei Kunpeng, DM Database, Kylinsoft etc.

e Kingdee Cloud Constellation (& =-E#): As of 1H21, Kingdee Cloud
Constellation provides over 200 SaaS applications.

Figure 58: Cosmic & Constellation customers

Cosmic & Constellation Overview
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Medium enterprises (Annual revenue RMB100mn — RMB4bn)

e Kingdee Cloud Galaxy (&= &£ %): Kingdee Cloud Galaxy is the first ERP
Saas$ product that Kingdee launched in 2014 targeting medium-sized enterprises.

In FY20, Kingdee terminated the sale of K/3 WISE license products to accelerate
cloud transition.

e AsofFY21, Galaxy has become Kingdee’s core SaaS product (51% of FY21 cloud
revenue) and has served 25,400 customer cumulatively. ARPU was at RMB55,827.
Customer retention was at 86.1% while dollar retention was at 98.6% in FY21.
Galaxy has achieved an operating margin of 20%.

Figure 59: Galaxy SaasS portfolio

Galaxy Saas Portfolio
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Figure 60: Galaxy customers
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Small & Micro enterprises (<KRMB100mn)

e Kingdee Cloud Stellar (£¥z-2J%): Kingdee launched Cloud Stellar targeting
small and micro enterprises in 2020. Avg. subscription price was at RMB8,000 in
FY20, 4-5 times higher than Jingdou Cloud. Cloud Stellar has served over 11,000
customers as of FY21 with dollar retention rate of 82.0%.

e Kingdee Cloud Jingdo (& =4 }): In 2016, Kingdee upgraded Youshang.com
to Jingdou Cloud. Jindou Cloud is positioned as an accounting cloud for small &
micro enterprises. In FY21, Jingdou has accumulated over 212,000 customers with
dollar retention rate of 84.1%.

Figure 61: Stellar & Jingdou overview
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Source: Company data, as of FY21

ERP

Kingdee ERP segment is priced under license model with EAS, K/3 WISE and KIS targeting
Large, Mid-size, Small & Micro businesses. To accelerate cloud migration, in 2020,
Kingdee terminated the sale of KIS and K/3 WISE license products while EAS is still
available for large enterprise customers to purchase.
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Financial analysis

Income statement

Revenue

There are two revenue streams including (1) traditional license-model ERP and (2) Cloud
Services. In FY20, Kingdee terminated sales of KIS and K/3 license products to accelerate
Saa$S migration. As of FY21, ERP and Cloud Services accounted for 34%/ 66% of revenue.
Among the traditional ERP consists 40% being sales of software licenses and 60% being
implementation and maintenance. Since the launch of flagship SaaS Cloud Galaxy in 2014,
Kingdee delivered 14% revenue CAGR in FY14-20. We expect revenue growth to
accelerate in FY21-24E at 20% CAGR (FY24E: RMB7,207mn vs. FY21: RMB4,174mn). In
particular, Cloud Services revenue is expected to grow at 29% CAGR from RMB2,758mn
in FY21 to RMB5,949mn in FY24E, driven by 1) continuous SaaS migration from traditional
ERP to new platform and 2) increasing cloud subscription ARR.

Figure 62: Revenue YoY Figure 63: Revenue mix
(RMB mn) 100% A
8,000 - - 309  90% 1
7,000 - 25% 80% 1
6,000 A P20 %

' 60% A

- 15%
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4,000 [ 10% 0

) 1 L 506 400A) E
3,000 A [ 0% 30% A

20% A
2,000 b L -5% 100/0
1,000 - L 10% ’
0% -
0 A F -15% 2013 2015 2017 2019 2021  2023E
2011 2013 2015 2017 2019 2021 2023E .
Management software business and others
mmmm Revenue —+—YoY m Cloud Services business

Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates

Margins

Kingdee has a normal software companies’ GPM of 60-80% in FY11 to FY20. FY19 GPM
declined to 72.3% (vs. 81.7% in FY18) as Cloud Cosmic ramped up (higher laaS cost). In
FY20, GPM further decreased to 65.8%. Apart from Cloud impact, Kingdee reclassified
implementation cost from S&M expense to cost of sales also contributed to the lower GPM.
If we exclude the reclassification impact, GPM was at 73.9% in FY20.

As the company is still undergoing SaaS migration with hefty S&M/ R&D expenditure,
operating leverage is not in sight yet. In FY11-FY20, Kingdee spent 70-90% of revenue on
opex majority being sales & marketing (S&M) expense. We expect Kingdee’s operating
loss to narrow from RMB758mn in FY21 to RMB107mn in FY24E as operating leverage
becomes obvious with cloud business ramp up.

S&M: S&M accounted for approx. 50% of revenue. In 2019 and 2020, S&M expense ratio
decreased to 41% /42% respectively. We believe part of the reason being implementation
cost reclassification (from S&M to COGS).

R&D: R&D expense accounted for 10-18% of revenue in FY11-FY19 but this ratio
increased to 29% in FY20. Kingdee used to capitalize 73-96% of R&D expenditure. In FY20,
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Kingdee’s R&D capitalization rate declined to 36% (vs. 73% in FY19). If all R&D is
expensed as it incurred, R&D ratio would be at 26% in FY20 (vs. 20% in FY19).

G&A: G&A ratio for Kingdee was relatively stable at 12-15% of revenue in FY11-19.

Figure 64: Margins and opex ratio Figure 65: R&D and capitalization ratio
RMB mn
100% 1 3,000 - - 120%
[/
80% 2,500 - L 100%
60% -
2,000 - - 80%
40% -
1,500 - L 60%
20% -
v 1,000 - L 40%
0% T —T—T—T—T
p011 3 2015 " 2017 2019, 2021 500 - L 0%
-20% -
0 - - 0%
-40% - 2011 2013 2015 2017 2019 2021 2023E
mmmm R&D expensed R&D capitalized
GPM ===OPM ==+—S&M G&A R&D —— Capitalization rate
Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates
Non-ops
Kingdee has very thin operating profit or even suffered operating loss in FY11-FY21 (OPM
at -6% on average) and its net profit was mainly contributed by non-operating items
including VAT refund and government subsidy.
InFY11 - FY21, Kingdee received RMB56mn government subsidiary annually on average.
VAT refund arouse from self-developed software sales. In China, self-developed software
(license model) is first taxed at standard VAT rate. Any amount in excess of 3% will be
refunded back. Kingdee self-developed software value was at 50-70% of total revenue in
FY11l — FY19. However, such ratio decreased gradually to 36% in FY21 as a result of
increasing SaaS contribution. SaaS is classified as service and is being taxed at 6% instead.
Figure 66: Non-operating items as % of net profit Figure 67: Self-developed software value
RMB mn (RMB mn)
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400 - 180 -
L s000 10 0%
350 160 - L 500
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50 L -100% 40 [ 20%
0 20 L 10%
- -200%
(s0) $011 2013 2015 2017 2019 2021 20g3E [ -200% 0 - L 0%
(100) L 300% 20112012201320142015201620172018201920202021
— . i = VAT refund
VAT refund Gov't subsidy ) —e— self developed software as % of total revenue
Others as % of net profit
Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates
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Net profit

In FY11- FY19, Kingdee generated positive net profit on its book. However, if we assume
all R&D expenditure is expensed, Kingdee was barely in a breakeven position. In FY20,
Kingdee recorded a net loss of RMB335mn (vs. net profit of RMB373mn in FY19), largely
due to 1) merely 1% revenue growth as Kingdee terminated flagship K/3 products and 2)
R&D increased with increasing investment in Cosmic PaaS platform. We expect Kingdee
to remain in a net loss position in FY22-23E. However, net loss is estimated to narrow
gradually from RMB302mn in FY21 and turn profitable in FY24E with net profit of

RMB192mn.

Figure 68: Adj. net profit

Figure 69: Effective tax rate
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Operating model

Figure 70: Revenue breakdown
RMB mn 2019 2020 2021 2022E 2023E 2024E
Revenue breakdown

Cloud Services business 1,314 1,912 2,758 3,551 4,734 5,949
Cosmic & Constellation 60 190 385 424 635 826
Galaxy 868 1,141 1,418 1,886 2,546 3,183
Others 386 581 955 1,242 1,553 1,941

ERP business 1,959 2,012 1,444 1,416 1,373 1,314
License 980 448 472 477 463 449
Implementation and

maintenance 1,066 996 944 896 852 809

Revenue YoY

Cloud Services business 55% 46% 44% 299% 33% 26%

ERP business 3% -28% -2% -3% -4% -4%

Blended 18% 1% 24% 18% 23% 19%

Revenue mix

Cloud Services business 39% 57% 66% 72% 78% 83%

ERP business 61% 43% 34% 28% 22% 17%

Source: Company data, CMBIGM

Figure 71: Operating model

Revenues 3,326 3,356 4,174 4,925 6,048 7,207
Cost of sales (922) (1,147) (1,541) (1,827) (2,181) (2,551)
Gross profit 2,403 2,209 2,634 3,097 3,867 4,656
Gross margin 72.3% 65.8% 63.1% 62.9% 63.9% 64.6%
R&D (587) (984) (1,185) (1,398) (1,598) (1,806)
SG&A (1,760) (1,839) (2,207) (2,459) (2,747) (2,957)
Operating income 56 (614) (758) (760) (478) (107)
Operating margin 1.7% -18.3% -18.2% -15.4% -7.9% -1.5%
Non-operating income 340 231 376 334 328 332
Profit before tax 396 (383) (382) (426) (150) 225
Income tax (expense) gain (30) 41 44 34 15 (22)
Minorities @ (6) (36) (20) @ 10
Net income to shareholders 373 (335) (302) (372) (128) 192
Net margin 11.2% -10.0% -7.2% -7.6% -2.1% 2.7%
Adj. net margin* -3.2% -19.4% -17.4% -18.8% -12.7% -7.4%
Core EPS (RMB) 0.12 (0.10) (0.09) (0.11) (0.04) 0.06

Source: Company data, CMBIGM
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Figure 72: Balance sheet

RMB mn 2019 2020 2021 2022E 2023E 2024E
Property, plant and equipment 547 746 1,045 1,087 1,147 1,225
Intangible assets 923 786 1,037 1,139 1,312 1,550
Investment properties 1,856 1,651 1,538 1,538 1,538 1,538
Financial assets 429 623 958 958 958 958
Long-term bank deposits - 30 1,325 1,325 1,325 1,325
Others 424 703 713 713 713 713
Total non-current assets 4,179 4,539 6,616 6,760 6,993 7,309
Inventories 7 19 30 29 36 43
Trade and other receivables 308 334 392 428 526 626
Contract assets 452 357 323 377 352 351
Contract obtaining costs 61 142 248 150 180 193
Financial assets 596 994 748 748 748 748
Bank deposits 688 1,263 376 376 376 376
Cash and equivalents 1,899 2,754 2,047 2,426 2,762 3,370
Others 231 321 308 308 308 308
Total current assets 4,241 6,183 4,471 4,841 5,287 6,013
Total assets 8,420 10,722 11,087 11,601 12,280 13,323
Trade and other payables 616 795 759 875 993 1,103
Contract liabilities 997 1,484 2,165 2,644 3,359 4,096
Short-term borrowings 200 120 - 99 93 91
Others 186 200 160 160 160 160
Total current liabilities 1,998 2,599 3,084 3,778 4,605 5,450
Long-term borrowings - - - 211 198 193
Others 276 165 200 200 200 200
Total non-current liabilities 276 165 200 411 398 393
Share capital 80 83 83 83 83 83
Capital surplus and reserves 5,907 7,706 7,513 7,141 7,013 7,205
Non-controlling interest 159 169 207 187 180 190
Total equity 6,146 7,958 7,803 7,411 7,277 7,479
ROE 6.1% -4.2% -3.9% -5.0% -1.8% 2.6%
Net debt to equity net cash net cash net cash net cash net cash net cash

Source: Company data, CMBIGM
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Cash flow

Figure 73: Cash flow

Operating activities

Profit before tax 396 (383) (382) (426) (150) 225
Amortisation of intangible assets 430 431 367 390 432 483
Others 136 192 97 (10) (6) 13)
Change in working capital 131 364 560 604 723 729
Loans to third parties from the micro-

credit business (95) (104) 81 0 0 0
Interest paid (15) (13) (6) 3) (16) (15)
Income tax paid (19) (14) (@) 34 15 (22)
Net cash flows from operating 963 473 661 590 999 1,386
activities

Investing activities

Purchases of PP&E (39) (43) (323) (98) (121) (144)
Purchases of intangible assets (476) (310) (449) (492) (605) (721)
Investment in term deposits (328) (606) (407) 0 0 0
Others 290 (532) (26) 70 82 94
Net cash flows used in investing

activities (553) (1,491) (1,205) (521) (643) (771)
Financing activities

Proceeds from equity financing 0 2,001 0 0 0 0
Proceeds from borrowings, net (102) (80) (120) 310 (20) @
Others 134 (46) (24) 0 0 0
Net c_a_sh flows used in financing 33 1,966 (144) 310 (20) o)
activities

Net change in cash 443 948 (688) 379 336 608
Currency translation differences 3 (93) (19) 0 0 0
Cash and cash equivalents (BoP) 1,453 1,899 2,754 2,047 2,426 2,762
Cash and cash equivalents (EoP) 1,899 2,754 2,047 2,426 2,762 3,370
Free cash flow 448 120 (111) (1) 273 521
FCF margin 13% 4% -3% 0% 5% 7%

Source: Company data, CMBIGM
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Valuation

Initiate at BUY with target price of HK$18.31

We initiate coverage on Kingdee with BUY rating and target price of HK$18.31, based on
8.1x FY23E EV/sales. Our target multiple is based on the average of global horizontal
enterprise SaaS, excluding SAP as the company is trading at a valuation discount given
slower revenue growth (FY21-24E sales CAGR only 10% vs. 22% on average) and a capex
heavy business model with self-developed cloud infrastructure. Kingdee is trading at 6.0x
12M forward EV/sales, 1-SD below its 3-year mean. We believe that Kingdee deserves re-
rating given increasing subscription revenue contribution and hence better cash flow

visibility.

Company Ticker Rating
Kingdee 268 HK BUY
Yonyou 600588 CH HOLD
Kingsoft 688111 CH NR
Office

SAP SAP US NR
Intuit INTU US NR
Xero XRO AU NR

Workday WDAY US NR
ServiceNow NOW US NR
Salesforce CRM US NR

Market
Cap
(US$ mn)
5,886
9,215

13,711

119,558
109,573
9,265
41,731
90,666
158,679

Figure 74: Kingdee peers valuation comparison

Price

(LC)
13.30
18.06

200.20

97.32
388.45
87.43
164.51
452.29
159.65

P

(LC)
18.31
19.58

N/A

N/A
N/A
N/A
N/A
N/A
N/A
Mean
Median

EV/sales (x) FCF margin (%) Sales EPS CAGR
CAGR
FY22E FY23E FY22E FY23E FY21-24E FY21-24E
7.4 6.0 0% 5% 20% n.a.
5.7 4.6 -2% 8% 18% 19%
20.0 15.1 32% 39% 31% 30%
4.0 3.7 12% 16% 10% n.a.
8.9 7.8 28% 30% 20% 29%
13.3 10.4 -7% 2% 25% 72%
7.8 6.5 26% 20% 20% n.a.
12.0 9.6 31% 32% 25% 119%
6.2 5.1 19% 21% 21% 9%
9.5 7.6 16% 19% 21% 46%
7.8 6.5 19% 20% 20% 30%

Source: Bloomberg, CMBIGM estimates

Figure 75: Kingdee 12M forward EV/sales chart

Figure 76: Kingdee 12M forward EV/sales band
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Appendix:

Management profile

Figure 77: Kingdee products portfolio

Name Position Age Background

Shaochun Xu is the founder and the CEO of Kingdee (268 HK), chairman of the Board.
Mr. Xu also served as an independent non-executive director of Zero2IPO(1945 HK)

Shaochun Xu (k&) gg?)rman, 57 since 2020. Mr. Xu received a bachelor's degree in Computer Science in the Southeast
University and a Master degree of Accounting from the Chinese Academy of Fiscal
Sciences and an EMBA degree from China Europe International Business School.
Bo Lin is the CFO of Kingdee. Mr. Lin joined the group in 1997 and has served as the
general manager in the Fujian Province Region, the general manager of the Operation
Bo Lin (#)K) CFO 48 Management Department and the director of the Strategic Development Department of
the Group. Mr. Lin received a bachelor’'s degree of Computer Science in Xiamen
University.
Chongfeng Shen is the rotating president of Kingdee Group. Mr. Shen is mainly in
s Rotating charge of the management software business in the Company. Before joining Kingdee
Chongfeng Shen (75:1) president 50 in 1998, Mr. SHEN was a lecturer at the Changchun University of Science and
Technology. Mr. Shen received a master's degree in engineering in Jilin University.
Rotatin Yong Zhang is the rotating president of Kingdee China. Mr. Zhang has played vital roles
Yong Zhang (£ 8) preside%t 46 in the marketing management of the Company. Mr. Zhang Graduated from China

Europe International Business School and joined the Company in 1995.

Source: Company data, CMBIGM

Shareholding structure

As of 30 Apr 2022, Kingdee has 3,474.1mn issued shares and 14.7mn options outstanding
(0.4% of issued share capital).

Figure 78: Kingdee shareholding structure Figure 79: Kingdee southbound stake
(HK$)
50 - 25%
Mr. Xu
Shaochun - 20 | 20%

Chairman

20%
0,
JPMorgan 30 15%
Chase &
Co. 20 10%
0,
Others 12%
68% 10 5%
0 I | 0%
Mar-17  Mar-18 Mar-19 Mar-20 Mar-21  Mar-22
mmmm Southbound stake (%)
Source: Company data, CMBIGM Source: WIND, CMBIGM
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E
Revenue 3,356 4,174 4,925 6,048 7,207 Net profit (383) (382) (426) (150) 225
Cost of sales (1,147) (1,541) (1,827) (2,181) (2,551) Depreciation/amortization 493 439 447 493 548
Gross profit 2,209 2,634 3,097 3,867 4,656 Change in working capital 364 560 604 723 729
Others 1) 44 (35) (67) (116)
Selling exp (1,425) (1,741) (1,940) (2,163) (2,332) Net cash from operating 473 661 590 999 1,386
Admin exp (414) (466) (519) (584) (625)
R&D exp (984) (1,185) (1,398) (1,598) (1,806) Capex (353) (772) (591) (726) (865)
Other operating exp. 0 0 0 0 0 Others (1,138) (433) 70 82 94
Operating profit (614) (758) (760) (478) (107) Net cash from investing (1,491) (1,205) (521) (643) (771)
Finance income/ (costs) 36 76 66 67 79 Net borrowings (80) (120) 310 (20) @)
Other non-op income/ (exp) 195 299 268 262 254 Dividend paid 37) 0 0 0 0
Pre-tax profit (383) (382) (426) (150) 225 New shares 2,091 0 0 0 0
Others 9) (24) 0 0 0
Income tax expense 41 44 34 15 (22) Net cash from financing 1,966 (144) 310 (20) @)
Minority interests 6 36 20 7 (10)
Net profit to shareholders  (335) (302) (372) (128) 192 Net change in cash 948  (688) 379 336 608
Cash at beginning of theyear 1,899 2,754 2,047 2,426 2,762
Exchange difference (93) (19) 0 0 0
Cash atthe end of theyear 2754 2047 2,426 2,762 3,370
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Current assets 6,183 4,471 4,841 5,287 6,013 Revenue mix
Cash & equivalents 2,754 2,047 2,426 2,762 3,370 Cloud Services 57% 66% 72% 78% 83%
Short-term bank deposits 1,236 370 370 370 370 Cosmic & Constellation 6% 9% 9% 11% 11%
Account receivables 334 392 428 526 626 Galaxy 34% 34% 38% 42%  44%
Contract assets 357 323 377 352 351 Others 17% 23% 25% 26% 27%
Contract obtaining costs 142 248 150 180 193 Management Software 43% 34% 28% 22% 17%
Others 1,361 1,091 1,090 1,096 1,103 License 13% 11% 10% 8% 6%
Implementation & maintenance 30% 23% 18% 14% 11%
Non-current assets 4539 6,616 6,760 6,993 7,309
PPE 746 1,045 1,087 1,147 1,225 Growth (%)
Intangible assets 786 1,037 1,139 1,312 1,550 Revenue 1% 24% 18% 23% 19%
Investment properties 1,651 1,538 1,538 1,538 1,538 Operating profit n.a. n.a. n.a. n.a. n.a.
Other non-current assets 1,356 2,995 2,995 2,995 2,995 Net profit na. na na na na
Total assets 10,722 11,087 11,601 12,280 13,323
Profit & loss ratio (%)
Current liabilities 2,599 3,084 3,778 4,605 5,450 Gross margin 65.8%  63.1% 62.9% 63.9%  64.6%
Trade and other payables 795 759 875 993 1,103 Operating margin -183% -182% -154%  -7.9%  -15%
Contract liabilities 1,484 2,165 2,644 3,359 4,096 Net profit margin -10.0%  -7.2%  -7.6%  -2.1% 2.7%
Borrowings 120 0 99 93 91
Others 200 160 160 160 160 Balance sheet ratio
Receivable turnover days 35 32 32 32 32
Non-current liabilities 165 200 411 398 393 Payable turnover days 224 184 175 166 158
Borrowings 0 0 211 198 193 Current ratio (x) 2.38 1.45 1.28 1.15 1.10
Trade and other payables 0 0 0 0 0 Net debt to equity netcash netcash netcash netcash netcash
Other non-current liabilities 165 200 200 200 200
Total liabilities 2,764 3,284 4,190 5,003 5,843 Profitability (%)
FCF margin 4% -3% 0% 5% 7%
Share capital 83 83 83 83 83 ROE -4% -4% -5% -2% 3%
Capital surplus 5,053 5,149 5,149 5149 5,149
Retained earnings 1,922 1,619 1,247 1,120 1,312 Per share data (RMB)
Other reserves 732 744 744 744 744 Core EPS (RMB) -0.10 -0.09 -0.11 -0.04 0.06
Minority interest 169 207 187 180 190 DPS (RMB) 0.00 0.00 0.00 000 0.01
Total equity 7,958 7,803 7,411 7,277 7,479 BVPS (RMB) 240 238 213 210 215
Total liabilities and equity 10,722 11,087 11,601 12,280 13,323

Source: Company data, CMBIGM estimates
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Yonyou (600588 CH)

Aiming to catch up in cloud

Yonyou is the largest ERP in China but a late comer in cloud. Its first cloud-native
platform YonSuite was launched in 2019 (vs. Kingdee’s Galaxy in 2014). In FY21,
68% of software and cloud revenue was derived from large enterprises that are
less willing to accept standardized product and subscription pricing. Meanwhile,
Yonyou’s medium-sized market share gain strategy will be tough to achieve with
Kingdee being a strong competitor. We expect Yonyou to deliver 18%/ 21%
revenue/ net profit CAGR in FY21-24E. Initiate at HOLD.

B Largest ERP in China. Yonyou, launched first financial reporting software in
1988, has become the largest ERP vendor in China with 33.0% market share
in 2020, according to Qianzhan. Yonyou has an advantage in the large
enterprise segment (68% of software and cloud revenue). The company
achieved RMB8.9bn revenue (60% from cloud business) and net profit of
RMBO0.71bn in FY21.

B A late joiner in the cloud game. Compared to Kingdee, Yonyou is a late
joiner in cloud ERP and SaaS era. In 2014-2018, Yonyou upgraded its ERP
products to be private-cloud based. Only in 2019, Yonyou launched its first
cloud-native platform YonSuite (targeting medium sized clients) which is a
competitive product to Kingdee’s Galaxy (launched in 2014). This has resulted
in a lower ARR than Kingdee (18% of revenue in FY21 vs. 38% for Kingdee),
implying that a large part of its cloud revenue is not recurring in nature.

B Targeting the medium-sized market where competition is intense. As it is
more difficult for large enterprises to adopt standardized/ subscription model,
Yonyou is targeting to increase its share in medium-sized enterprise market
with flagship product YonSuite. Yonyou targets cloud revenue from this
segment to double YoY in FY22E. However, we are concerned with the
intensifying competition and that Kingdee holds a strong footprint in the
medium-sized market given better developed ecosystem with a higher dollar
retention rate (99% for Kingdee in FY21 vs. 73% for Yonyou).

B |nitiate at HOLD. We expect Yonyou to deliver 18%/ 21% revenue/ net profit
CAGR in FY21-24E and cloud to account for 85% of FY24E revenue. Initiate
at HOLD with target price of RMB19.58, based on 5.0x FY23E EV/sales. Our
FY22-24E net profit forecast is 12-18% below consensus mainly on higher
opex estimates.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Revenue (RMB mn) 8,525 8,932 10,202 12,478 14,738
YoY growth (%) 0% 5% 14% 22% 18%
Net profit (RMB mn) 989 708 652 954 1,263
EPS (RMB) 0.30 0.22 0.19 0.28 0.37
YoY growth (%) -17% -28% -12% 46% 32%
Consensus EPS (RMB) 0.30 0.22 0.24 0.33 0.44
EV/sales (x) 7.0 6.9 5.7 4.6 3.8
P/E (x) 59.7 83.5 95.1 65.1 49.1
Dividend yield (%) 0.01 0.01 0.01 0.01 0.01
ROE (%) 12% 9% 6% 7% 9%
Net debt to equity net cash net cash net cash net cash net cash

Source: Company data, Bloomberg, CMBIGM estimates
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HOLD (Initiation)

Target Price RMB19.58
Up/Downside +8.4%
Current Price RMB18.06

China Software and IT Services

Marley Ngan
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Bowen Li
(852) 3761 8957
libowen@cmbi.com.hk

Stock Data

Mkt Cap (RMB mn) 62,033
Avg 3 mths t/o (RMB mn) 588.88
52w High/Low (RMB) 42.91/ 16.53
Total Issued Shares (mn) 3,435

Source: Bloomberg

Shareholding Structure

Mr. Wang- Chairman 38.9%
HKSCC 7.0%
Mr. Guo - Vice Chairman 3.7%

Source: Company data

Share Performance
Absolute Relative

1-mth 1.3% -3.0%
3-mth -42.5% -34.0%
6-mth -42.4% -29.2%

Source: Bloomberg
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Focus Charts

Figure 80: Revenue and growth

Figure 81: Revenue mix
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Figure 82: Cloud service revenue mix (FY21) Figure 83: Increasing R&D capitalization rate
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Figure 84: Yonyou products portfolio
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Company Overview

Yonyou, established in 1988, was listed on the Shanghai Stock Exchange in May 2001. In
2014, Yonyou is the largest ERP vendor in China with 33.0% market share in 2020
(according to Qianzhan) and it ranked 2nd among China enterprise SaaS with 5.3% market
share in 1H20 (according to IDC). In 2014, Yonyou spun off its subsidiary Chanjet on HKEX.
Chanijet focuses on ERP Saas for small and micro enterprises. As of FY21, Yonyou holds
61.85% of share in Chanjet. In 2021, Yonyou divested fintech business to focus purely on
cloud and software businesses.

Yonyou launched first financial reporting software in 1988 and began its cloud strategy in
2014 with the release of iIUAP PaaS. In 2017 — 2018, Yonyou upgraded ERP products to
be deployed under private cloud environment. Since 2019, Yonyou has launched cloud-
native products YonSuite and YonBIP that marked the SaaS transformation. YonSuite and
YonBIP are competitive products of Kingdee’s Galaxy and Cosmic.

Yonyou has stopped some products’ license sales (NC in 2019, T+ and U8 in 2021) since
2019 to accelerate cloud migration. In FY21, Yonyou derived 60% of revenue from Cloud
Services business and 37% from Software business. As of FY21, Yonyou's cloud
subscription annual recurring revenue (ARR) was at RMB1,650mn (80% from public cloud).

Figure 85: Yonyou key business segment
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Figure 86: Yonyou milestones
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Comprehensive product offerings

Cloud solutions

Large enterprises:

For large enterprises, Yonyou provides hybrid cloud solutions through YonBIP and NC
Cloud. Yonyou stopped the license sales of NC in 2019 to accelerate cloud migration. In
FY21, large enterprises cloud service business recorded RMB3,735mn in revenue (+45.4%
YoY) and represented 70% of total cloud revenue.

e YonBIP: Yonyou launched YonBIP, a cloud-native PaaS + SaaS solution for large
enterprises, in 2020. YonBIP includes applications, a low-code development
platform and a ISV ecosystem that integrate and connect enterprise applications.
This is a competitive product to Kingdee’s Cloud Cosmic.

As of FY21, YonBIP had 13,000 customers in service, covering a wide variety of
fields, including finance, human resources, collaboration, procurement, marketing,
supply chain, manufacturing, and R&D. In FY21, YonBIP recorded RMB2,197mn
in revenue.

Figure 87: YonBIP service architecture overview
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Source: Company data, CMBIGM estimates

e NC Cloud: NC Cloud is the ERP Cloud product that Yonyou launched in 2018
targeting large enterprises. NC Cloud provides solutions for 14 industry and 68
sub-sectors. It consists of accounting & finance, supply chain and human
resources applications.

As of FY21, NC Cloud had 1,800 customers in service and passed the adaptation
certificate with nearly 50 products of Xinchuang partners. In FY21, NC Cloud
generated revenue over RMB1,570mn.
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Medium enterprises:

In FY21, Yonyou continued accelerating cloud transformation in medium-sized enterprises
market. Medium enterprises cloud service revenue was at RMB393mn in FY21 (+150.3%

YoY).

e YonSuite: YonSuite, launched in 2020, is a cloud-native public cloud system. It is
a competitive product with Kingdee’s Galaxy. As of FY21, YonSuite products have

3,500 customers in service from over 30 industries.

e U8 Cloud: U8 Cloud is an upgraded Cloud ERP product for medium-sized

enterprises.

e U9 Cloud: Yonyou launched U9 Cloud in 2021 tailored for enterprises in the
manufacturing sector. It integrates Product Lifecycle Management (PLM), Supply
Chain Management (SCM), financial management, human resource management
etc. As of FY21, U9 Cloud had 300 customers in service and contributed

RMB180mn in revenue.

Figure 88: Yonyou cloud-native products - YonBIP & YonSuite
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Yonyou provides cloud services to small-micro enterprises through its holding subsidiary

Beijing Chanjet Payment Technology Company Limited.

e Chanjet Cloud: Chanjet Cloud is a self-developed cloud-native platform to
develop and operate cloud Financial and ERP products.

e T+ Cloud: T+Cloud is an integrated SaaS product with human capital
management, accounting, inventories and CRM for small enterprises in industry,
integrated operation of industry and trade, commerce wholesale, and chain retail.
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Figure 89: Chanjet business overview
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Management Software

Yonyou provides ERP software under license model NC6, U9, MES, HCM for large
enterprises, and NC6, U9, MES targeting medium-sized enterprises. In 2019, Yonyou
terminated NC license sales. In 2021, Yonyou terminated the sales of license products to
small & micro enterprises.
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Financial analysis

Revenue

In 2011 - 2015, Yonyou revenue barely grew at 2% CAGR. In 2015 — 2018, Yonyou
experienced revenue growth of 20% CAGR, largely driven by internet finance business.
Excluding the internet finance segment, Yonyou software and cloud services grew at 10-
15% YoY in 2015 — 2019. In 2021, Yonyou decided to divest its financial service business.
Currently, Yonyou operates through two segments including (1) traditional license-model
ERP and (2) Cloud Services. As of FY21, 60% of revenue came from Cloud Services.
Yonyou cloud ARR was at RMB1.65bn (80% from public cloud) in FY21. This only
accounted for 31% of its cloud service revenue. This is because among the cloud
customers Yonyou serves, 70% are large enterprises which mostly adopt a hybrid cloud,
one-off license model.

We expect revenue to grow at 18% CAGR in FY21-24E (FY24E: RMB14,738mn vs. FY21:
RMB8,932mn). In particular, Cloud Services revenue is expected to grow at 55% CAGR
from RMB5,321mn in FY21 to RMB12,473mn in FY24E, driven by 1) continuous
implementation of cloud transformation strategy and 2) increasing cloud subscription ARR.

Figure 90: Revenue YoY Figure 91: Core revenue grew at 10-15% YoY
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Figure 92: Revenue mix (FY21) Figure 93: Cloud service customer mix (FY21)
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Margins

Yonyou faced margin erosion from 82.6% in FY10 to 61.2% in FY21. We attribute the
decline to increasing focus on large enterprises (68% of software and cloud revenue in
FY21) which require Yonyou to deliver the low-margin implementation work. We expect
Yonyou’s GPM to slightly improve from 61.2% in FY21 to 61.5% in FY24E as the company
continues to ramp up public cloud YonSuite for medium-sized enterprises, although gross
profit will be partly dragged by hybrid cloud YonBIP + NC Cloud solutions for large
enterprises.

However, we believe opex spending will remain high (opex ratio at 55% in FY21) amid the
cloud acceleration phase in FY22-23E. We expect to see operating leverage starting from
FY24E and achieve operating margin of 8.6% (vs. 6.2% in FY21)

S&M: Yonyou has been spending around 20% of revenue on S&M annually since 2013. In
FY21, S&M expense ratio was at 22.7% as the company expanded its sales team and
increased customer coverage and business promotion.

R&D: Yonyou R&D expense ratio increased from 15% in FY12 to 19% in FY21 as the
company re-developed its products to cloud model. Yonyou R&D capitalization rate also
jumped from 6% in FY12 to 36% in FY21. If we assume all R&D is being expensed as it is
incurred, Yonyou R&D expenditure to revenue ratio would increase from 16% in FY12 to
26% in FY21.

G&A: Yonyou G&A ratio significantly decreased from 15.4% in FY12 to 12.0% in FY21 as
Yonyou scaled up.

Figure 94: Margins and opex ratio Figure 95: R&D and capitalization ratio
RMB mn
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Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates
Non-ops

In FY21, non-operating items accounted for 31% of Yonyou net profit. VAT refund &
government subsidy as well as asset impairments are recurring items.

VAT refund reflects increasing SaaS sales

In FY10-21, Yonyou received roughly RMB300mn annually from VAT refund and
government subsidy. Self-developed software value is taxed at 3% (excess VAT will be
refunded). We observed that self-development software value as % of total revenue was
at approx. 40% between FY10-FY19. However, in FY20-FY21, such ratio declined to 26-
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27%. We attribute the decline to increasing SaaS (service) revenue which is being taxed
at 6% with no refund.

Figure 96: VAT refund and self-developed software value

VAT refund 184 246 248 265 258 252 290 334 328 324 224 243
VAT rate standard 17%  17%  17%  17%  17%  17%  17%  17%  16%  13%  13%  13%
Self-developed 1,314 1,758 1,774 1,895 1,841 1,803 2,069 2,383 2,520 3,238 2,240 2,433

software value
as % of total revenue 44% 43% 42% 43% 42% 40% 40% 38% 33% 38% 26% 27%

Source: Company data, CMBIGM estimates

Investment/ revaluation gain and impairment loss roughly offset each other

Investment/ revaluation gain and impairment loss (resulted from goodwill and contract
asset) amount roughly offset each other.

Figure 97: Non-operating items

VAT refund 184 246 248 265 258 252 290 334 328 324 224 243
Gov't subsidy 44 48 36 69 59 87 63 55 59 41 46 31
Asset impairment loss (22) (38) (61) (87) (90) (112) (120) (299) (294) (172) (265) (355)
Investment gains 9 8 6 83 25 179 52 72 101 522 127 369
Others 8 (30) (56) (78) (88) (82) (82) (160) (106) (113) (99) (70)
Total 223 234 173 252 165 324 203 1 86 602 33 219

Source: Company data, CMBIGM estimates

Net profit

In FY10-FY16, Yonyou barely has positive net profit if we exclude the VAT refund and
government subsidy. VAT refund & Government subsidy accounted for 44%-103% of
Yonyou’s net profit during the above period. In FY16-FY21, net profit contribution from
these non-operating items decreased. We attribute the decline to Yonyou’s higher-margin
internet finance business. In FY21, when Yonyou divested its internet finance business,
VAT refund and subsidy contribution to net profit increased to 39%. We expect such ratio
to remain at 40-50% in FY22-23E as we do not expect operating leverage to appear before
FY24E.

Figure 98: Adj. net profit Figure 99: Effective tax rate
(RMB mn)
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Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates
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Operating model

Figure 100: Revenue breakdown

RMB mn 2019 2020 2021 2022E 2023E PAZIS
Revenues 8,510 8,525 8,932 10,202 12,478 14,738

Cost of sales (2,942) (3,321) (3,461) (4,031) (4,859) (5,672)

Gross profit 5,567 5,204 5,471 6,172 7,619 9,066

Gross margin 65.4% 61.0% 61.2% 60.5% 61.1% 61.5%

R&D (1,630) (1,459) (1,704) (1,954) (2,446) (2,883)

SG&A (3,023) (2,496) (3,099) (3,465) (4,084) (4,695)
Operating income 802 1,093 555 590 913 1,266
Operating margin 9.4% 12.8% 6.2% 5.8% 7.3% 8.6%
Non-Operating Income 602 33 219 208 209 221
Profit before tax 1,404 1,126 774 799 1,122 1,486
Income tax (expense) gain (83) (75) (92) (117) (112) (149)
Minorities (138) (63) 25 (30) (56) (74)
Net Income to shareholders 1,183 989 708 652 954 1,263
Net margin 13.9% 11.6% 7.9% 6.4% 7.6% 8.6%
EPS (RMB) 0.36 0.30 0.22 0.19 0.28 0.37
DPS (RMB) 0.15 0.20 0.20 0.10 0.09 0.13

Source: Company data, CMBIGM

Figure 101: Operating model

Revenue breakdown

Software Business 5,195 4,044 3,320 2,856 2,500 2,265
Cloud Service Business 1,970 3,422 5,321 7,337 9,978 12,473
Financial Service Business 1,293 1,005 276 9 - -
Others 52 54 14 - - -
Total 8,510 8,525 8,932 10,202 12,478 14,738

Revenue YoY

Software Business -7% -22% -18% -14% -12% -9%
Cloud Service Business 132% 74% 55% 38% 36% 25%
Financial Service Business 4% -22% -73% -97% -100% 0%
Blended 10% 0% 5% 14% 22% 18%

Revenue mix

Software Business 61% 47% 37% 28% 20% 15%
Cloud Service Business 23% 40% 60% 72% 80% 85%
Financial Service Business 15% 12% 3% 0% 0% 0%

Source: Company data, CMBIGM
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Balance sheet

Figure 102: Balance sheet

RMB mn 2019 2020 2021 2022E 2023E 2024E
Cash and cash equivalent 7,147 5,605 4,616 8,482 9,741 10,902
Marketable securities 221 230 281 1,028 1,028 1,028
Account receivable 1,914 1,680 1,572 2,257 2,633 3,237
Inventory 23 423 407 409 667 728
Others 863 834 806 907 1,093 1,253
Total current assets 10,168 8,773 7,682 13,083 15,163 17,148
Net PP&E 2,510 2,507 2,529 2,644 2,779 2,952
Investments 1,782 2,473 2,553 2,610 2,610 2,610
Intangible assets 870 785 1,862 2,414 3,068 3,748
Others 2,208 2,413 2,703 2,856 2,286 1,547
Total non-current assets 7,370 8,177 9,647 10,524 10,743 10,857
Total assets 17,538 16,950 17,329 23,607 25,906 28,005
Short term debt+curr of LT 4,326 2,420 2,802 3,434 3,517 3,422
Account payable 597 549 654 760 905 1,068
Accrued expense 4,059 2,741 2,649 3,520 3,787 4,608
Others 130 2,240 2,219 1,875 3,042 3,464
Total current liabilities 9,112 7,950 8,325 9,589 11,251 12,562
Long term debt 45 0 390 420 420 408
Others 87 453 688 777 777 777
Total non-current liabilities 132 453 1,078 1,197 1,197 1,185
Share capital 2,504 3,270 3,271 3,436 3,436 3,436
Capital surplus 1,762 1,096 892 5,944 5,944 5,944
Retained earnings 3,392 3,418 3,489 3,798 4,434 5,235
Other reserves 636 762 274 (357) (357) (357)
Minorities 1,122 1,004 939 905 905 905
Total equity 8,294 8,547 7,926 12,821 13,458 14,258
Total liabilities and equity 17,538 16,950 17,329 23,607 25,906 28,005
ROE 14.8% 11.7% 8.6% 6.3% 7.3% 9.1%
Net debt to equity net cash net cash net cash net cash net cash net cash
Source: Company data, CMBIGM
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Cash flow
Figure 103: Cash flow

RMB mn 2019 2020 2021 2022E 2023E Az S
Operating activities

Profit before tax 1,404 1,126 774 799 1,122 1,486
Depreciation of PPE 115 118 122 93 96 101
Amortisation of intangible assets 219 239 352 433 570 740
Change in working capital 762 605 146 (155) 759 581
Other non cash (885) (400) 2 (54) 0 0
Income tax paid (83) (75) (92) (117) (112) (149)
Net cash flows from operating activities 1,533 1,613 1,304 998 2,434 2,760

Investing activities

Capex (376) (592) (1,030) (1,175) (1,456) (1,694)
Acquisitions - as reported 0 (44) (555) 0 0 0
Purchase/Sale of Investments 64 (482) 241 (2,202) 0 0
Purchase/Sale of Other LT assets 318 343 1,236 113 570 740
Net cash flows used in investing activities (183) (894) (1,230) (3,263) (886) (955)

Financing activities

Proceeds from equity financing 167 425 279 5,279 0 0
Proceeds from borrowings, net 909 (1,950) 702 660 83 (107)
Others

Net cash flows used in financing activities 273 (2,256) (1,060) 6,137 (290) (644)
Net change in cash 1,624 (1,536) (987) 3,872 1,259 1,161
Currency translation differences @) (6) 2) (@) 0 0
Cash and cash equivalents (beg of period) 5,531 7,147 5,605 4,616 8,482 9,741
Cash and cash equivalents (end of period) 7,147 5,605 4,616 8,482 9,741 10,902
Free cash flow 1,157 1,021 274 a77) 979 1,066
FCF margin 14% 12% 3% -2% 8% 7%

Source: Company data, CMBIGM
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Valuation

Initiate at HOLD with target price of RMB19.58

We initiate coverage on Yonyou with HOLD recommendation and target price of RMB19.58,
based on 5.0x FY23E EV/sales (40% discount to global enterprise SaaS person lower
subscription revenue contribution). Yonyou is trading at three-year low but we believe re-
rating would be difficult in the short term given that 80% of its cloud revenue is derived from
large-enterprises who are less willing to accept subscription model and require higher
customization work.

Figure 104: Yonyou peers valuation comparison

Market Price TP EV/sales (x) FCF margin (%) Sales EPS
Cap CAGR CAGR
Company G Rating (US$mn)  (LC) (LC) FY22E FY23E FY22E FY23E FY21-24E FY21-24E

Yonyou 600588 CH 9,215 18.06 19.58 5.7 4.6 -2% 8% 18% 19%
Kingdee 268 HK BUY 5,886 13.30 18.31 7.4 6.0 0% 5% 20% n.a.
i NR
g'f;'i%?ﬂ 688111 CH 13711 200.20 NA 200 151 32%  39% 31% 30%
SAP SAP US NR 119,558 97.32 N/A 4.0 3.7 12% 16% 10% n.a.
Intuit INTU US NR 109,573  388.45 N/A 8.9 7.8 28% 30% 20% 29%
Xero XRO AU NR 9,265 87.43 N/A 13.3 10.4 7% 2% 25% 72%
Workday WDAY US NR 41,731 164.51 N/A 7.8 6.5 26% 20% 20% n.a.
ServiceNow NOW US NR 90,666  452.29 N/A 12.0 9.6 31% 32% 25% 119%
Salesforce CRM US NR 158,679  159.65 N/A 6.2 5.1 19% 21% 21% 9%
Mean 9.5 7.6 16% 19% 21% 46%
Median 7.8 6.5 19% 20% 20% 30%
Source: Bloomberg, CMBIGM estimates
Figure 105: Yonyou 12M forward EV/sales chart Figure 106: Yonyou 12M forward EV/sales band
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Appendix:

Management profile

Figure 107: Management background

Name Position Age Background
Wenjing Wang is the co-founder and the CEO of Yonyou (600588 CH), chairman of the
Board. Mr. Wang also served as vice-chairman of the China Software Industry

Wenjing Wang (£ 3 ) gg:grman, 57 Association. He was elected a member of the NPC’s 9th, 10th, 11th and 12th session.
Mr. Wang received a bachelor's degree in Economics from the Jiangxi University of
Finance and Economics.
Xinping Guo is the vice-chairman of Yonyou. Mr. Guo has also served as an
Vice- independent non-executive director of CCID Consulting Company Limited from May
Xinping Guo (Z8¥7°F) Chairman 58 2002 to Jan 2022 and an independent director of Glodon (002410 CH) from Mar 2011
to Apr 2014. Mr. Guo received a Master degree of Business Administration in Hong
Kong University of Science and Technology.
Zhengping Wu is the CFO of Yonyou. Mr. Wu joined the group since 1992 and was
served as a director of Yonyou, He was also a director of Yonyou Fintech since May
Zhengping Xu (:ECF) CFO 57 2012 and a director of Yonyou Auto since June 2015. Mr. Wu was a member of the 6th

and 7th sessions of the Chinese People’s Political Consultative Conference of Haidian
District, Beijing. Mr. Wu graduated from China Europe International Business School
with a master’s degree in business administration in 2007.

Source: Company data, CMBIGM

Shareholding structure
Figure 108: Yonyou shareholding structure Figure 109: Yonyou northbound holding
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Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E

Revenue 8,525 8,932 10,202 12,478 14,738 Net profit 989 708 652 954 1,263

Cost of sales (3,321) (3,461) (4,031) (4,859) (5,672) Depreciation/amortization 357 473 526 666 841

Gross profit 5204 5471 6,172 7,619 9,066 Change in working capital 605 146  (155) 759 581
Others (337) (23) (25) 56 74

Selling exp (1,537) (2,027) (2,224) (2,624) (2,986) Net cash from operating 1,613 1,304 998 2,434 2,760

Admin exp (959) (1,072) (1,241) (1,460) (1,709)

R&D exp (1,459) (1,704) (1,954) (2,446) (2,883) Capex (592) (1,030) (1,175) (1,456) (1,694)

Other operating exp. (156) (113) (162) (177) (222) Other (183) 921 (2,088) 570 740

Operating profit 1,093 555 590 913 1,266 Net cash from investing (894) (1,230) (3,263) (886) (955)

Finance costs (110) (79) 29 32 39 Net borrowings (1,95 702 660 83 (107)

Other non-oper exp. 143 298 179 176 181 Dividend paid (651) (654) (344) (317) (463)

Pre-tax profit 1,126 774 799 1,122 1,486 Other 346 (1,108) 5,821 (56) (74)
Net cash from financing (2,256) (1,060) 6,137 (290) (644)

Income tax expense (75) 92) (117) (112) (149)

Minority interests (63) 25 (30) (56) (74) Net change in cash (1,536) (987) 3,872 1,259 1,161

Net profit to shareholders 989 708 652 954 1,263 Cash at beginning of the year 7,14 560 4,61 848 9,74
Exchange difference (6) 2) (@) - -
Cash at the end of the year 5,605 4,616 8,482 9,741 10,902

Balance sheet Key ratios

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E

Current assets 8,773 7,682 13,083 15,163 17,148 Revenue mix

Cash & equivalents 5,605 4,616 8,482 9,741 10,902 Software Business 47% 37% 28% 20% 15%

Account receivables 1,680 1,572 2,257 2,633 3,237 Cloud Service Business 40% 60% 72% 80%  85%

Inventory 423 407 409 667 728 Financial Service Business 12% 3% 0% 0% 0%

Other current assets 1,065 1,088 1,935 2,122 2,282 -Payment Service 9% 0% 0% 0% 0%
- Investment Information Servi 3% 0% 0% 0% 0%

Non-current assets 8,177 9,647 10,524 10,743 10,857 Others 1% 0% 0% 0% 0%

PPE 2,507 2,529 2644 2,779 2,952

Intangible assets 785 1,862 2,414 3,068 3,748 Growth (%)

Other non-current assets 4,885 5,256 5,466 4,896 4,157 Revenue 0% 5% 14% 22% 18%

Total assets 16,950 17,329 23,607 25,906 28,005 Operating profit 36% -49% 6% 55% 39%
EPS -17%  -28%  -12%  46%  32%

Current liabilities 7,950 8,325 9,589 11,251 12,562

ST borrowings 2,420 2,802 3,434 3,517 3,422 Profit & loss ratio (%)

Account payables 549 654 760 905 1,068 Gross margin 61.0 612 605 611 615

Accrued expense 2,741 2,649 3,520 3,787 4,608 Operating margin 128 6.2% 58% 7.3% 8.6%

Other current liabilities 2,240 2,219 1,875 3,042 3,464 Net profit margin 11.6% 7.9% 6.4% 7.6% 8.6%

Non-current liabilities 453 1,078 1,197 1,197 1,185 Balance sheet ratio

LT borrowings - 390 420 420 408 Current ratio (x) 1.10 0.92 1.36 1.35 1.37

Other non-current liabilities 453 688 777 777 777 Receivable turnover days 77 66 68 72 73

Total liabilities 8,403 9,403 10,786 12,448 13,747 Inventory turnover days 10 17 15 16 17
Payable turnover days 60 69 69 26 26

Share capital 3,270 3,271 3,436 3,436 3,436 Net debtto equity net cash net cash net cash net cash net cash

Capital surplus 1,096 892 5,944 5944 5944

Retained earnings 3,418 3,489 3,798 4,434 5,235 Profitability (%)

Other reserves (242) (664) (1,262) (1,262) (1,262) ROE 11.7% 8.6% 6.3% 7.3% 9.1%

Minority interest 1,004 939 905 905 905 ROIC 186% 7.8% 6.8% 10.7% 15.9%

Total equity 8,547 7,926 12,821 13,458 14,258

Total liabilities and equity 16,950 17,329 23,607 25,906 28,005 Per share data (RMB)
EPS (RMB) 030 022 019 028 0.37
DPS (RMB) 020 020 010 0.09 0.13
BVPS (RMB) 2.61 2.42 3.73 3.92 4.15

Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 50



14 H R

“MB INTERNATIONAL

27 May 2022

L

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM does
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments and strategies, and encourages investors
to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM or its
affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or
enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss,
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information
contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other publications having information
and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf
of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with the companies in
this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM will not assume
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or
published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 51



