22 Aug 2022

CMB International Global Markets | Equity Research | Company Update

If W7 = @ W W #

A Wholly Owned Subsidiary Of China Merchants Bank

Hold (Maintain)

Yonyou (600588 CH)

Takes time to build the cloud platform

Yonyou reported better than expected FY2Q22 with steady revenue growth of
+15% YoY to RMB2.26bn. Cloud revenue grew +57% YoY to RMB1.55bn.
However, we observed ARR/ contract liabilities growth have slowed to +2%/ +11%
HoH. These may suggest a decline in renewal rate and add pressure to Yonyou'’s
cloud subscription business. Meanwhile, Yonyou increased R&D in cloud
platform YonBIP targeting large-sized enterprises. R&D was up +38% YoY, as
well as R&D capitalization rate. We think earnings quality will be distorted during
the YonBIP ramp up phase. Maintain HOLD.

B FY2Q22 beat on lower opex ratio. Yonyou delivered steady top-line growth
at +15% YoY to RMB2,258mn, beating our/ consensus estimates by 9%/2%.
Cloud revenue was RMB1,551mn (+57% YoY, +107% QoQ), accounting for
69% of total. Operating profit was RMB89mn (+34% YY), lower opex ratio at
57.3% (-2.7 pcts) has offset decline in GPM (-2.1 pcts YoY to 61.2%). Net
profit was RMB137mn (-40% YoY).

B ARR/ contract liabilities HoH growth slowdown adds uncertainty to
cloud outlook. In FY1H22, Yonyou cloud revenue grew +53% YoY to
RMB2,299mn. In terms of customer mix, 67/ 18% of cloud revenue came from
large-sized/ SME enterprises. ARR was RMB1,680mn (+102% YoY, +2%
HoH). Cloud contract liabilities was RMB1,760mn (+42% YoY, +11% HoH).
These cloud metrics look good on a YoY basis but HoH growth rates slowed.
These may suggest a decline in renewal rate and we are concerned that
Yonyou'’s subscription revenue (mostly derived from SME) growth may slow
down.

B Increasing R&D (and capitalization rate) related to YonBIP platform for
large-size enterprises. In FY1H22, Yonyou increased R&D expenditure by
38% YoY to RMB1.32bn as the Company continues to develop cloud-native
YonBIP platform for large-sized enterprises. R&D capitalization rate also rose
t0 26.4% (vs. 21.9% in FY1H21). We think earnings quality will be distorted in
the short term during YonBIP ramp-up stage.

B Maintain HOLD. We raised FY22-24E net profit by 1-5% to reflect better than
expected opex control. Maintain HOLD with new target price of RMB19.81
(prior RMB19.58), based on unchanged 5.0x FY23E EV/sales.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Revenue (RMB mn) 8,525 8,932 10,382 12,709 15,031
YoY growth (%) 0% 5% 16% 22% 18%
Net profit (RMB mn) 989 708 686 959 1,275
EPS (RMB) 0.30 0.22 0.20 0.28 0.37
YoY growth (%) -17% -28% -8% 40% 33%
Consensus EPS (RMB) 0.30 0.22 0.21 0.31 0.45
EV/sales (x) 8.0 7.8 6.5 5.2 4.2
P/E (x) 67.5 94.2 102.0 73.0 54.9
Dividend Yiled (%) 0.01 0.01 0.00 0.00 0.00
ROE (%) 12% 9% 7% 7% 9%

Net debt to equity net cash net cash net cash net cash net cash

Source: Company data, Bloomberg, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Shareholding Structure

Mr. Wang- Chairman 41.2%
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Mr. Guo - Vice Chairman 3.7%
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Focus Charts

Figure 1: Revenue and growth (Quarterly)

Figure 2: Revenue mix (Quarterly)
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Figure 3: Cloud service revenue mix (1H22) Figure 4: R&D capitalization rate (Yearly)
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Figure 5: Cloud contract liabilities (Quarterly)

Source: Company data, CMBIGM estimates

Figure 6: ARR as % of cloud service revenue
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FY2Q22 results review

e Revenue was RMB2,258mn (+15% YoY, +76% Qo0Q), beating our estimate by
9% and consensus by 2%. (pre-announced revenue: RMB2,229-2,288mn)
o Cloud revenue was RMB1,551mn (+57% YaoY, +107% QoQ), accounting
for 69% of revenue.
o Software revenue was RMB690mn (-24% YoY, +32% QoQ).
e Gross profit was RMB1,383 (+11%YoY, +120% QoQ), beating our estimate by
12% and consensus by 4%.
e Gross margin was 61.2%, (-2.1 pct pts YoY, +12.1 pct pts QoQ), beating our
estimate by 1.8 pct pts and consensus by 1 pct pts.
e Operating profit was RMB89Imn (+34% YoY, +119% QoQ), beating our estimate
e Operating margin was 4.0% (+0.6 pct pts YoY, +40.3 pct pts QoQ), beating our
estimate by 7.1 pct pts.
e Net profit was RMB137mn (-40% YoY, +135% QoQ), beating our estimate/
consensus estimates (pre-announced net profit: RMB120-150mn)
e EPS was RMB0.04 (-43% YoY, +134% QoQ).

Figure 7: FY2Q22 results review

Jun-21  Mar-22  Jun-22 Jun-22 Jun-22
2Q21 1Q22 2Q22 2Q22 versus 2Q22 versus

RMB mn actual actual actual YoY QoQ CMBI CMBI | consensus consensus
Revenue 1,963 1,279 2,258 15% 76% 2,078 9% 2,210 2%
Gross profit 1,244 628 1,383 11% 120% 1,236 12% 1,332 4%
Gross margin 63.4% 49.1% 61.2% | -2.1 pct pts 12.1 pct pts 59.5% 1.8 pct pts 60.3% 1 pct pts
Operating profit 67 -465 89 34% 119% -64 n.a. n.a. 0%
(adjusted)
Operating margin 3.4% o o o o
(adjusted) 36.4% 4.0% 0.6 pct pts 40.3 pct pts 3.1% 7.1 pct pts n.a. 0.0%
Net non-op 126 41 20 59 n.a.
PBT 192 -424 110 -43% 126% -5 n.a. 131 -16%
Tax -2 -1 -2 0 -7
Minorities 37 32 30 0
Net income 228 -393 137 -40% 135% -4 n.a. 124 11%
EPS (RMB) 0.07 -0.12 0.04 -43% 134% 0.00 n.a. 0.02 82%

Source: Company data, CMBIGM

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 8: Revenue breakdown

RMB mn 1Q20 2Q20 3020 4Q20 1Q21
Software 564 1,023 797 1,660 542
Cloud Service 219 532 630 2,042 516
Financial Service 293 294 229 189 156
Total 1,089 1,862 1,669 3,905 1,214
YoY %

Software -33% -27% -20% -15% -4%
Cloud Service 74% 54% 103% 2% 136%
Financial Service 8% 1% -40% -45% A7%
Total -13% -10% 2% 12% 11%
Revenue mix

Software 52% 55% 48% 42% 45%
Cloud Service 20% 29% 38% 52% 42%
Financial Service 27% 16% 14% 5% 13%
Cloud service metrics

Cloud Service contract liab. 1,001 1,229
- Subscription contract liab. 473 492

YoY
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1,715 1,760
961 1,030
96% n.a.

Source: Company data
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Earnings revision

Figure 9: Yonyou earnings revision

%Diff ‘ New %Diff

%Diff

Sales 10,382 10,202 2% 12,709 12,478 2% 15,031 14,738 2%
Gross profit 6,318 6,172 2% 7,785 7,619 2% 9,287 9,066 2%
OP Profit 636 590 8% 959 913 5% 1,331 1,266 5%
PBT 788 799 -1% 1,128 1,122 1% 1,500 1,486 1%
Net profit 686 652 5% 959 954 1% 1,275 1,263 1%
EPS 0.20 0.19 5% 0.28 0.28 1% 0.37 0.37 1%
Margins

GM 60.9% 60.5% 37 bps 61.3% 61.1% 19 bps 61.8% 61.5% 27 bps
OPM 6.1% 5.8% 33 bps 7.5% 7.3% 23 bps 8.9% 8.6% 26 bps
PBT margin 7.6% 7.8% -24 bps 8.9% 9.0% -11 bps 10.0% 10.1% -10 bps
Net margin 6.6% 6.4% 22 bps 7.5% 7.6% -10 bps 8.5% 8.6% -9 bps

Source: Company data, CMBIGM
Figure 10: Yonyou CMBI estimates vs. consensus
2022E 2023E ‘ 2024E

RMB mn CMBI Street Diff CMBI Street Diff CMBI Street Diff
Sales 10,382 10,627 -2% 12,709 13,097 -3% 15,031 16,203 -7%
Gross profit 6,318 6,470 -2% 7,785 7,997 -3% 9,287 9,908 -6%
OP Profit 636 939 -32% 959 1,272 -25% 1,331 1,695 -21%
PBT 788 798 -1% 1,128 1,187 -5% 1,500 1,699 -12%
Net profit 686 720 -5% 959 1,046 -8% 1,275 1,483 -14%
EPS 0.20 0.21 -4% 0.28 0.31 -10% 0.37 0.44 -16%
Margins

GM 60.9% 60.9% -3 bps 61.3% 61.1% 19 bps 61.8% 61.1% 64 bps
OPM 6.1% 8.8% -271 bps 7.5% 9.7% -217 bps 8.9% 10.5% -161 bps
PBT margin 7.6% 7.5% 8 bps 8.9% 9.1% -19 bps 10.0% 10.5% -50 bps
Net margin 6.6% 6.8% -16 bps 7.5% 8.0% -44 bps 8.5% 9.2% -67 bps

Source: Company data, CMBIGM, Bloomberg

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Operating model

Figure 11: Revenue breakdown
RMB mn 2019 2020 2021 2022E 2023E 2024E

Revenues 8,510 8,525 8,932 10,382 12,709 15,031
Cost of sales (2,942) (3,321) (3,461) (4,064) (4,924) (5,744)
Gross Profit 5,567 5,204 5,471 6,318 7,785 9,287
Gross margin 65.4% 61.0% 61.2% 60.9% 61.3% 61.8%
R&D (1,630) (1,459) (1,704) (2,023) (2,500) (2,967)
SG&A (3,023) (2,496) (3,099) (3,497) (4,147) (4,765)

Operating Income 802 1,093 555 636 959 1,331

Operating margin 9.4% 12.8% 6.2% 6.1% 7.5% 8.9%

Non-Operating Income 602 33 219 152 169 170

Profit Before Tax 1,404 1,126 774 788 1,128 1,500

Income tax (expense) gain (83) (75) (92) (107) (113) (150)

Minorities (138) (63) 25 6 (56) (75)

Net Income to Shareholders 1,183 989 708 686 959 1,275

Net margin 13.9% 11.6% 7.9% 6.6% 7.5% 8.5%

EPS (RMB) 0.36 0.30 0.22 0.20 0.28 0.37

DPS (RMB) 0.15 0.20 0.20 0.00 0.00 0.00

Source: Company data, CMBIGM

Figure 12: Operating model

Revenue breakdown

Software Business 5,195 4,044 3,320 2,806 2,440 2,195
Cloud Service Business 1,970 3,422 5,321 7,551 10,269 12,836
Financial Service Business 1,293 1,005 276 26 - -
Others 52 54 14 - - -
Total 8,510 8,525 8,932 10,382 12,709 15,031

Revenue YoY

Software Business -T% -22% -18% -15% -13% -10%
Cloud Service Business 132% 74% 55% 42% 36% 25%
Financial Service Business 4% -22% -73% -91% -100% 0%
Blended 10% 0% 5% 16% 22% 18%

Revenue mix

Software Business 61% 47% 37% 27% 19% 15%
Cloud Service Business 23% 40% 60% 73% 81% 85%
Financial Service Business 15% 12% 3% 0% 0% 0%

Source: Company data, CMBIGM

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Figure 13: Quarterly operating model

RMB mn 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22E 4Q22E
Revenues 1,214 1,963 1,756 3,999 1,279 2,258 2,067 4,778
Gross Profit 572 1,244 1,020 2,634 628 1,383 1,155 3,153
Operatina profit -314 67 -124 926 -465 89 -179 1.191
Net profit (loss) -13 228 -88 581 -393 137 -112 1,054
EPS (RMB) -0.00 0.07 -0.03 0.18 -0.12 0.04 -0.03 0.31
Margins

Gross margin 47% 63% 58% 66% 49% 61% 56% 66%
Operating margin -26% 3% -7% 23% -36% 4% -9% 25%
Net margin -1% 12% -5% 15% -31% 6% -5% 22%
Growth (QoQ)

Revenues -69% 62% -11% 128% -68% 76% -8% 131%
Gross Profit -79% 118% -18% 158% -76% 120% -16% 173%
Operating profit -127% -121% -287% -846% -150% -119% -301% -764%
Net profit (loss) -101% -1858% -139% -759% -168% -135% -181% -1041%
Growth (YoY)

Revenues 11% 5% 5% 2% 5% 15% 18% 19%
Gross Profit 13% 15% 9% -2% 10% 11% 13% 20%
Operating profit -9% -72% -214% -22% -48% 34% -44% 29%
Net profit (loss) 95% -14% -113% -42% -2856% -43% -21% 73%

Source: Company data, CMBIGM

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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Valuation

Yonyou (600588 CH, HOLD, TP RMB19.81)

We maintain HOLD with new target price of RMB19.81 (prior RMB19.58), based on
unchanged 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 14: Yonyou peers valuation comparison

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

Yonyou 600588 CH 10,279 19.81
Kingdee 268 HK BUY 7,095 16.02 23.83 9.1 7.5 -2% 1% 19% n.a.
g'frf‘i?;o“ 688111 CH  NR 11,519 170.12 NA 171 130 33%  38% 30% 31%
SAP SAP US NR 113,588 92.46 N/A 41 3.8 11% 15% 9% n.a.
Intuit INTU US NR 134,764  477.76 N/A 10.9 9.5 29% 30% 20% 29%
Xero XRO AU NR 9,201 88.80 N/A 13.7 10.8 % 2% 25% 70%
Workday WDAY US  NR 43,919 173.13 N/A 8.2 6.8 26% 18% 20% n.a.
ServiceNow NOW US NR 98,899  489.60 N/A 13.3 10.7 30% 31% 24% 115%
Salesforce CRM US NR 186,990 187.93 N/A 7.1 5.9 19% 21% 20% 9%
Mean 10.0 8.1 15% 18% 21% 45%
Median 9.1 7.5 19% 18% 20% 30%
Source: Bloomberg, CMBIGM estimates
Figure 15: Yonyou 12M forward EV/sales chart Figure 16: Yonyou 12M forward EV/sales band
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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 10,382 12,709 15,031 Net profit 989 708 686 959 1,275
Cost of sales (3,321) (3,461) (4,064) (4,924) (5,744) Depreciation/amortization 357 473 526 671 852
Gross profit 5204 5471 6,318 7,785 9,287 Change in working capital 605 146  (155) 759 581
Others (337) (23) 158 56 75
Selling exp (1,537) (2,027) (2,289) (2,690) (3,076) Net cash from operating 1,613 1,304 1,215 2,445 2,784
Admin exp (959) (1,072) (1,207) (1,457) (1,689)
R&D exp (1,459) (1,704) (2,023) (2,500) (2,967) Capex (592) (1,030) (1,211) (1,507) (1,765)
Other operating exp. (156) (113) (163) (179) (224) Other (183) 921 (3,087) 575 751
Operating profit 1,093 555 636 959 1,331 Net cash from investing (894) (1,230) (4,298) (933) (1,014)
Finance costs (110) (79) (10) - - Net borrowings (1,950) 702 1,017 153 (83)
Other non-oper exp. 143 298 161 169 170 Dividend paid (651) (654) - - -
Pre-tax profit 1,126 774 788 1,128 1,500 Other 346 (1,108) 6,287 (56) (75)
Net cash from financing (2,256) (1,060) 7,304 96 (158)
Income tax expense (75) (92) (107) (113) (150)
Minority interests (63) 25 6 (56) (75) Net changein cash (1,536) (987) 4,221 1608 1,612
Net profit to shareholders 989 708 686 959 1,275 Cash at beginning of the year 7,147 5,605 4,616 8,261 9,869
Exchange difference (6) ) 4 - -
Cash at the end of theyear 5,605 4,616 8,833 9,869 11,481
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 12,567 14,995 17,431 Revenue mix
Cash & equivalents 5605 4,616 8,261 9,869 11,481 Software Business 47% 37% 27% 19% 15%
Account receivables 1680 1572 2,257 2,633 3,237 Cloud Service Business 40% 60% 73% 81% 85%
Inventory 423 407 409 667 728 Financial Service Business 12% 3% 0% 0% 0%
Other current assets 1065 1,088 1640 1,826 1,986
Growth (%)
Non-current assets 8,177 9,647 11,312 11,574 11,735 Revenue 0% 5% 16% 22%  18%
PPE 2507 2529 2,680 2,820 2,998 Operating profit 36% -49% 15% 51%  39%
Intangible assets 785 1,862 2,447 3,144 3,879 EPS -17% -28% 8% 40%  33%
Other non-current assets 4,885 5256 6,184 5,610 4,859
Total assets 16,950 17,329 23,878 26,569 29,167 Profit & loss ratio (%)
Gross margin 61.0% 61.2% 60.9% 61.3% 61.8%
Current liabilities 7,950 8,325 9,901 11,618 12,951 Operating margin 128% 6.2% 6.1% 7.5% 8.9%
ST borrowings 2,420 2,802 3,746 3,884 3,811 Net profit margin 116% 79% 6.6% 7.5% 8.5%
Account payables 549 654 760 905 1,068
Accrued expense 2,741 2,649 3520 3,787 4,608 Balance sheetratio
Other current liabilities 2,240 2,219 1,875 3,042 3,464 Currentratio (X) 110 092 127 129 135
Receivable turnover days 7 66 67 70 71
Non-current liabilities 453 1,078 1,189 1,203 1,193 Inventory turnover days 10 17 14 15 17
LT borrowings - 390 490 505 495 Payable turnover days 60 69 68 26 26
Other non-current liabilities 453 688 698 698 698 Net debt to equity netcash netcash netcash netcash netcash
Total liabilities 8,403 9,403 11,090 12,821 14,144
Profitability (%)
Share capital 3,270 3,271 3,435 3435 3435 ROE 11.7% 86% 6.6% 7.2% 8.8%
Capital surplus 1,096 892 6,065 6,065 6,065 ROIC 18.6% 7.8% 7.0% 10.2% 14.9%
Retained earnings 3,418 3,489 3,836 4,795 6,070
Other reserves (242)  (664) (1,398) (1,398) (1,398) Per share data (RMB)
Minority interest 1,004 939 961 961 961 EPS (RMB) 0.30 0.22 0.20 0.28 0.37
Total equity 8,547 7,926 12,898 13,857 15,133 DPS (RMB) 0.20 0.20 0.00 0.00 0.00
Total liabilities and equity 16,950 17,329 23,988 26,679 29,277 BVPS (RMB) 2.61 2.42 3.76 4.03 441

Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 9
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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
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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
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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
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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.
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has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
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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 (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 (ll) 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
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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
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