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Yonyou (600588 CH)

Inflection point appeared, but structural
improvement likely takes time
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HOLD (Upgrade)

Target Price RMB16.45
Yonyou reported_ (28 Oct) mixed 3Q23 results: revenue was RMB2.3bn (+14 % (Previous TP RMB19.56)
YoY), in line with Bloomberg consensus estimates, and demonstrated an Up/Downside 1.9%
improvement from -5% YoY decline in 1H_23, thanks to fthe gradual wear off of Current Price RMB16.14
reorganizational impact. 3Q23 net loss attributable to ordinary shareholders was
RMB185mn; although it narrowed from that of RMB284mn in 3Q22, it missed China Software & IT Services
consensus of a loss of RMB138mn, which we attribute to the 4.3ppt miss on Saiyi HE, CFA
GPM, which came in at 50.9% (3Q22: 49.9%). We upgrade the stock from SELL (852) 3916 1739
to HOLD given likely better outlook on revenue growth and margin improvement hesaiyi@cmbi.com.hk
in 4Q23 with the wear off of reorganizational impact, but overall macro and
enterprises’ budget pressure takes time to relieve, and we await more concrete Ye TAO _
evidence to become more positive. Our TP of RMB16.45 is based on 5.5x franktao@cmbi.com.hk
EV/Sales (was 6.0x) on 2023E revenue, in line with the one-year mean. Wentao LU, CFA
B |Inflection point on cloud revenue growth appeared...In 3Q23, cloud luwentao@cmbi.com.hk
services revenue was RMB1.6bn, up 28% YoY (1H23: 2.0% YoY) and ERP Stock Data
revenue fell 10% YoY to RMB713mn. Cloud service revenue for large /mid- MKt Cap (RMB mn) 55.410.6
sized enterprise came in at RMB1.1bn/162mn for 3Q23, with respective Avg 3 mths t/o (RMB mn) 307.8
growth of 22%/61% YoY, improving from -3%/+25% YoY in 1H23. 52w High/Low (RMB) 28.22/15.271
Management highlighted that new contract value growth was over 20% YoY ;Z’L"’:'CLS_SF”;C?SSE?&%S (mn) 34331
each month for four consecutive months since June 2023 vs. -6% YoY in '
5M23, and cumulative contract value for large enterprises reached Shareholding Structure
RMB3.0bn/1.27bn in 9M23/3Q23, up 17/29% YoY, which both demonstrated m;;’&ng - Chairman 33'322
an improvement in fundamentals, in our view. Source: Company data :
M .._.but concrete margin improvement likely takes time. GPM improved Share Performance
1.0ppt to 50.9% in 3Q23, driven by healthy revenue growth, but was 4.3ppts Absoluie Relaiive
shy of consensus forecast due to greater-than-expected impact from 1-mth -2.4% 1.4%
organizational change (especially for large enterprise projects). As for 3-mth -11.2% 2.7%
operating expenses, S&M expenses grew 20% YoY in 9M23 (30.3% of total 6-mth -23.7% -14.6%
revenue, +4.7ppts YoY), administrative expenses up 1% YoY in 9M23 Source: FactSet
(14.0% of revenue, -0.2ppt YoY), and R&D expenses grew 1% YoY in 9M23 12-mth Price Performance
(26.2% of total revenue, -0.3ppt YoY). We estimate ARR contribution for 00 SHS2500 (Rebased)
cloud revenue to be stable YoY at around 32% for Yonyou (vs. >60% for 280
Kingdee) in 2023, and we believe an increase in ARR contribution is vital to 24.0
drive the unleash of operating leverage over the long term. %318
B Cuttarget price to RMB16.45 but upgrade to HOLD. Yonyou's share price ]EE
has fallen 33% vs. -8% for CSI300 YTD, and we believe the market has Oct22 Jam23  Apr2s 23 Oct2s
priced in the impact of the organizational changes. With a better revenue Source: FactSet
growth outlook compared with that in 1H23, further downside on stock price
could be limited, but recovery on macro and enterprises’ digitalization budget
likely still takes time to bring concrete improvement on Youyou’s top-line
growth, and we await more concrete evidence to become more positive.
Earnings Summary
(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 8,932 9,262 10,155 11,915 13,342
Net profit (RMB mn) 707.8 219.2 (262.0) 520.6 654.8
EPS (Reported) (RMB cents) 21.64 6.38 (7.63) 15.16 19.07
Consensus EPS (RMB) 0.22 0.06 0.10 0.25 0.40
P/E (x) 164.2 365.9 na 106.4 84.6
EV/Sales (x) 6.1 5.7 55 46 41
ROE (%) 9.7 2.4 (2.3) 46 5.6
Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1: Yonyou: CMBI forecast vs Bloomberg consensus

2023 2024 ‘ 2025

RMB mn CMBI Street Diff CMBI Street Diff CMBI Street Diff
Sales 10,155 10,458 -3% 11,915 12,605 -5% 13,342 15,300 -13%
Gross profit 5,505 5,973 -8% 6,955 7,325 -5% 7,873 9,049 -13%
OoP -349 479 -173% 459 938 -51% 614 1,511 -59%
PBT -183 330 -155% 612 918 -33% 770 1,531 -50%
Net profit -262 389 -167% 521 879 -41% 655 1,427 -54%
EPS -0.08 0.10 -174% 0.15 0.25 -39% 0.19 0.40 -52%
Margins

GM 54.2% 57.1% -291 bps 58.4% 58.1% 26 bps 59.0% 59.1% -13 bps
OPM -3.4% 4.6% -801 bps 3.8% 7.4% -359 bps 4.6% 9.9% -527 bps
PBT margin -1.8% 3.2% -496 bps 5.1% 7.3% -214 bps 5.8% 10.0% -423 bps
Net margin -2.6% 3.7% -630 bps 4.4% 7.0% -260 bps 4.9% 9.3% -442 bps

Source: Bloomberg, CMBIGM estimates
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Financial Summary

INCOME STATEMENT 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Revenue 8,525 8,932 9,262 10,155 11,915 13,342
Cost of goods sold (3,321) (3,461) (4,041) (4,650) (4,960) (5,468)
Gross profit 5,204 5,471 5,221 5,505 6,955 7,873
Operating expenses (4,111) (4,916) (5,213) (5,853) (6,496) (7,259)
Selling expense (1,537) (2,027) (2,235) (2,641) (2,834) (3,148)
Admin expense (959) (1,072) (1,117) (1,171) (1,252) (1,435)
R&D expense (1,459) (1,704) (1,754) (1,930) (2,285) (2,540)
Others (156) (113) (106) (111) (126) (136)
Operating profit 1,093 555 8 (349) 459 614
Interest expense (110) (79) 12 (76) 3 6
Other income/expense 143 298 227 242 150 151
Pre-tax profit 1,126 774 247 (183) 612 770
Income tax (75) (92) (22) (88) (61) 77)
After tax profit 1,051 682 225 (271) 551 693
Minority interest (63) 25 (6) 9 (31) (39)
Net profit 989 708 219 (262) 521 655
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 8,773 7,682 12,387 20,977 13,045 14,232
Cash & equivalents 5,605 4,616 8,304 15,929 7,082 7,358
Restricted cash 1,680 1,572 2,634 2,269 2,907 3,462
Account receivables 423 407 531 583 681 802
Other current assets 1,065 1,088 918 2,197 2,375 2,609
Non-current assets 8,177 9,647 11,168 13,263 13,397 13,418
PP&E 2,507 2,529 2,531 2,543 2,497 2,459
Intangibles 785 1,862 2,838 3,940 4,813 5,743
Other non-current assets 4,885 5,256 5,799 6,781 6,087 5,216
Total assets 16,950 17,329 23,555 34,240 26,442 27,650
Current liabilities 7,950 8,325 9,574 17,949 11,476 12,525
Short-term borrowings 2,420 2,802 3,611 11,818 4,165 4,164
Account payables 549 654 832 819 926 1,033
Other current liabilities 2,240 2,219 2,569 2,680 3,247 3,756
Accrued expenses 2,741 2,649 2,563 2,634 3,138 3,571
Non-current liabilities 453 1,078 1,463 3,848 1,756 1,750
Long-term borrowings 0 390 826 3,223 1,131 1,125
Other non-current liabilities 453 688 637 625 625 625
Total liabilities 8,403 9,403 11,037 21,798 13,232 14,275
Share capital 3,270 3,271 3,434 3,433 3,433 3,433
Capital surplus 1,096 892 5,852 5,476 5,476 5,476
Retained earnings 3,418 3,489 3,369 2,903 3,670 3,836
Other reserves (242) (664) (1,193) (952) (952) (952)
Total shareholders equity 7,543 6,987 11,461 10,861 11,628 11,793
Minority interest 1,004 939 1,057 1,582 1,582 1,582
Total equity and liabilities 16,950 17,329 23,555 34,240 26,442 27,650

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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CASH FLOW 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 1,126 774 247 (183) 612 770
Depreciation & amortization 357 473 579 609 789 964
Tax paid (75) (92) (22) (88) (61) 77)
Change in working capital 605 146 (819) 452 264 139
Others (400) 2 301 18,146 0 0
Net cash from operations 1,613 1,304 286 18,936 1,604 1,796
Investing

Capital expenditure (592) (1,030) (1,557) (1,655) (1,616) (1,856)
Others (302) (200) (2,296) 439 694 871
Net cash from investing (894) (1,230) (3,853) (1,217) (922) (985)
Financing

Dividend paid (651) (654) (344) (206) 246 (489)
Net borrowings (1,950) 702 1,077 (7,062) (9,744) (@)
Others 346 (1,108) 6,508 (2,221) (31) (39)
Net cash from financing (2,256) (1,060) 7,241 (9,489) (9,529) (535)
Net change in cash

Cash at the beginning of the year 7,147 5,605 4,616 8,304 15,929 7,082
Exchange difference (6) 2) 14 2 0 0
Cash at the end of the year 5,605 4,616 8,304 16,536 7,082 7,358
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue 0.2% 4.8% 3.7% 9.6% 17.3% 12.0%
Gross profit (6.5%) 5.1% (4.6%) 5.4% 26.3% 13.2%
Operating profit 36.4% (49.2%) (98.6%) na na 33.9%
Net profit (16.4%) (28.4%) (69.0%) na na 25.8%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Gross profit margin 61.0% 61.2% 56.4% 54.2% 58.4% 59.0%
Operating margin 12.8% 6.2% 0.1% (3.4%) 3.8% 4.6%
Return on equity (ROE) 13.4% 9.7% 2.4% (2.3%) 4.6% 5.6%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Net debt to equity (x) (0.4) (0.2) (0.3) (0.1) (0.2) 0.2)
Current ratio (x) 11 0.9 1.3 1.2 11 11
Receivable turnover days 76.9 66.4 82.9 88.1 79.3 87.1
Inventory turnover days 9.6 17.0 18.5 20.0 19.3 20.3
Payable turnover days 60.3 69.0 75.1 294 28.4 28.3
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E 128.6 164.2 365.9 na 106.4 84.6
P/B 14.9 14.7 6.4 4.5 4.2 4.1
Div yield (%) 0.5 0.6 0.4 0.4 ns 0.9
EV 53,230.4 54,925.7 52,600.6 56,104.3 55,207.0 54,923.3
EV/Sales 6.2 6.1 5.7 5.5 4.6 4.1

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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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.

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 inve stment 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.
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