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Tour takeaways: Eyes on overseas expansion

YY attended our Beijing tour last week, and restated its globalization strategy.
Investors eye on: 1) YY core revenue outlook and share ratio under domestic
fierce competition; 2) Likee’s user expansion strategy and monetization plan; and
3) HUYA’s agreement with Tencent. Mgmt kept confident on its solid YY core and
Likee user expansion. Maintain BUY with our TP of US$82. Valuation at 10x
FY20E P/E is attractive.

B Solid YY Core despite competition. Mgmt. stated that sharing ratio to
hosts remained unchanged (55% for platform, 45% for hosts (or 5-10% to
agents)), despite competition from short videos (e.g. Douyin, Kuaishou).
Given adequate supply, platforms should have higher bargaining power than
top hosts, backed by its traffic operation mechanism. For instance, its top 10
hosts turnover rate was over 50% in the past few years, but YY Live still
delivered solid growth with negligible impact from it. In terms of spender
concentration, mgmt. stated that 10% spenders contribute 90% revenue in
regular livestreaming platforms.

B Overseas expansion to step up. For 2020 outlook, Likee still focuses more
on user acquisition, while Bigo Live will be key monetization contributor. Ads
and livestreaming would be top choice for Likee’s monetization, but is still at
early stage. Hago contributed ~30% of Bigo revenue in FY18E, but would
decline to below 20% in FY19E (~20% in 3Q19), for tightening regulation on
audio livestreaming in domestic market. For IMO, it posed limited impact on
total S&M, as mgmt would not aggressively acquire users and monetize.
User engagement and features enrichment would be top priority for IMO.

B Opento Huyaissue. Mgmtrestated its open view to Huya’s agreement with
Tencent, and this issue depends on Tencent’s plan in Mar 2020. As market
has already acknowledged Huya’s potential exclusion, we believe it would
pose little impact on YY’s business and stock price, as they operate
independently.

B Maintain BUY. We keep our financials and TP unchanged, with TP at
US$82. Our TP is equivalent to 18x/12x FY19/20E P/E, based on: 1) YY
Live (7x FY19E P/E); 2) Huya (based on mkt cap) and 3) Bigo (2x FY19E
P/S). The stock is now trading at 9.6x FY20E P/E. Valuation is attractive in
our view.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (RMB mn) 11,595 15,764 25,350 31,851 36,971
YoY growth (%) 41.3 36.0 60.8 25.6 16.1
Adj. net profit (RMB mn) 2,751 3,196 2,250 3,299 4,472
Adj. EPS (RMB) 45.23 49.94 32.30 47.37 64.22
YoY growth (%) 63.6 104 (35.3) 46.6 35.6
P/E (x) 10.1 9.1 14.1 9.6 7.1
P/B (x) 3.4 1.7 1.9 1.7 15
Yield (%) 0.0 0.0 0.0 0.0 0.0
ROE (%) 30.6 9.9 6.0 9.7 12.8
Net gearing (%) Net cash Net cash Net cash Net cash Net cash
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Stock Data

Mkt Cap (US$ mn) 4,924
Avg 3 mths t/o (US$ mn) 53.7
52w High/Low (US$) 89/51
Total Issued Shares (mn) 65.0

Source: Bloomberg

Shareholding Structure

Lei Jun 15.5%
Morgan Stanley 11.4%
Capital Group 4.8%

Source: HKEx

Share Performance
Absolute Relative

1-mth 4.4% 0.2%
3-mth 10.2% 3.9%
6-mth -10.8% -18.4%

Source: Company data, CMBIS estimates
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Related Reports

1. Solid 3Q19 with stepping-up
investment — 14 Nov 2019

2. Solid 3Q19E on track — 22 Oct 2019

3. Margin pressure with global
expansion — 15 Aug 2019

4. Guidance beat; Stepping up
globalization — 31 May 2019

5. 4Q18 beat, with Bigo’s acquisition
settled — 6 Mar 2019
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY2lE
Revenue 11,595 15,764 25,350 31,851 36,971 Netincome 2,494 1,642 1,256 2,051 3,024
Live broadcasting 10,671 14,878 19,648 23,965 27,335 D&A 214 241 273 300 345
Others 924 886 930 968 987 Change in WC 705 (108) - - -
Income tax paid (416) (478) (327) (566) (855)
COGS (7,026) (10,017) (16,922) (21,261) (24,420) Others 673 1,126 1,321 1,814 2,303
Gross profit 4,568 5,746 8,428 10,590 12,551 Operating CF 3,670 2,423 2,523 3,598 4,817
S&M (691) (1,149) (3,352) (3,511) (3,705) Capex (328)  (447)  (718)  (902) (1,047)
Admin.Exp. (545) (883) (1,445) (1,752) (1,849) Associates - - - - -
R&D (782) (1,192) (2,517) (3,003) (3,116) Others (2,304) (4,293) - - -
Others 149 118 169 145 144 Investing CF (2,632) (4,739) (718) (902) (1,047)
Operating profit 2,699 2,640 1,283 2,470 4,025
Equity raised - 5,846 - - -
Financial income 180 486 440 509 472 Change of Debts - - - - -
Other income 12 (590) - - - Others - - - - -
Pre-tax Income 2,891 2,535 1,723 2,978 4,498 Financing CF - 5,846 - - -
Income Tax (416) (478) (327) (566) (855) Net change in cash 1,038 3530 1,805 2,696 3,770
Ml 18 (465) (140) (362) (619) Cash (beg of yr) 1,580 2,618 6,147 7,952 10,648
Net profit 2,494 1642 1,256 2,051 3,024 FX - - - - -
Adj. net profit 2,751 3,196 2,250 3,299 4,472 cCash (end of yr) 2,618 6,147 7,952 10,648 14,418
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 4,329 8,278 6,269 6,269 6,269 Sales mix (%)
Fixed asset 1,017 1,296 1,296 1,296 1,296 Live broadcasting 92.0 94.4 96.1 96.9 97.3
Long-term investments 1,153 4,592 4,592 4,592 4,592  Others 8.0 5.6 3.9 3.1 2.7
Intangible assets 37 75 75 75 75 Total 100.0 100.0 100.0 100.0 100.0
Others 2,122 2,316 306 306 306
Growth rate (%)
Current assets 10,129 17,483 17,845 19,934 22,987 Revenue 41.3 36.0 60.8 25.6 16.1
Cash 2,617 6,004 7,952 10,648 14,418  Gross profit 47.3 25.8 46.7 25.6 18.5
Deposit over 3 months 6,000 7,327 8482 7,874 7,158 EBIT 50.4 (22) (51.4) 92,5 63.0
Account receivable 376 1,217 1,217 1,217 1,217  Net profit 63.6 (34.1) (235 63.3 475
Others 1,136 2,934 194 194 194
P&L ratios (%)
Current liabilities 3,146 3,846 3,846 3,846 3,846  Operating margin 23.3 16.7 5.1 7.8 10.9
Borrowings 588 - - - - Pre-tax margin 24.9 16.1 6.8 9.4 12.2
Account payable 76 115 115 115 115  Adij. net margin 23.7 20.3 8.9 10.4 12.1
Tax payable 146 236 236 236 236  Effective tax rate (14.4) (188) (19.0) (19.0) (19.0)
Accrued expenses 1,466 2,414 2,414 2,414 2,414
Other 869 1,082 1,082 1,082 1,082 Returns (%)
ROE 30.6 9.9 6.0 9.7 12.8
Non-current liabilities 75 119 175 213 243  ROA 20.6 8.2 5.0 8.2 10.9
Convertible debt 7 - - - -
Other long-term liabilities 69 119 175 213 243 Per share
EPS (RMB) 45.2 49.9 32.3 47.4 64.2
M 6 6 6 6 6  DPS (RMB) 0.0 0.0 0.0 0.0 0.0
Total net assets 11,238 21,796 20,093 22,144 25,167 BVPS (RMB) 184.8 3584 3304 3642 4139

Shareholders' equity 11,232 21,790 20,087 22,138 25,161

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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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.

CMBIS 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 CMBIS

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 Securities Limited

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

CMB International Securities Limited (“CMBIS”) 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.
CMBIS 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. CMBIS 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 CMBIS, solely for the purpose of supplying information to the clients of
CMBIS 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 CMBIS 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. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS 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. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS 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 CMBIS 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 CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS 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 CMBIS.

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 (l)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 CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

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.
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