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Basic Information 
Last Closed Price US$62.79 
12M Target Price US$83.18 
+/- Potential +32.5% 
Bloomberg Ticker YY US 
GICS Sector Communications 
GICS Sub-Industry Internet Media 

 
 

1Y Price v Relative Index 

 
Company Description 
YY Inc., based in China, is a company offering live 
streaming platforms and other applications such 
as messaging and short-form videos. Its 
operations are mainly based in China and has 
recently entered the international market. 
 
Key Financials 
Market Cap  5.23B 
Basic Shares O/S 57.6M 
Net Margin  
EPS 2018 

0.7%  
USD $0.18  

52-Wk High-Low USD$51.00 - USD$88.85 
Fiscal Year End 31-Dec-2018 

 

(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 Chief Executive Officer 
Bing Jin       Chief Financial Officer 

 

 
 

We are initiating coverage of YY Inc. with a BUY rating and a 
USD$83.18 12M price target.   
 

2Q19 Earnings Highlights 
● Revenue increased 66.8% YoY to RMB 6295.2 million with live 

streaming contributing 94.08%.  
● Net income was RMB42.1 million, compared with a net loss of 

RMB99.9 million in the corresponding period of 2018. Net margin 
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 from 2Q18’s RMB 515.90 for YY 

and Huya combined. 
● Number of paying users for YY increased 19.1% YoY to 4.2 million; 

Paying users for Huya increased 46.7% YoY to 4.9 million. 
● 3Q19 guidance expects revenue between RMB6.57 billion to 

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

Investment Thesis 
● YY’s recent acquisition of Bigo (completed in 2Q19) confers on 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  

● 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  

● As business segments reach the end of their user acquisition stage, 
the largely untapped user base presents unrealised revenue 
growth potential enabling a long-term increase in ARPU 

● Likee’s competitive edge is likely to be its ability to successfully 
manage its content offerings. This would allow Likee to effectively 
beat out competition by avoiding the detriments of regulations. 

 

Catalysts 
● Likee has recently announced a collaboration with Fox Star 

Studios to promote a movie 'Chhichhore' which has been released 
in September 2019. This could possibly boost MAU for 4Q19 past 
estimates, sending the YY’s share price up as it attracts users.   

● Improving margin due to lowered costs: possible lowering of 
broadcaster-sharing fees in light of Tencent having become a 
major shareholder of both Huya and its main rival, Douyu. As 
growing business segments (Hago, Bigo) mature, economies of 
scale will also contribute to lowered costs. 

 

Valuations 
Our 12M price target from date of coverage is $83.18. Valuation was 
derived through DCF model, using an Exit Multiple Method and a 
Terminal Growth Method as a sanity check. We also adopted relative 
valuation to obtain a sensing as intrinsic value of growth stock like YY 
might be hard to capture. Our target price falls within the relative 
valuations as well as the street’s estimate.  
  

Investment Risks  
● Tightening of regulations of the livestreaming industry would hurt 

YY’s revenue growth, significant portion of revenue is from China. 
● Loss of content creators would severely limit YY’s ability to 

generate revenue seen from migration of popular content creators 
from Douyu to Huya 

● Slowing domestic growth may hurt YY’s core business as Chinese 
citizens gain less disposable income to spend on entertainment 
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BUY: USD$83.18 (+32.5%)  
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Figure 1. YY Inc. Business Structure 

 
Source: YY 
 
Figure 2. YY Recent Global Presence 

 
Source: YY Aug. 2019 Presentation 
 
Figure 3. Worldwide %  of users (left), 
                   Worldwide % of revenue (right) 
 

 
Source: YY Aug. 2019 Presentation 
 
Figure 4. App purchase in past year by age 

 
Source: com Score customer survey 
 
Figure 5. User interface of YY Live and Huya 

 

Company Overview 

YY Inc. is a Chinese based major video sharing, and live streaming 
company. Their application portfolio includes YY Live, Huya, which are 
focused on the Chinese domestic market, and Bigo, acquired this year, 
includes Bigo Live, Likee, and IMO which focuses on the international 
market. 
 
YY Live, Huya, and Bigo Live are YY’s live streaming platforms 
worldwide. YY Live offers more talent performance and socializing 
scenes while Huya is more centralized on live sports streaming. Bigo 
Live is the international version of YY Live, mainly operating in 
Southeast Asia. YY’s live streaming revenue derives from taking a cut 
in the virtual gifts viewers reward streamers that can be cashed out, 
also known as revenue sharing. Take rate is 42% in 4Q18 for live 
streaming by deducting revenue sharing costs and content costs. 
 
Likee is a short-form video sharing and social application under Bigo 
with its main market in Southeast Asia. It was launched in 2017 and 
has now accumulated over 20 million users. IMO is an instant 
messaging and free impromptu video chat application featuring in app 
purchases and advertisements with its market mainly in the Southeast 
Asian market. Hago is a casual gaming social network platform that 
provides over 50 casual games, chatrooms, livestreaming, and other 
functions in more than 33 countries and regions, featuring purchase of 
in-game virtual items. 
 
2Q19 Earnings Review 
● Revenue increased 66.8% YoY to RMB 6295.2 million with live 

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. 

● Net income attributable to controlling interest of YY was RMB42.1 
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. 

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

● ARPU increased to RMB525.78 from 2Q18’s RMB 515.90 for YY 
and Huya combined. 

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

● 3Q19 guidance expects revenue between RMB6.57 billion to 

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

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 and 
familiar with smartphones and technology, especially for gen Z, whom 
is the first generation to grow up in mobile. According to survey in 
2017 in the US, 66% of those between 35-54 years old have did not 
make any app purchases, while only 36% did not for those between 
18-34 years old. The percentage of people who purchased more than 
12 times in the past year increased significantly from 3% to 19% from 
35-54 years old to 18-34 years old., as shown in figure 4. Moreover, 
only 36% of millennials have never made app purchases. Also, as seen 
in figure 5, gen z is using social applications even more than millennials  
 
These numbers suggest the increased willingness to spend time and 
money on apps among millennials and gen Z. This willingness to spend 
on mobile apps would mean that the average revenue per user from 
millennials and gen Z are likely to be much higher compared to other 
age groups. Looking forward, we can expect a general trend of increase 
in average revenue per user on live video services and value added 
services. The industry is expected to be strategically focused on the 

YY Inc.

Huya Inc. (38.9%)

Douwan Entertainment 
Corporation (100%)

Bigo Inc. (100%)

BiLin Information 
Technology (100%)

100Edu Inc. (60.23%)

NeoTasks Limited 
(100%)

Engage Capital 
Partners (93.5%)
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Figure 6. Apps Gen Z v.s. Millennials have 
increased internet  usage 
 

Source: Marketer 
 
 
 
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 

 
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 of 
46.4% from 2019 to 2023 according to a report by Infoholic Research. 
This is a significantly higher growth rate as compared to that of the 
global growth rate. The global live streaming market is projected to 
grow at a CAGR of 17.8% from 2019 to 2025, 60% lower than the Asian 
live streaming market growth rate. Additionally, according to a new 
report from Media Partners Asia, Asia’s online video business is set to 
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 
Southeast Asia’s internet economy is set to triple in size to US $300 
billion by 2025. Its current internet penetration rate is highest in 
Singapore with 84.5%, and 50% to 80% for the rest of the Southeast 
Asian countries. China’s internet penetration rate is 58.4%, which 
compared to the more mature markets’ 80%-90%, Southeast Asia and 
China still has much room for growth. Mobile internet data traffic is 
expected to almost triple in the next three years. Moreover, Southeast 
Asians have the tendency to spend long hours on mobile internet 
usage, averaging 3.9 hours per person per day, compared with the US' 
2.2 hours and Japan’s 1.3 hours.  
 
Smartphone ownership rate in Southeast Asia and China are currently 
standing at around 50-60%, lacking behind more mature markets’ 80-
90%. Smartphone ownership in Southeast Asia and China is expected 
to continue growing steadily. A larger addressable population for live 
streaming, casual gaming, and short-form video sharing will emerge as 
smartphone users increase and internet penetration boosts.  
 
Internet infrastructure improves in emerging markets  
Southeast Asian mobile carriers have been proactively rolling 
out 4G mobile networks in the region, covering more than 50% 
of users’ connection. This is accompanied with the increased 
affordability of mobile internet in Southeast Asia, with 1 
gigabyte data taking up to 2% of gross national income per 
capita in 2014 to less than 0.8% in 2018. Also, e-commerce giant 
Alibaba is increasing investments in lower tier cities in China, 
signaling a satisfactory quality of internet infrastructures in 
lower tier cities in China. 
 
 

Porter’s Five Forces 

Putting the above points into a Porter’s Five Forces diagram, we 
observe that the expected competition within the industry will be high 
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 market in the near future. We also observe the critical 
need for satisfying and retaining users as suppliers and buyers’ 
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 live 
streaming revenue from China currently contributes to a nearly 80% 
of total revenue, we deem competition in the industry high. However, 
Live video streaming competitors in Southeast Asia have limited user 
base and brand awareness, which is unlikely to impose immediate 
threat towards YY’s Bigo. For short-form video sharing, we deem the 
market to be moderately competitive due to the limited numbers of 
such competitors in China and Southeast Asia. 
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Figure 9. Porter’s 5 Forces 

Source: NUS Investment Society estimates 
 
 
 
 
Figure 10. Decreasing growth rate for internet 
economy revenue in China 

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

 
Source: YY Investor Presentations 
 
 
 
 
 
 

 
Threat of new entrants - Low 
The development of quality live streaming or video sharing platforms 
for satisfactory user experience requires extensive product 
development and purchasing of bandwidth, which are both costly. The 
accumulation of users, which is the fundamental of such platforms, is 
expected to be difficult since it requires poaching users from 
platforms, they are more familiar with and have 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 online 
streaming service providers. Therefore, it is easy for consumers to opt 
for other platforms. 
 
Bargaining power of buyers - High 
Buyers on YY’s platforms are considered those who spend on virtual 
items in live streaming, or those targeted by advertisements in other 
applications. These users often have various choices between 
platforms with similar offering to switch or can easily cease to spend 
if they deem it unnecessary or not worth it but still participate in the 
live streaming community. Therefore, we deem the bargaining power 
of buyers high. 
 
Bargaining power of suppliers - High 
Suppliers of YY’s applications are mainly considered as those who 
provide content on live video streaming platforms. These content 
providers often have a group of loyal fans which may follow them 
whichever platform they go to. Since the content and viewers of such 
platforms are the fundamentals, but not entirely in YY’s command, 
their bargaining power is deemed high. 
 
 

Investment Thesis 

1. YY’s recent acquisition of Bigo (completed in 2Q19) confers on 
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 of Bigo has been the depressed 
margins as net profit 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 has 
taken up, which we find necessary to secure its long term revenue 
growth. Overall, they main reason for YY’s acquisition of Bigo was for 
increased exposure to overseas market, opening up additional 
revenue streams as well as access to growing markets especially in 
Southeast Asia.   

 

Bigo acquisition may confer benefit that the market has yet to price in  
Given the significant decline in YY’s stock price, it appears that the 
market may not have considered a key advantage which Bigo brings: 
superior content moderation. This is key as we see regulators around 
the world ramping up regulation on the video and live streaming 
industries. In China, the Cyberspace Administration of China (CAC) 
had shut down more than 3,100 live-streaming programmes were 
shut down due to inappropriate content. In fact, YY’s competitor 
Momo had its subsidiary app, Tantan suspended from multiple 
app stores in the country as part of the government’s clamp down. This 
sent Momo’s share price spiralling down 8%, demonstrating the 
severity of a possible impact of government regulation. As such, it is 
evident that a key determinant of survival in the overall market is 
proper regulation of content.   
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Figure 12.  Southeast Asia’s internet economy 
is set to triple 

 
Source: Reuters 
 
  
 
Figure 13. Bigo performing well on 
international app stores 

 
Source: SensorTower 
 
 
 
Figure 14. Large potential for monetisation still 
untapped 

 
Source: YY Investor Presentations 
 
  
 
Figure 15. ARPU is projected to grow steadily 
in next few years 

 
Source: NUS Investment Society estimates 
 
 
 
 
 
 
 
 
 
 
 

Our team believes that Bigo’s content moderation system will help 
regulate all of YY’s platforms content, allowing it to avoid scrutiny and 
actions from government regulators. Bigo employs 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 apps. Furthermore, 
Bigo has engaged in successful partnerships with Indonesia’s Ministry 
of Communication and Information Technology (Kominfo) and IAMAI 
to strengthen its regulation capabilities.   

 

Evidence of Bigo’s superior content moderation technology  
It ought to be noted that the claim of Bigo’s competitve edge in 
regulation is not made without substantiation. In fact, this competitive 
edge has already been recognised globally as it is currently helping the 
Indonesian government filter its internet content. Meanwhile, it is also 
in talks with authorities in India, Vietnam, Egypt, and the Middle East 
to export its content review technology. Bigo’s artificial intelligence 
powered content moderation system has successfully attained a 99% 
accuracy in identifying illegal content.   

 

As such, our team believes that Bigo’s content moderation system can 
be applied to all of YY’s platforms and ensure the longevity of the 
company by avoiding heavy fines from government regulators. This 
would go towards cementing YY’s position as a long term market 
revenue and growing its market share as other competitors are hurt 
by regulatory actions. Overall, this would signify long term growth of 
revenue for YY, painting an optimistic picture of the company’s future.  
  
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 China being addressed by YY  
YY is seeking to mitigate the effects of a possible slowing of their 
domestic live streaming market by expanding into overseas markets. 
There has been a growing attitude of pessimism towards YY’s business 
in China due to concerns over an overall slowdown in the live 
streaming market. Our team believes that YY has aptly recognised 
these concerns and launched an overseas expansion effort in order to 
penetrate growing markets which present future revenue growth 
opportunities.   
  
Hago tops overseas charts  
An example of YY’s success in its global expansion efforts would 
be Hago, a casual game-oriented social network, which was released 
by the company in the third quarter of 2018. Hago is currently 
available in 33 countries and regions worldwide with a focus on 
Southeast Asian markets. YY’s commercial expertise has shone 
through with Hago consistently topping the charts of the most popular 
applications on both AppStore and Google Play in both Indonesia and 
Vietnam. YY reported 25.3 million MAU for Hago in 2Q19.   

 

Given that Hago has a unique position in the market as a casual game 
social network app with no clear competitors, our team believes 
that Hago will continue to gain market share and grow its current user 
base. This growth in number of users will go towards revenue but 
more importantly is key to long-term revenue growth in the future 
upon monetisation of these users.     
  
Acquisition of Bigo provides international exposure and opens 
up more revenue streams  
YY has successfully completed its acquisition of Bigo earlier this year 
in 2Q19. This has broadened its reach to South East Asia, Europe, and 
US. There are three main apps under Bigo: Bigo Live, Likee, and 
IMO. Bigo Live and Likee has proven its popularity in at least 7 
international markets with top 5 app downloads. Given YY’s expertise 
in internet industry, our team is confident that YY’s overseas business 
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Figure 16. HAGO’s projected Monthly Active 
Users (MAU) 

 
Source: NUS Investment Society estimates 
 
 
Figure 17. Likee gaining traction 
internationally 

 
Source: YY Investor Presentations 
 
 
Figure 18. BIGO & Like’s projected Monthly 
Active Users (MAU) 

 
Source: NUS Investment Society estimates 
 
Figure 19. Huya superior revenue growth 
compared with Douyu (in RMB billions) 

 
Source: S&PGlobal 

segments will be able to achieve the same kind of success that its China 
segment has enjoyed.   

 

The international market is currently under-developed by YY, poising 
huge potential in growing its monetizable user base. Bigo Live is 
considered as the international version of YY Live, set to capture the 
Gen Z market worldwide. Our team believes the business model and 
features of Bigo Live will enable it to capture users and see fast growth 
starting with Southeast Asia, its focused market, considering the 
success of YY Live’s business model in China. Furthermore, 
management has stated that the key focus for Bigo are developed 
markets as they present users with greater purchasing power. As such, 
each user acquired in a developed market will also mean a higher 
ARPU upon monetisation. It is therefore clear that the company’s 
global expansion has been strategically focus and that the expansion 
costs are being well spent.   

 

In the international market, Hago, IMO and Likee have shown much 
success in growing their numbers of users and we are optimistic that 
they will be able to beat their respective competitors, emerging as 
market leaders. As mentioned earlier in the report, Hago has enjoyed 
tremendous success in penetrating foreign markets and this is 
evidenced by its high ranking in the various app stores. Given its recent 
release, Hago is still in the midst of its user acquisition stage but the 
users that it is acquiring will be crucial in the long term when the 
company starts to monetise Hago. IMO is a chat and instant messaging 
application which incorporates videos as a main form of 
communication. IMO’s MAU recently reached 211.9 million in 2Q19. 
Given its large user base, IMO will also be able to direct traffic towards 
YY’s other businesses, further fuelling growth in number of users and 
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 

revenue growth potential which the company is likely to tap on 

through monetisation efforts, enabling a long-term increase in 

ARPU 

Business segments reaching end of user acquisition cycle  
Maturing business segments such as Huya, Hago, IMO and Likee are 
transitioning from the user acquisition stage to the monetisation 
phase. This suggests that revenue is expected to increase substantially 
as these companies begin monetisation. Given YY’s prior experience 
and success in monetising its market in China, our team is confident 
that YY will be able to monetise its user base faster than expectations 
and provide exceptional revenue growth.   

 

Huya ARPU set to grow  
While Huya is a much more mature business segment as compared 
to Hago and Likee, there still is a lot of room for its ARPU to 
grow. Huya provides live streaming services specifically targeted at 
gaming. China has the largest video game market in the world and is 
set to see rapid growth in the video game live streaming industry. This 
will largely be driven by the growth of e-sports.   

 

Huya beating competition and emerging as the market leader  
Huya is currently a market leader in China’s gaming live streaming 
market and has successfully outperformed its main competitor, Douyu 
on multiple fronts. For the second quarter of this year, Huya had 55.9 
million mobile MAUs while Douyu only had 50.6 million. Net income 
for Huya came in at 121.8 million RMB while that of Douyu came in at 
24.0 million RMB. Furthermore, Huya has much better margins with a 
net profit margin of 6.06% as compared to Douyu’s 1.28%. Higher 
revenue and income will directly benefit Huya as the market’s 
lifeblood is its streamers. Top streamers attract viewers to the 
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Figure 20. Projected growth of Huya paying 
users (in millions) 

 
Source: NUS Investment Society Estimates 
 
 
Figure 21. Growing Chinese online live 
streaming market (in billions Yuan) 

 
Source: Statista 
 
 
Figure 22. Increasing over-the-top video 
service users in India 

 
Source: eMarketer 
 
 
Figure 23. Growth of Likee userbase in India 

 
Source: Statista 
 
F 

platform, on which they would make their in-app purchases, driving 
revenue. The race is thus to secure as many top streamers as possible 
and this is largely done through higher paying contracts. As such, the 
company’s profitability is key in determining whether they can afford 
to continue securing the top streamers. Even then, Huya recognises 
the importance of its streamers and have attained exclusive 
possession of their streamers using binding contracts. When Haitao 
“Haishi” Jiang tried to switch over to rival Douyu’s platform, Huya was 
awarded US 7million for Haitao’s breach of contract. This suggests 
that Huya will likely be able to retain its top streamer and maintain its 
position as a market leader.  
  
Our team is confident that Huya will be able to emerge as the 
prominent market leader in China’s video game live streaming market, 
capitalising on the lion’s share of profits. With the expected expansion 
of the video game live streaming market coupled with YY’s previous 
monetisation success with YY Live, it is likely that Huya’s ARPU is set 
to continue its increase.    
  
4. Likee’s growing 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.      

 

Likee’s competitive edge: Content Regulation  
As explained in the earlier portion of the report, Bigo’s content 
management system will largely protect Likee from government 
regulation which is sure to be imposed as the short-form video is set 
to rapidly expand in the near future.   

 

Competitors harmed by government regulation  
Our team is confident that Bigo’s regulation efforts will continue to be 
successful and avoid penalties from the government. Meanwhile, 
their main competitors ByteDance and 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 personal 
information from children. Additionally, ByteDance founder Zhang 
Yiming had to issue an apology and was told to increase its number of 
“content controllers”.   

 

Likee’s global expansion plan: India  
As part of its global expansion efforts, Bigo has announced a particular 
focus on the Indian markets with over USD $100 million being invested 
in India over a span of the next 3 years. India presents a beneficial 
market to penetrate as its over-the-top video streaming market is 
expected to grow from $500 million in 2018 to $5 billion in 
2023. Furthermore, India was the top country in terms of hours spent 
on video-streaming apps according to App Annie’s State of Mobile 
2019. The importance of India as a key market is further affirmed 
as even Alibaba is seeking to penetrate it with its own video app, 
VMate. The number of paying users in India is projected to increase 
from 14.8 in 2017 to 35.9 in 2023 which is supported by growth in the 
penetration rate from 1.1% in 2017 to 2.5% in 2023.   

 

Likee’s differentiating business strategy for India  
Likee hosts content in different in Indian languages: Hindi, Tamil, 
Marathi, Telugu, Gujarati, Bengali, Kannada, Malayalam and Punjabi. It 
ought to be noted that Likee has been in the Indian markets since 
2017. In order to enhance the quality of the content on their platform, 
it has collaborated with celebrities like Shakti Mohan, Zakir Khan and 
RJ Naved. In addition, it has engaged in media agency tie-ups and 
associations with hundreds of creators. Likee was the third most 
downloaded social networking app in India. This stands testament 
to Likee’s successful penetration of the Indian market. Lastly, 
it ought to be noted that the Indian government has approached 
Bigo to discuss a potential contracting of its content management 
system, further affirming our thesis on Bigo’s competitive advantage 
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Figure 24. Growing penetration rate of Likee in 
India 

 
Source: Statista 
 
 
Figure 25. Likee is among the top 10 most 
downloaded apps in 2Q19 

 
Source: SensorTower 
 
 
Figure 26. Bigo and Hago among top 11 apps 
usage in India on Google Play Store 

 
Source: SimilarWeb 
 
 
 
 
 
 
 
 
 
 
 

of superior content regulation. More importantly, this suggests 
that Likee is unlikely to face government regulation in India given 
that they utilise the very content management system which the 
government is interested in using. All of these factors culminate in a 
strong reason why Likee will beat out competition and emerge as the 
dominant market leader in the Indian markets, boosting overall 
revenue.  

 

Successful Market Penetration Globally  
Apart from avoiding the scrutiny of government regulations, Likee has 
been successful in its user acquisition efforts with 80.7 million MAUs 
and is topping the overseas app store charts. Likee has reached more 
than 100 million app installs on Google Play so far. Likee was also 
among the 10 most downloaded apps worldwide for August 2019 
according to a Sensor Tower report.    

 

Industry Tailwinds   
The overall market is unlikely to have priced in the full extent of the 
possible revenue growth coming from the rapid expansion of the 
short-form video industry which is just on our horizon. YY’s short form 
video app under Bigo, Likee is set to capture the short form video 
market globally. Global short-form video MAUs are expected to grow 
to 3,502 million by 2023 at a CAGR of 33.5%. Furthermore, the global 
short-form video monetisation potential is set to grow to US $99.6 
billion at a CAGR of 55.6%. Likee is set to benefit from trends in this 
industry, boosting overall demand and propelling top-line growth. 
Likee’s past performance further instils confidence in our team as 
Likee’s MAU figure increased by 374.7% YoY in 2Q19. Furthermore, 
Likee ranked 3rd in India’s “Social Networking” category and 5th in 
Indonesia’s. Given the trend of short form videos and videos as a 
means of communication, it is likely this user growth will be able to be 
sustained. The overall expansion of the industry will greatly boost both 
number of paying users as well as ARPU, resulting in an extremely 
substantial increase in revenue.    
  

Catalysts 
● Likee has recently announced a collaboration (in September 

2019) with Fox Star Studios to promote a movie 'Chhichhore' 
which has been released in September 2019. The movie stars 
Shraddha Kapoor, Sushant Singh Rajput, Varun Sharma and more. 
Fox Star Studios has been promoting the hashtag #Chhichhore on 
Likee, providing users the opportunity to meet lead actors Sushant 
Singh Rajput and Shraddha Kapoor. As such, more users will be 
attracted to Likee, contributing to Likee’s user acquisition efforts. 
This is likely to boost 4Q19 MAU figures, beating estimates and 
sending YY’s share price up.    

● YY is likely to see an improvement of margins due to lowered 
costs. One key event that may serve to materialise this is a 
lowering of broadcaster-sharing fees due to Tencent’s large 
shareholding in both Huya and its main rival, Douyu. It was 
reported in September that Tencent has stealthily folded Douyu 
and Huya into a new unit in a bid to achieve more synergy and 
avoid “sibling rivalry”. There has also been rumoured internal 
talks exploring a stillborn plan of merging Huya and Douyu 
outright. Additionally as business segments such as Hago and Bigo 
mature, the company would likely reap the benefits of economies 
of scale and will go towards further lowering costs. 
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Figure 27. Historical and projected revenue 
shows effects of continuous expansion and 
further monetisation 

 
Source: NUS Investment Society Estimates 
 
Figure 28. Historical and projected ROE, ROA, 
ROIC shows stabilization in 2019E and steady 
growth to 2023E 

 
Source: NUS Investment Society Estimates 
 
Figure 29. Projected EPS shows a strong  
Growth  

 
Source: NUS Investment Society Estimates 
 
Figure 30: Strong Solvency position  

 
Source: NUS Investment Society Estimate 
 
 
 
 

Financial Analysis  

 
Overview: 
The chart above reveals YY’s financial condition prospects for the 
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 Bigo leading the charge and expected to contribute 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 Hago, Like and Bigo. 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 to improve as shown in the diagram 
above which would see a huge growth in 2020 as its monetisation 
effort for Like and Hago would come to realisation.  
  

Valuation 
Valuation Price Target: $83.18 

 
DCF Model 
A discounted cash flow model was adopted to estimate the intrinsic 
value of YY’s share price. The model adopts a 5-year forecast period as 
projections beyond such a timeline would be too uncertain.   
Both the Exit Multiple Method and Gordon Growth Method were used 
to capture the terminal value of final year cash flow.  Our model adopts 
a 5-year forecast period, given the infeasibility of growth rate on 
a long-term basis, we assumed the growth will slowly taper off to a 
steady rate of around 3.0%  
  
We projected revenue by modelling Average Revenue Per User 
(ARPU) and Monthly Average User (MAU) growth. We projected ARPU 
using a base and bull case while projecting an individual growth rate 
assumption each quarter till 2023 for MAU then obtain 
an annualised number of active users for the year by averaging the 
four quarters. Number of paying users were obtained by 
approximating using a MAU to number of paying users ratio. Revenue 
was calculated through multiplying the number of paying users and 
the projected ARPU.  
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Figure 31. Cost of Equity Build-Up 

 
Source: Bloomberg, NUS Investment Society 
Estimates 
 
Figure 32. Sensitivity Tables (Base, Bull) 

 

 
 

Source: NUS Investment Society Estimates 
 
 
Figure 33. FCF Build-Up 

 
 

Source: NUS Investment Society Estimates 
 
 
Figure 34. 5Y Historical EV/EBITDA Multiple 

 
Source: Bloomberg 
 
 
 
 
 
 
 
 
 
 
 

Revenue Growth 
Revenue growth for YY will primarily be driven by 2 main engines: 
number of paying users and average revenue per user (ARPU). In 
addition, the number of monthly active users (MAU) will also serve to 
boost revenue through advertising revenue as well as subsequent 
conversion to become paying users.   
  
YY has various business segments, each at a different stage of growth. 
As such, each segment would have its main driver of revenue growth. 
Generally, more mature segments would be supported by growth in 
ARPU while more nascent segments would be driven by the growth in 
number of monthly active users and paying users.   
  
We expect YY’s growth in MAU and number of paying users to be 
driven by primarily Bigo, Hago as well as Like. With the strong 
momentum of expansion seen Hago, we believe its popularity will 
continue to grow and stay on top of the charts in various application 
software stores. Similarly, Bigo have sustain its popularity in the 
Southeast-Asian region being ranked very highly in the top grossing 
charts of iOS store as well as the Google Play store. Adding on to that, 
with the explosion to popularity of Like, we firmly believe that the 
right time of monetisation will be coming soon in the next one or two 
years. Given the wide user base and YY’s experience in monetisation 
through its prior YY Live and Huya, monetisation of Like and Hago will 
be huge for the top line growth and likely to exceed expectations.  
  
Due to these revenue drivers, we project strong and sustained growth 
in revenue over the forecast period. It is worth noting that we 
projected the Huya ‘s growth to be rather stagnant andn constant for 
quarter starting in 2021. The ratio of MAU to number of paying users 
is maintained at 5% as well given that the ratio is unlikely to increase 
continuously with the increasing MAU.   
  
However, we projected Hago, Bigo and Like very differently, 
anticipating the burst in MAU to slowly taper off and finally become 
constant around 2%. This would mean that we anticipate the 
applications to reach a rather mature state in mid-2021 and 
monetisation efforts will start to pick up in mid-2020 as the user base 
become wide enough.  
  
Cost of equity  
CAPM was used to estimate Cost of Equity. Risk free rate of 2.07% 
used which is in line with current yields on 10-
year Chinese government bonds. Beta was taken from Bloomberg 
which stands at 1.08. Equity market risk premium of 8.94% used. 
Cost of equity was calculated to be 12.21%.  
  
Terminal Growth Method 
We did a Terminal Growth Method to provide a sanity check to our 
primary Exit Multiple Method and RV valuations, using a long-term 
growth rate of 6.0%. The long-term growth rates were assumed to be 
much higher than the usual risk-free rate used as it is unrealistic to 
expect its growing applications to grow at the risk-free rate. Hence, a 
more realistic 6.0% were used as a gauge.  
  
Relative Valuation 
We did an RV as a complimentary to DCF as the intrinsic value a 
company growing at very high double-digit growth rate is rather hard 
to estimate. This unpredictability of its cash flow would be we have to 
seek similar comparable companies to better capture its value. We 
benchmarked YY to industry peers with similar business model and 
geographic exposure. Although not all of our comparable companies 
used have the same business segment, they were the closest match to 
YY we could find. Our primary comparable metrics were +1FY 
P/E   and EV/EBITDA along with street estimates from various 
reputable sources.   
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Figure 35. Relative Valuation and Analyst 
Estimates 

 
Source: NUS Investment Society Estimates 
 
 
Figure 36. Investment Risk Matrix 

 
Source: NUS Investment Society Estimates 
 
 
 

  
    
The intrinsic value of $83.18 represents an 32.5% upside. We remain 
confident that this valuation reaffirms our BUY recommendation.   
  

 
Investment Risks  
Regulatory Risk (R1) 
Tighter regulations of livestreaming industry: This will hit YY’s 
revenue directly if the SEA region governments decide to clamp down 
on the rather unregulated live-streaming industry. With China 
previous clamp on this industry, there is a potential likelihood that 
other countries will follow suit. In such an event, it  is likely that YY’s 
revenue will take a hit when some of the content creators are banned 
due to tighter regulations , causing the spending of their fans to drop.  
  
Business Risk (B2)  
Loss of content creators: Live-streaming is YY’s biggest revenue 
stream and this would be critical to the business especially if some of 
the content creators leave for another platform such as DouYu. The 
user stickiness nature of the business would mean these fans would 
likely to migrate to other platforms as well. However, this is unlikely 
as YY is the leading platform and would be able to offer most resource 
and support to the broadcasters compared to other smaller platforms.  
  
Market Risk (M3)  
Slowing domestic growth may hurt YY’s core business: China is 
still YY’s largest source of revenue by geography and a slow down in 
domestic growth would mean a stagnant top line unless its overseas 
expansion can catch up. If the domestic growth start to stagnant, the 
disposable income of the consumer would remain constant thus they 
are unlikely to spend even more on entertainment items such as 
virtual gifts. It is rather unlikely for the international revenue streams 
to be enough to fuel its growth given that the international business 
segments are still at the user acquisition stage. If the monetisation 
efforts can start early enough, it is still possible for YY to grow with a 
continuous momentum despite stagnant domestic market.   
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Disclaimer 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report 
is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given 
and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the 
securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a 
commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an advertisement and 
is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No representation or warranty, 
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein. The 
research material should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
research material are subject to change without notice. 
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Revenue Breakdown 
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Relative Valuation 

 


