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Basic Information

Last Closed Price US$62.79
12M Target Price US$3.18
+/ - Potential +32.5%
Bloomberg Ticker YY US
GICS Sector Communications

GICS Sudbndustry Internet Media

1Y Price v Relative Index

YY: US CCMP: IND

Company Description

YY Inc., based in China, is a company offering li\
streaming platforms and other applications such
as messaging and shorform videos. Its
operations are mainly based inChina andhas
recently entered the international market.

Key Financials

Market Cap 5.23B
Basic Shares O/S 57.6M
Net Margin 0.7%
EPS2018 USD$0.18
52-Wk High-Low USD$51.00 USD$88.85
Fiscal Year End 31-Dec2018
(S$ M) FY17A FY18A FY19E FY20E
Revenue 12595 15764 19820 35116
Gr Rate (%) 41.3 36.0 25.7 77.2
ROE 22.3 9.7 9.8 12.9
ROA 17.3 8.2 7.9 9.4

Key Executives
David Xueling Li
Bing Jin

Chief Executive Officer
Chief Financial Officer

YY INC (NASDAQ: YY

9 November 2019

We are initiating coverage of YY Incwith a BUY rating and a
US[$83.18 12M price target.

2Q19 Earnings Highlights
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Revenue increased 66.8% YoY to RMB 6295.2 millionitty live
streaming contributing 94.08%.

Net income was RMB42.1 million, compared with a net loss o
RMB99.9 million in the corresponding period of 2018. Net margir
was 0.7%,and (2.6%) in the corresponding period in 2018.
Gross margin dropped to 33.7% from 38.7% in 2Q2018
ARPU increased to RMB525.78 fromR2p ¢y 6 O 2 - "
and Huya combined.

Number of paying users for YY increased 19.1% YoY to 4.2 millio
Paying users for Huya increased 46.7% YoY to 4.9 million.
3Q19 guidance expects revenue between RMB6.57 billion 1
RMB6.77 billion, a YoY growth 080.2% to 65.1%

up

Investment Thesis

0

9980 OAAAT O BidoAcbnipEtedErC2B19) corifess on it
the key competitive advantage of superior content regulation ovel
its competitors. This would allow it to secure longterm growth of
revenue and aid inits penetration of overseas markets

YY is likely to successfully expand into key markets overseas ar
establish a dominant position as a market leader in those market:
sustaining the longterm growth of its revenue

As business segments reach the emd their user acquisition stage,
the largely untapped user base presents unrealised revenu
growth potential enabling a longterm increase in ARPU
EO |
manage its content offerings. This wouldllow Likee to effectively
beat out competition by avoiding the detriments ofegulations.

Catalysts

(o]

Likeehas recently announced a collaboration with Fox Sta
Studios to promote a movieChhichhore which has been released
in September 2019. Thicould possiblyboost MAU for 4Q1%ast
AOOEI AOGAOGh OAT AET ¢ ashtitkacts &0 C
Improving margin due to lowered costs: possible lowering of
broadcastersharing fees in light of Tencent having become :
major shareholder of both Huy and its main rival, Douyu. As
growing business segments (Hago, Bigo) mature, economies
scale will also contribute to lowered costs.

Valuations

Our 12M price target from date of coverage i$83.18. Valuation was
derived through DCFmodel, using anExit Multiple Method and a
Terminal Growth Method as a sanity checkVe also adopted relative
valuation to obtain a sensing as intrinsic value of growth stock like Y*
might be hard to capture Our target price falls within the relative
valuations aswellaO OEA OOOAAOG0O AOOEI AO

Investment Risks

Tightening of regulations of the livestreaming industry would hurt

9960 OAOA Jsignflicaq portisn@ievenue is from China.
, 100 T &£ AITOAT O AOAAOTI OO0 «xi(
generate revenue seen from migration of popular content creator:
from Douyu to Huya

31T xET ¢ AT T AOGOEA CcOi xOE [ AU E
citizens gainlessdisposable income to spend v entertainment
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Figure 1. YY Inc. Business Structure

Huya Inc. (38.9%)
YY Inc.
Douwan Entertainmes

Corporation (100%)

Bigo Inc. (100%)

BiLin Information
Technology (100%)

100Edu Inc. (60.23%)
NeoTasks Limited
(100%)
Engage Capital
Partners (93.5%)

Source: YY

Figure 2. YY Recent Global Presence
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Source: YY Aug. 20Fresentation

Figure 3. Worldwide % of users (left),
Worldwide % of revenue (right)

Source: YY Aug. 2019 Presentation

Figure 4. App purchase in past year by age

App Purchases in the Past Year by Age Segment
‘Source: com Score Custom Survey, U.5., Age 189, 3017 Wave

Source: com Score customer survey

Figure 5. User interface of YY Live and Huya
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Company Overview

YY Inc. is a Chinese based majoideo sharing, and live streaming
company. Their application portfolio includes YY Live, Huya, which ar
focused on the Chinese domestic market, and Bigo, acquired this yei
includes Bigo Live, Likee, and IMO which focuses on the internation
market.

Yy, EOAh (OUAR AT A "ECI , EOA A
worldwide. YY Live offers more talent performance and socializing
scenes while Huya is more centralized on live sports streaming. Big
Live is the international version of YY Live, mainly operatig in

Southeast Asia9 96 O | EOA OOOAAI ET C OAOZ
in the virtual gifts viewers reward streamers that can be cashed out
also known as revenue sharing. Take rates 42% in 4Q18 for live

streaming by deductingrevenue sharingcosts and content costs

Likee is a shortform video sharing and social application under Biga
with its main market in Southeast Asia. It was launched in 2017 an
has now accumulated over 20 million users. IMO is an instar
messaging and free impromptu wleo chat applicationfeaturing in app

purchases and advertisements with its market mainly in the Southeas
Asian market.Hago is a casual gaming social network platform tha
provides over 50 casual games, chatrooms, livestreaming, and oth
functions in more than 33 countries and regionsfeaturing purchase of
in-game virtual items.

2Q19 Earnings Review

0 Revenue increased 66.8% YoY to RMB 6295.2 million with liv
streaming contributing 94.08%. The increase is primarily
attributable to continued increase of top line growth for YY and
Huya, as well as the consolidation of the Bigo segment.

0 Netincome attributable to controlling interest of YY was RMB42.]
million, compared with a net loss of RMB99.9 million in the
corresponding period of 2018. Net margin was 0.7%, compared
with (2.6%) in the corresponding period in 2018.

0 Gross margin dropped to 33.7% from 38.7% in 2Q2018, mainl
due to the lower margins of Huya and Bigo, as well as increase
revenue sharing cost and content cost.

0 ARPUincreasedt® - "vgcu8xy A£OI I
and Huya combined.

0 Number of paying users for YY increased 19.1% YoY to 4.2 millio
Paying users for Huya increased 46.7% YoY to 4.9 million.

0 3Q19 guidance expects revenue between RMB6.57 billion {

RMB6.77 billion,a YoY growth of 60.2% to 65.1%

Clpyd

Industry Outlook

Increasing purchasing power of Gen Z and millennials will allow

the market to enjoy a higher ARPU

Generation Z and millennials two generations most relevant anc
familiar with smartphones and technology, especially for gen Z, whon
is the first generation to grow up in mobile. According to survey in
2017 in the US, 66% of those between 354 years old hase did not

make any app purchases, while only 36% did not for those betwee
18-34 years old. The percentage of people who purchased more the
12 times in the past year increased significantly from 3% to 19% fron
35-54 years old to 1834 years old., as show in figure 4. Moreover,

only 36% of millennials have never made app purchases. Also, as se
in figure 5, gen 7s using social applications even more than millennials

These numbers suggest the increased willingness to spend time ar
money on apps amongnillennials and gen Z. This willingness to spenc
on mobile apps would mean that the average revenue per user fror
millennials and gen Z are likely to be much higher compared to othe
age groups. Looking forward, we can expect a general trend of increa
in average revenue per user on live video services and value add:
services. The industry is expected to be strategically focused on tr

1



Figure 6. Apps Gen Z v.s. Millennials have
increased internet usage

Mobile Apps Where US Gen Z vs. Millennial Internet

Users Have Increased Their Usage, May 2018

% of respondents in each group  Gen Z are using social apps
even more than millennials

YouTube

46%

M Gen Z (16-24)

M Millennials (25-34)

Note: vs. last year
Source; VidMob, "State of Social Video," Aug 6, 2018
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Figure 7. Increasing demand of short -form
videos by MAU

Source: YY Aug. 2019 Presentation

Figure 8. Increasing hours of time spent on
short -form video platforms in China

2015A 2016A 2017A 2018A

Source: YY Aug. 2019 Presentation

two generations imposing strong competition for the growing
millennial and gen Z market.

Robust growth for live video streaming demand

The Asian live streaming market is projected to grow at a CAGR ¢
46.4% from 2019 to 2023 according to a report by Infoholic Researct
This is a significantly higher growth rate as compared to that of the
global growth rate. The global lie streaming market is projected to
grow at a CAGR of 17.8% from 2019 to 2025, 60% lower than thsian

live streaming market growth rate. Additionally, according to a new
OAPT OO0 &EOiI i -AAEA 0AOOT AOO ! OE/
grow from $26 billion in 2019 to $52 billion in 2024. YY is poised to
benefit from this trend given that its key markets are in Asia.

Smartphone penetration set to significantly increase in Southeast
Asia

31 OOEAAOO ! OEAGO EIT OAOT AO AAT T
billion by 2025. Its current internet penetration rate is highest in
Singapore with 84.5%, and 50% to 80% for the rest of the Southea:
I OEAT Al O1 OOEAO8 #EET A&®8.4%| whikiD
AT T DPAOAA O1T OEA 11 OA0%, 800theashAsia d4nc
China still has much room for growth. Mobile internet data traffic is
expected to almost triple in the next three years. Moreover, Southea:
Asians have the tendency to spendbng hours on mobile internet
usage, averaging 3.9 hours per person per day, compared with the L
¢8¢ EIT 600 AT A *APAT 80O p8ao EI O60C

Smartphone ownership rate in Southeast Asia and China are current
standing at around 5060%, lacking behind more maturd A OE A ©
90%. Smartphone ownership in Southeast Asia and China is expect
to continue growing steadily. A larger addressable population for live
streaming, casual gaming, and shofform video sharing will emerge as
smartphone users increase and interat penetration boosts.

Internet infrastructure improves in emerging markets

Southeast Asian mobile carriers have beeproactively rolling
out 4G mobile networks in the region, covering more than 50%
I £ OOAOOS Thisiid acchrmpériet Wit the increasec
affordability of mobile internet in Southeast Asia, with 1
gigabyte data taking up to 2% of gross national incomeer
capita in 2014 to less than 0.8% in 2018. Also;@mmerce giant
Alibaba isincreasing investments in lower tier cities in China,
signaling a satisfactory quality of internet infrastructures in
lower tier cities in China.

01 OOAOB8O &EOA &1 OAAO

Puting OEA AAT OA DI ET OO0 ET OF A of
observe that the expected competition within the industry will behigh
due to the crowded live streaming market in China Due to the high
barriers to entry for this market, it is unlikely that there will be new
entrants to the marketin the near future. We also observe the critical
TAAA &£ O OAOEOAUEI ¢ AT A OAOAE’
bargaining power adjoin.

Competition within industry - High

In China, competition in live video streaming is higher, with major
competitors including Momo, Huajiao, Yizhibo, and Inke. Since liv
streaming revenue from China currently contributes to a nearly 80%
of total revenue, wedeem competition in the industry high. However,
Live video streaming competitors in Southeast Asia have limited use
base and brand awareness, which is unlikely to impose immediat
OEOAAO OiI xAOAO 9d@ndvieo'skagrig,8ve debndthe
market to be moderately competitive due to the limited numbers of
such competitors in China and Southeast Asia.
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Figure 10. Decreasing growth rate for internet
economy revenue in China

Annual revenue growth rate of the internet economy in China from 2014 to
2020

*9%

29.3%

Source: Statista

Figure 11. Hours spent on internet videos in
China continues to grow with momentum
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Source: YY Investor Presentations

&1 OA A C Threat of new entrants - Low

The development of quality live streaming or video sharing platforms
for satisfactory user experience requires extensive product

developmentand purchasing of bandwidth, which are both costly. The
accumulation of users, which is the fundamental of such platforms, i
expected to be difficult since it requires poaching users from
platforms, they are more familiar with and hawe more connections on.

Threat of substitutes - High

In the world of internet, there are unlimited choices of substitutes for
consumers to choose from. Popular substitutes from the internet will
be YouTube Netflix, Facebook, and other social media or onk
streaming service providers. Therefore, it is easy for consumers to of
for other platforms.

Bargaining power of buyers - High

"OUAOO 11 9960 bPiI AOAEI O O AOA A
items in live streaming, or those targeted by advertisemes in other

applications. These users often have various choices betwee
platforms with similar offering to switch or can easily cease to spenc
if they deem it unnecessary or not worth it but still participate in the
live streaming community. Therefore, we deem the bargaining powe
of buyers high.

Bargaining power of suppliers - High

30DPDIi E A OépplitatEns :u@ dndinly considered as those whc
provide content on live video streaming platforms. These conten
providers often have a group of loyal fans which may follow then
whichever platform they go to. Since the content and viewers of suc
plattorms AOA  OEA £O01 AAT AT OA1 6h ABGO
their bargaining power is deemed high.

Investment Thesis
1.99860 OAAAT O
it the key competitive advantage of superior content regulation
over its competitors. This would allow it to secure long -term
growth of revenue and aid in its penetration of overseas markets

Over-exaggeration of global expansion costs

The focus of the recent acquisition oBigohas been the depressec
margins as netprofit margin has fallen from 22% to 13%, sending the
stock price tumbling down roughly 30% since April this year.This
suggests to our team that the market may be unfairly punishing the
stock for the increased global expansions costs that the company hi
taken up, which we find necessary to secure ileng termrevenue
GOl xOE8 |/ OAOAT 1 h OEAU | A Bigowashid (
increased exposure to overseas markegpening upadditional
revenue streams as well as access to growinmarkets especially in
Southeast Asia.

Bigo acquisition may confer benefitthat the market has yet to price in
"EOAT OEA OECI EEZEAAT O AAAIT ET A
market may not have considered keyadvantage whichBigo brings:
superior content moderation. This is key as we see regulators arounc
the world ramping up regulation on the video and live streaming
industries. In China, the Cyberspace Administration of China (CAC(
had shut downmore than 3,100 livestreaming programmes were
shut down due to inappropriate content) T Z£AAOh 99
Momo had its subsidiary appTantansuspended from multiple
appOOT OAO ET OEA AT 01 OOU AO PAOO
OAT O -1T11T860 OEAOA bDOEA Aonstebrig Od
severity of a possible impact of government regulatiorAs such, it is
evident that a key determinant of survival in the overall market is
proper regulation of content.
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is set to triple

$300 billion

Source: Reuters

Figure 13. Bigo performing well on
international app stores

Bigo Live Hago Likee IMO
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Vietnam (6) Brazil (16) Russia (8) Egypt (7)
Us (44) Thailand (7) | Pakistan (6) Russia (14)

Source: SensorTower

Figure 14. Large potential for monetisation still
untapped
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Figure 15. ARPU is projected to grow steadily
in next few years
1200 20.00%
15.00%
1000
10.00%
800 5.00%
0.00%
600
-5.00%
400 -10.00%
-15.00%
200
-20.00%

0 -25.00%
2014A 2015A 20164 2017A 201BA 2015E 2020F 2021E 2022F 2023E

ARPU yoy % change

Source: NUS Investment Society estimates

Our team believes that E Cdoiftgdt moderation system will help
regulateall of 9 9 pladforms content, allowing it to avoid scrutiny and
actions from government regulatorsBigoemploys a team of more
than 2,000 moderators around the world to go through the content
and average 60,000 daily bans across all their app&urthermore,

BigpEAO AT CACAA ET OOAAAOCOAEDI DA«
of Communication and InformationTechnology(Kominfo) and IAMAI

to strengthen its regulation capabilities.

Evidence of* E Cdujefior content moderation technology
It ought to be noted that the claim of E Cdodp@titve edge in

regulation is not made without substantiation. In fact, this competitive
edge has already been recognised globally as it is currently helping tr
Indonesian government filter itsinternet content. Meanwhile, it is also
in talks with authorities in India, Vietnam, Egypt, and the Middle Eas
to export its content review technology. E Cadrtificial intelligence
powered content moderation system has successfully attained a 999
accuracy in identifying illegal content.

As such, our team believes that E Cdodtedt moderation systemcan
be applied toall of9 98 O B laAdOefSu® ith@ongevity of the
company by avoiding heavy fines from government regulator§his
would go i x AOAO AAI AT OET C Iehg feréh maketC
revenue and growing its market shareas other competitors are hurt
by regulatory actions.Overall, this wouldsignify long term growth of
revenue for YY, painting an optimistic picture of th T I D AT U6 ¢

2.YY is likely to successfully expand into key markets overseas
and establish a dominant position as a market leader in those
markets, sustaining the long -term growth of its revenue

Worries over slowing growth in Chinabeing addressed by YY

YY is seeking to mitigate the effects of a possible slowing of the
domestic live streamlng market by expandmg into overseas markets
4EAOA EAO AAAT A CcOiI xETCc AOOEOGC
in China due to concerns over an werall slowdown in the live
streaming market. Our team believes that YY has aptly recognise
these concerns and launched an overseas expansion effort in order
penetrate growing markets which present future revenue growth

opportunities.

Hagotops overseas charts

'T AgAiPIA T &£ 99860 OOAAAOO EI
be Hagg a casual gam@riented social network, which was released
by the company in the third quarter of 2018Hagois currently
available in 33 countries and regions worldwidewith a focus on
31 OOEAAOO ! OEAIT i AOEAOO8 99860
through with Hagoconsistently topping the charts of the most popular
applications on both AppStore and Google Play in both Indonesia ar
Vietnam. YY reported 25.3 millionMAUfor Hagoin 2Q19.

Giventhat Hagohas a unique position in the market as a casual garr
social retwork app with no clear competitors,our team believes
that Hagowill continue to gain market share andgrow its current user

base. This growth in number of users will go towards revenue bu
more importantly is key to longterm revenue growth in the future

upon monetisation of these users.

Acquisition _of Bigoprovides _international _exposure andopens
up more revenue streams

YY has successfully completed its acquisition &figo earlier this year

in 2Q19. This has broadened its reach to South Eassia, Europe, and
US. There are three main apps unddigo: BigoLive,Likee, and
IMO.BigoLive andLikeehas proven its popularity in at least 7
ET OAOT AOETTAI 1 AOEAOO xEOE Oi B

in internet industry, our team is confidd T O OEAO 9960
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Figure 17. Likee gaining traction
internationally

LIKEE: Leading global short-form video platform
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Figure 19. Huya superior revenue growth
compared with Douyu (in RMB billions)
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segments will be able to achieve the same kind of success that its Chi
segment has enjoyed.

The international market is currently under-developed by YY, poising
huge potential in growing its monetizable user baseBigoLive is

considered as the international version of YY Live, set to capture th
Gen Z market worldwide. Our team believes the business model ar
features ofBigo Live will enable it to capture users and see fast growtt
starting with Southeast Asia, its focsed market, considering the
OOAAAOO 1T &£ 99 ,EOAGO0 AOOET AO
management has stated that the key focus fd@igoare developed
markets as they present users with greater purchasing power. As suc
each user acquired in a developed arket will also mean a higher
1205 ObPiI1T 111TAOEOAOCETIT8 )O EO

global expansion has been strategically focus and that the expansic
costs are being well spent.

In the international market, Hagg IMO andLikee have shown nuch

success in growing their numbers of users and we are optimistic tha
they will be able to beat their respective competitors, emerging a:
market leaders. As mentioned earlier in the reportHagohas enjoyed
tremendous success in penetratingforeign markets and this is
evidenced by its high ranking in the various app stores. Given its recel
release,Hagois still in the midst ofits user acquisition stage but the
users that it is acquiring will be crucial in the long term when the
company stats to monetise Haga IMO is a chat and instant messagin
application which incorporates videos as a main form of
communication.) - / 80 -1 5 OAAAT O1 U OAAA
Given its large user base, IMO will also be able to direct traffic towarc
Y60 1T OEAO AOOET AOOGAOGh EOOOEAO .
eventually increased revenue through consumer spending.

3. As business segments reach the end of their user acquisition
stage, the largely untapped user base presents unrealised

reve nue growth potential which the company is likely to tap on
through monetisation efforts, enabling along -term increase in
ARPU

Business segments reaching end of user acquisition cycle
Maturing business segments such daduya, Hago IMO andLikee are

transitioning from the user acquisition stage to the monetisation
phase.This suggests that revenue is expected to increase substantial
AO OEAOA AT i PATEAO AACET 111AO
and success in monetising its market in China, oueam is confident
that YY will be able to monetise its user base faster than expectatior
and provide exceptional revenue growth.

Huya ARPU set to grow
While Huyais a much more mature business segment as compare

to Hagoand Likee, there still is a lot of room for its ARPU to
grow. Huyaprovides live streaming services specifically targeted a
gaming. China has the largest video game market in the world and
set to see rapid growth in the video game live streaming industry. Thi:
will largely be driven by the growth of esports.

Huya beating competition andemerging asthe market leader
Huyae O AOOOAT OI U A [T AOEAO 1 AAAAC
market and has successfully outperformed its main competitor, Douyt
on multiple fronts. For the second quarter of this yearduyahad 55.9
million mobile MAUs while Douyuonly had 50.6 million. Net income
for Huyacame in at 121.8 million RMB while that of Douyu came in &
24.0 million RMB. Furthermore,Huyahas much better margins with a
net profit margin of 6.06% as compared té | O UICPBY@ Higher
revenue and income will directly benefitHuyaA O OEA
lifeblood is its streamers. Top streamers attract viewers to the




Figure 20. Projected growth of Huya paying
users (in millions)
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Figure 21. Growing Chinese online live
streaming market (in billions Yuan)
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Source: Statista

Figure 22. Increasing over -the-top video

service users in India
millions, % change and % of digital video viewers
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Figure 23. Growth of Likee userbase in India
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Source: Statista
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platform, on which they would make their inrapp purchases, driving
revenue. The race is thus to secure as many top streamers as possi
and this is largely done through higler paying contracts. As such, the
Al i PATUGO POT ZEOAAEI EOU EO EAU
to continue securing the top streamersEven then,Huyarecognises
the importance of its streamers and havattained exclusive
possession of their streaners using binding contracts When Haitao
O(AEOEEG *EAIT C t@rivdt & IA O QpinGobns HLGnAvES
AxAOAAA 53 xI1 EI1T EI 1 comfrad.This/stkygests
that Huyawill likely be able to retain its top streamer and maintain its
position as a market leader.

Our team is confident thatHuyawill be able to emerge as the
DOI T ETATO 1 AOEAO 1 AAAAO ET #EEI
AAPDEOAI EOEI ¢ 11 OEA TEIT80 OEAC
of the video gamel EOA OOOAAI ET ¢ 1 AOEAO
monetisation success with YY Live, it is likely that O U ARPO is set
to continue its increase.

4., EE Afodity popularity combined with its content
management capabilities is likely to be able to allow it to be a
market leader in the short -form video industry.

E E Aoinpefitive edge: Content Regulation
As explainedin the earlier portion of thereport, " E Cdofitedt
management system will largely protect Likee from government
regulation which is sure to be imposed as the shoiform video is set
to rapidly expandin the near future.

Competitors harmed by government regulation

Our team is confident that' E Credul@tion efforts will continue to be

successful and avoidpenalties from the government. Meanwhile,
their main competitors ByteDanceand TikTok have been the target of
government scrutiny. TikTok was fined a record USD $5.7 million by
the Federal Trade Commission for allegedly collecting persone
information from children. Additionally, ByteDancefounder Zhang

Yiming had to issue an apology and was told to increase its number
OAIT T OAT O AT 1060111 A00O6S8

._E E Aldbal @xpansion plan: India

As part of its global expansion effortsBigo has announced garticular
focuson the Indian markets with over USD $100 million being investec
in India over a span of the next 3 yearsndia presents a beneficial
market to penetrate asits over-the-top video streaming market is
expected to growfrom $500 million in 2018 to $5 billion in
2023. Furthermore, India was the top country in terms of hoursspent
on video-streamingappsAAAT OAET ¢ O1 ! bbb 11
2019.The importance of Indiaas a keymarketis further affirmed
aseven Alibaba is seelng to penetrate it with its own video app
VMate The number of paying users in India is projected to increas:
from 14.8in 2017 to 35.9 in 2023which is supported by growth in the
penetration rate from 1.1% in2017 to 2.5% in 2023.

. _E E Aiffletetiating business strategy for India
Likeehosts content in different in Indian languages: Hindi, Tamil

Marathi, Telugu, Gujarati, Bengali, Kannada, Malayalam and Punjabi
ought to be noted thatlikee has been in the Indian markets since
2017.1n order to enhance the quality of the content on their platform,
it has collaborated with celebrities like Shakti Mohan, Zakir Khan ant
RJNaved In addition, it has engaged in media agency tigps and
associations with hundreds of creatorsLikeewas the third most
downloaded social networking app in India. This stands testamen
to, EE Aukde€dful penetration of the Indian marketLastly,
it ought to be noted thatthe Indian government has approached
Bigoto discuss a potential contracting of its cotent management
system, further affirming our thesis on" E Cdomp@titive advantage



Figure 2 4. Growing penetration rate of Likee in
India

in percent
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Source: Statista

Figure 25. Likee is among the top 10 most
downloaded apps in 2Q19
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Figure 26. Bigo and Hago among top 11 apps
usage in India on Google Play Store
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Facebook Facebook 1
Instagram nstagram 2
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Facebook Lite acebook 4
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of superior content regulation.More importantly, this suggests
that Likeeis unlikely to face government regulation in India given
that they utilise the very content maragement system which the
government is interested in usingAll of these factors culminate in a
strong reason whyLikee will beat out competition and emerge athe
dominant market leader in the Indian markets, boosting overall
revenue.

Successful Market Penetratiorislobally

Apart from avoiding the scrutiny of government regulationslikee has

been successful in its user acquisition efforts with 80.7 million MAU:
and is topping the overseas app store charttikee has reached more
than 100 million app installs on Google Play so farLikee was also

among the 10 most downloaded apps worldwide for August 201¢
accordingto a Sensor Tower report.

Industry Tailwinds

The overall market is unlikely to have priced in the full extent othe

possible revenue growth coming from the rapid expansion of the
short-ZI O OEAAT ETAOOOOL xEEAE EO
video app underBigo, Likeeis set to capture the short form video
market globally. Global shortform video MAUsare expected to grow
to 3,502 million by 2023 at a CAGR of 33.5%. Furthermore, the glob
short-form video monetisation potential is set to grow to US $99.¢
billion at a CAGR of 55.6%.ikeeis set to benefit from trends in this
industry, boosting overall demand and propelling topline growth.

, E E Adstdpérformance further instils confidence in our team as
, E E MABfiQure increased by 374.7% YoY in 2Q19. Furthermore
LikeeOAT EAA o OA ET )1 AEAS8O O31 AE/
y T AT 1T AOBRANE@end of BHOR form videos and videos as ¢
means of communication, it is likely this user growth will be able to be
sustained. The overall expansion of the industry will greatly boost bott
number of paying users as well as ARPU, resulting in an extely

substantial increase in revenue.

Catalysts

0 Likee has recently announced a collaboration (in Septembe
2019) with Fox Star Studios to promote a movieChhichhorée
which has been released in September 2019. The movie sta
Shraddha Kapoor, Sushant Singh Rajput, Varun Sharma and mc
Fox Star Studios hadeen promoting the hashtag #£hhichhoreon
Likee, providing users the opportunity to meet lead actors Sushan
Singh Rajput and Shraddha KapooAs such, more users will be
attracted to Likee, contributing to, E E AiskBayuisition efforts.
This is likely to boost 4Q19 MAU figures, beating estimates an
OAT AET C 9980 OEAOA DPOEAA Obs

0 YYis likely to see an improvement of margins due to lowerec
costs. One key event that may serve to materialise this is
lowering of broadcasterOEAOET ¢ AAAO Aléde
shareholding in both Huya and its main rival, Douyu. It was
reported in September that Tencent has stealthily folded Douyt
and Huya into a new unit in a bid to achieve more synergy an
AOT EA OOEAI ET ¢ OEOAI OU68 4EA
talks exploring a stillborn plan of merging Huya and Douyt
outright. Additionally as business segments such as Hago and Bi
mature, the company would likely reap the benefits of economie:
of scale and will go towards further lowering costs.



Figure 27. Historical and projected revenue
shows effects of continuous expansion and
further monetisation
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Figure 28. Historical and projected ROE, ROA,
ROIC shows stabilization in 2019E and steady
growth to 2023E
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Figure 29. Projected EPS shows a strong
Growth
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Figure 30: Strong Solvency position
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Financial Analysis

Overview:

4EA AEAOC

next 5 years, highlighting our assumptions. Most indicators show
positive trends and are supportive of the overall BUY
recommendation.

Strong Top Line Growth

YY has recent acquisitions resulting in a big boost in its total
MAU,Bigo have contributed greatly to the total rise in MAU.
Furthermore, recent acquisition showed impressive growth trends
with Bigoleading the charge and expected toontribute positively to
the bottom line, we believe that YY has made the right acquisition
for Bigo.

Continuous R&D

We anticipate YY to continue to allocate resources into its R&D to
continue seeking new paying features and prepare for its future
monetisation efforts for both Hagag Like andBigo. More paying
features would definitely lead to a strong top line in the near future.

Improving EBITDA Growth

With its continuous expansion and more paying futures, we are
expecting its EBITDA margin tamprove as shown in the diagram
above which would see a huge growth in 2020 as its monetisation
effort for Like and Hagowould come to realisation.

Valuation
Valuation Price Target:$83.18

DCF Model

A discounted cash flow model was adopted testimate the intrinsic
OAT OA T £ 9980 OEAOA paaHdkedst periadas
projections beyond such a timeline would be too uncertain.

Both the Exit Multiple Method and Gordon Growth Method were usel
to capture the terminal value of fhal year cash flow.Our model adopts
a 5year forecast period, given the infeasibility ofjrowth rate on
along-term basis, we assumedhe growth will slowly taper off to a
steady rate of around 3.0%

We projected revenue by modellindAverage Revenue PeUser
(ARPU)and Monthly Average Use(MAU) growth. We projected ARPU
using a base and bull case while projecting andividual growth rate
assumption each quarter till 2023 for MAU therobtain
anannualisednumber of active users for the year by averagin the
four quarters. Number of paying users were obtained by
approximating using a MAU to number of paying users ratidRevenue
was calculated throughmultiplying the number of paying users and
the projected ARPU.



