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Kingdee (268 HK)

Resilient performance amid macro headwinds

CMB INTERNATIONAIL

MEELLL

BUY (Maintain)

Target Price HK$15.10
Kingdee released its preliminary financial results for 2023 on 5 January. (Previous TP HK$17.00)
Managerpent Ye>\<(pectsv\,t:]0ta:c 1r(eavze();lule7 2(3; 5%5256152%5)7%;1 hI|0r r2]023% Up/Downside 44.9%
representing YoY gro 0 2%-17.2% . 16.6%), slightly shy o :
Bloomberg consensus of RMB5.8bn which we attribute to macro headwinds, Current Price HK$10.42
while the expectation for loss attributable to ordinary shareholders of China Software & IT Services
RMB170mn-250mn was better than consensus at RMB259mn, in our view Saiyi HE, CFA
demonstrated on track loss reduction aided by efficient cost control. Although (852) 3916 1739
we expect demand recovery will take time amid current macro backdrop, hesaiyi@cmbi.com.hk
digitalization and domestic substitution remains a vital long-term trend, and
Kingdee is well-positioned to benefit from the trend, in our view. With greater Ye TAO _
revenue generation from subscription services than peers, Kingdee will likely franktao@cmbi.com.hk
enjoy greater visibility on revenue growth in 2024. We trim target price to Wentao LU, CFA
HK$15.1 per share (previous HK$17.0), based on one-year average EV/Sales luwentao@cmbi.com.hk
of 7.5x (previous: 8.4x). BUY. Stock Data
B Resilient performance amid macro headwinds. For 2023, Kingdee MKkt Cap (HKS mn) 36.200.5
expects to record: 1) total revenue of RMB5.65bn-5.70bn, representing YoY Avg 3 mths t/o (HK$ mn) 187.1
growth of 16.2%-17.2% (2022: 16.6%), slightly shy of Bloomberg consensus '5I'2\tN IHligh/Lg"é éHK$) 18-73%3-58
of RMB5.8bn; 2) net cash flow from operating activities of c.RMB630mn- Sz::ces_s':uaitsa ares (mn) :
670mn, up 68.3%-78.9% YoY; 3) loss attributable to ordinary shareholders '
of RMB170mn-250mn, better than consensus at loss of RMB259mn, which Shareholding Structure
indicated a loss reduction of RMB140mn-220mn YoY:; 4) Cloud subscription Mr. Xu - Chairman 20.3%
. . . Oriental Tao Limited 11.1%
annual recurring revenue (ARR) of RMB2.85bn (vs previous guidance of Source: HKEx
RMB3.0bn), up 32.8% YoY. Although recovery of revenue growth and ARR
growth are likely slower than previous expectation owing to ongoing macro Share Performance ,
headwinds, the preliminary results have demonstrated Kingdee’s ability to Lnth Absg'gg/j Re'f“;;;
achieve resilient financial performance, in our view. 3-mth 17.6% 22 4%
B Lossreduction and cash flow status improvement on track. The results &-mth -4.1% 10.9%
imply Kingdee has recorded: 1) 2H23 revenue of RMB3.08bn-3.13bn, up Source: FactSet
15.5-17.4% YoY (2H22: 16.0%; 1H23: 16.8%); 2) 2H23 net profit of 12-mth Price Performance
RMB34mn-114mn (2H22: net loss of RMB33mn), demonstrated an on track a0 28} (Rebased)
loss reduction, aided by Kingdee’s disciplined spending, and scale effect 18.0
driven by the increase in revenue contribution from subscription revenue. 122
M Operating efficiency improvement likely remains a key theme for 120
software players in 2024. We expect structural recovery of the software 122
and IT services sector may still take time, due to macro uncertainty and Tan23  Apr23 k23 Oct23  Jan2s
enterprises’ stringent budget. However, the improvement in market liquidity Source: FactSet
may support the re-rating of the sector. Looking ahead in the mid-to long
term, we remain positive on the investment theme of software localization.
We believe the recovery of the macro environment should support
enterprise IT spending and sector valuation recovery. Kingdee’s revenue
growth may enjoy greater visibility compared to overall industry, given
greater revenue contribution from subscription services. Reiterate Kingdee
as our sector top pick within software and IT services coverage space.
Earnings Summary
(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 4,174 4,866 5,688 6,747 7,849
YoY growth (%) 24.4 16.6 16.9 18.6 16.3
Net profit (RMB mn) (302.3) (389.2) (211.2) (37.3) 156.3
EPS (Reported) (RMB cents) (9.23) (11.21) (6.08) (1.07) 450
Consensus EPS (RMB cents) na na (7.37) (2.94) 7.90
P/E (x) na na na na 212.3
EV/Sales (x) 7.2 6.3 5.4 45 38
Source: Company data, Bloomberg, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: Kingdee: CMBI forecast vs Bloomberg consensus

2023E 2024E ‘ 2025E

RMBm New Old %Diff NEW Old %Diff \ New old %Diff
Sales 5,688 5,795 -2% 6,747 6,880 -2% 7,849 8,110 -3%
Gross profit 3,537 3,604 -2% 4,237 4,322 -2% 4,930 5,094 -3%
OP profit -589 -572 3% -394 -405 -3% -174 -169 3%
PBT -231 -214 8% -49 -52 -6% 204 219 -7%
Net profit -211 -198 6% -37 -40 -6% 156 168 -7%
EPS -0.06 -0.06 6% -0.01 -0.01 -6% 0.04 0.05 -1%
Margins

GM 62.2% 62.2% 0 bps 62.8% 62.8% -1 bps 62.8% 62.8% -1 bps
OPM -10.4% -9.9% -48 bps -5.8% -5.9% 4 bps -2.2% -2.1% -13 bps
PBT margin -4.1% -3.7% -36 bps -0.7% -0.8% 3 bps 2.6% 2.7% -10 bps
Net margin -3.7% -3.4% -29 bps -0.6% -0.6% 3 bps 2.0% 2.1% -8 bps

Source: Bloomberg, CMBIGM estimates

Figure 2: Kingdee: one-year average EV/S
®)

12 -
+2SD= 10.3x

L AN
10 q1W ° VLV\[\
A +1SD= 8.9x
"

8 - N‘\,‘ Average= 7.5x

-1SD= 6.1x

0 T T T T T
6/1/2023 6/3/2023 6/5/2023 6/7/2023 6/9/2023 6/11/2023

Source: Bloomberg, CMBIGM

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



CME INTERNATIONAT

8 Jan 2024 @:_#Eﬁﬁ

Financial Summary

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

Revenue 3,356 4,174 4,866 5,688 6,747 7,849
Cost of goods sold (1,147) (1,541) (1,868) (2,151) (2,509) (2,920)
Gross profit 2,209 2,634 2,998 3,637 4,237 4,930
Operating expenses (2,823) (3,392) (3,826) (4,126) (4,632) (5,104)
Selling expense (1,425) (1,741) (2,027) (2,193) (2,463) (2,748)
Admin expense (414) (466) (504) (528) (589) (631)
R&D expense (984) (1,185) (1,295) (1,404) (1,580) (1,725)
Operating profit (614) (758) (828) (589) (394) (174)
Net Interest income/(expense) 36 76 100 92 90 106
Others 195 299 254 266 255 272
Pre-tax profit (383) (382) (474) (231) (49) 204
Income tax 41 44 22 4 5 (20)
Minority interest 6 36 63 16 7 (28)
Net profit (335) (302) (389) (211) (37) 156
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 6,183 4,471 3,984 3,854 4,261 4,844
Cash & equivalents 2,754 2,047 1,943 1,843 2,132 2,607
Restricted cash 334 392 293 400 475 553
Prepayment 1,236 370 626 626 626 626
Other current assets 1,503 1,339 776 643 691 717
Contract assets 357 323 347 342 337 342
Non-current assets 4,539 6,616 7,747 7,965 8,264 8,641
PP&E 746 1,045 1,377 1,420 1,483 1,565
Intangibles 786 1,037 1,192 1,366 1,603 1,897
Other non-current assets 3,007 4,534 5,178 5,178 5,178 5,178
Current liabilities 2,599 3,084 3,766 4,209 4,969 5,747
Short-term borrowings 120 0 85 51 49 49
Account payables 795 759 899 907 1,005 1,111
Other current liabilities 200 160 150 150 150 150
Contract liabilities 1,484 2,165 2,631 3,101 3,764 4,437
Non-current liabilities 165 200 558 428 419 417
Long-term borrowings 0 0 385 255 246 244
Other non-current liabilities 165 200 173 173 173 173
Total liabilities 2,764 3,284 4,324 4,638 5,388 6,164
Share capital 83 83 84 84 84 84
Capital surplus 5,053 5,149 5,085 5,085 5,085 5,085
Retained earnings 1,922 1,619 1,230 1,019 982 1,138
Other reserves 732 744 867 867 867 867
Total shareholders equity 7,790 7,596 7,265 7,054 7,017 7,173
Minority interest 169 207 142 127 120 148
Total equity and liabilities 10,722 11,087 11,731 11,818 12,525 13,485

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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CASH FLOW 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Operating

Profit before taxation (383) (382) (474) (231) (49) 204
Depreciation & amortization 493 439 0 465 511 565
Tax paid 41 44 22 4 5 (20)
Change in working capital 364 560 466 508 644 670
Others 1) 44 382 (101) (95) (136)
Net cash from operations 473 661 374 641 1,011 1,304
Investing

Capital expenditure (353) (772) (888) (683) (810) (942)
Others (1,138) (433) 101 105 100 115
Net cash from investing (1,491) (1,205) (787) (577) (710) (827)
Financing

Dividend paid (37) 0 0 0 0 0
Net borrowings (80) (120) 473 (164) (11) )
Proceeds from share issues 2,091 0 0 0 0 0
Others 9) (24) (172) 0 0 0
Net cash from financing 1,966 (144) 301 (164) (11) )
Net change in cash

Cash at the beginning of the year 1,899 2,754 2,047 1,943 1,843 2,132
Exchange difference (93) (19) 8 0 0 0
Cash at the end of the year 2,754 2,047 1,943 1,843 2,132 2,607
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue 0.9% 24.4% 16.6% 16.9% 18.6% 16.3%
Gross profit (8.1%) 19.2% 13.8% 18.0% 19.8% 16.3%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Gross profit margin 65.8% 63.1% 61.6% 62.2% 62.8% 62.8%
Operating margin (18.3%) (18.2%) (17.0%) (10.4%) (5.8%) (2.2%)
Return on equity (ROE) (4.9%) (3.9%) (5.2%) (2.9%) (0.5%) 2.2%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Net debt to equity (x) (0.3) (0.3) (0.2) (0.2) (0.3) 0.3
Current ratio (x) 2.4 14 11 0.9 0.9 0.8
Receivable turnover days 34.9 317 25.7 25.7 25.7 25.7
Inventory turnover days 14 2.2 2.8 2.8 2.8 2.8
Payable turnover days 224.3 184.1 162.0 153.9 146.2 138.9
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E na na na na na 212.3
P/B 6.1 9.3 6.4 4.6 4.6 4.5
Div yield (%) 0.0 0.0 0.0 0.0 0.0 0.0
EV 29,496.0 30,082.9 30,656.9 30,593.4 30,292.3 29,815.3
EV/Sales 8.8 7.2 6.3 5.4 4.5 3.8

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

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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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.

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 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
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