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o Youku Tudou (Youku)'s 3Q14 resutls were basically in-line with our Rating: Buy
expectations. Revenue was RMB1,107mn, up 29% yoy, below Maintained

expectations. Non GAAP Net income reached RMB-103mn, better than our \

expectations, 22% higher than market expectations. PR EN ()

° Key points: 1) Youku App ranked the 2" in Chinese App by user time
spent. According to iResearch, Youku App has surpassed mobile QQ app
by user time spent in 11M14. Currently, Youku App and mobile QQ MAU
reached around 130mn and more than 520mn, respectively, which means Share price f&ff: US$22.020
that there is still upside room for Youku App. 2) Coorperate with Alibaba
Group and Xiaomi. Youku is cooperating with Alibaba Group in big data,
ecommerce, and online payment. Youku and Xiaomi have built up strategic

6-18m TP Hiifh: US$32.00
US$32.00

Stock performance

partnership. 3) Youku has leading position in mobile TV drama and UGC i3l

50 |
video streaming. According to our research, Youku App has created far % change
more traffic in TV drama than iQiyi App in 2H14. We think Youku App’s o 4

biggest competitor might be Tencent video, not iQiyi video, in the future.

10 9

° Maintain Target Price at USD32.00 and ‘BUY’ investment rating. We
think Youku App mobile video user time spent is increasing quickly, boosting
monetization expectation in the future. Our FY14-16 earnings per ADR

10

estimates are RMB-3.116, RMB0.393, and RMB4.256, respectively. Our TP @ o
is USD32.00, representing 2.7x 2015E PB.
[ ] REELE (REE) 3014 W SHARFES AT AN RMB1,107 & /3, [FELHE 29.0%, (SO)N;/—B Jan-14 Mar-14 May-14 Ju-14 Sep-14 Nov-14
WK T HiH. Non-GAAP #F)iHiA %] RMB-103 H /i, W FRAIHME, BilimhidH&s NASDAQ COMP Index s Youku Tudou a
22%. D
2
[ B 1 B App BahiA P KEEE T App . HE RS, REE App H %
FHKAE 11 AP FHL QQ, HE4 3 App 3 —. Bt App FFAHL QQ 31 MAU Change in ADR Price /1\ M A3 M 1v 5
PRI 13 LKA 5.2 (LA, SERFF RS App FLPR KK AL, 2) & ADR 2 v s L e
FTEEERNREE. JE:S 00 SRR RHAE . BRI S A 4U0E 5 R T S 10 %’fjgﬁ % 25.8 1.0 (24.8) H
REFINKZEE T B AEL. 3) B R RESE BALRIR UGC WEL THisAL. R Rel. % to NASDAQ index =
A AMEAES % 17.7 (3.4) (38.3) 3
PERAGEE, £ 2H14 B App 7 HEALEIA S EORIESUE T2 42 App. TREE AR K E K Avg"ADE,'Q price(USS) S
et F A DA TREGE, MRS 74 ADR ft Git) 205 208 260 -
Source: Bloomberg, Guotai Junan International. %
L BiathdERE USD32.00, FFHFELER: “TN” . 2014 &, RATIANEETREE App #3) o

SRR PR AR RS, SRR ML ATRRINER. kA1 FY14-16 ‘EiEK ADR il
# RMB-3.116. RMBO0.393 fll RMB4.256. Hi#ffr 32.00 37¢, A14T 2.7 £ 2015

RTINS
Year End Turnover Net Profit Earnings /ADR Earnings /ADR PER BV/ADR PBR DP/ADR Yield ROE
3 [LON JB AR # ADS i#F] 4 ADS RIS T&EHE & ADS S DiREES R BEE  EEREE
12/31 (RMB m)  (RMBm) (RMB) (M%) ) (RMB) ) (RMB) (%) (%)
2012A 1,796 (424) (3.200) 106.5 na. 70.527 1.9 0.000 0.0 (6.3)
2013A 3,028 (581) (3.501) 9.4 n.a. 54.147 25 0.000 0.0 (6.3)
2014F 4,000 (607) (3.116) (11.0) na. 73.074 1.9 0.000 0.0 (5.2)
2015F 5,641 79 0.393 (112.6) n.a. 73.610 1.9 0.000 0.0 0.5
2016F 8,066 880 4.256 n.a. 32.1 77.987 1.8 0.000 0.0 5.7
ADR in issue (m) &£ (m) 194.2 Major shareholder K 7R Victor Koo 18.3%
Market cap. (US$ m) Tiif (US$ m) 4,792.2 Free float (%) HHHELE (%) 17.5
3 month average vol. 3 4~ T4 %22 4L (‘000) 2,921.2 FY14 Net gearing FY14 1§ i i/ R ¥ 4 (%) Net cash
52 Weeks high/low (US$) 52 J i/ 37.740/15.910 FY14-16 PEG FY14-16 T 226 it Z R HL o na.

Source: the Company, Guotai Junan International.
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Youku Tudou (Youku)'s 3Q14 resutls were basically in-line with our expectations. Revenue was RMB1,107mn, up 29%
yoy, below expectations. Ad revenue reached RMB985.2mn, up 32% yoy. Consumer revenue reached RMB41.8mn, up 473%
yoy, including subscription revenue and pay-as-view orders. Youku has hired Teddy, a former product manager from Tencent
(700 HK), as Chief Product Officer, to improve Youku's membership management. Content costs reached RMB501.8mn, up
only 1% yoy, accounting for only 45% of net revenues, down 13ppt yoy. As a result, its non GAAP Net income reached
RMB-103mn, better than our expectations, 22% higher than market expectations. In 4Q14, we expect Youku revenue could
improve a lot due to peak season of ecommerce.

Table 1: Youku’s 3Q14 Results

Report Our Expectations  Result
Net Revenues 1,175 1,107 -5.8% Revenue below expectations, expected to accelerate in 4Q14 and 2015.
Cost of Revenues (980) (860) -12.3%  Content cost was below expectations
Gross profit 195 247 26.8%
Sales and Marketing (247) (287) 16.3%
General and Administrative 91) (53) -41.9%
Product Development (121) (112) -7.5%
Operating Income (265) (206) -22.4%
net finance cost 20 23 14.4%
Other Income (Loss), Net 0 2
Earnings before Taxes (245) (181) -26.0%
Provision for Income Tax 0 0
Net Income (Loss) (245) (181) -26.0%  Better than expectations
Non-GAAP net loss (Profit) (133) (103) -22.8%  Better than expectations
Source: the Company, Guotai Junan International.
Table 2: Assumption Revision
FY14 FY15 FY16

Income Statement mn RMB oLD NEW Change% OoLD NEW Change% OoLD NEW Change%
Net Revenues 4,069 4,000 -1.7% 5,737 5,641 -1.7% 8,204 8,066 -1.7%
Cost of Revenues (3,158) (3,037) -3.8%  (3916)  (3,756) -41%  (4,807)  (4,598) -4.3%
Gross profit 911 963 5.7% 1,822 1,884 3.4% 3,398 3,468 2.1%
Sales and Marketing (905) (946) 44% (1,205  (1,185) 7% (1,641)  (1,613) -1.7%
General and Administrative (308) (270) -12.4% (344) (338) -L7% (476) (468) -L7%
Product Development (429) (420) -2.1% (430) (423) -L7% (574) (565) -L.7%
Operating Income (732) (672) -8.1% (158) (62) -60.9% 707 823 16.4%
net finance cost 61 61 0.1% 139 141 11% 152 155 2.3%
Other Income (Loss), Net 1 4 262.2% 0 0 0 0
Earnings before Taxes (670) (607) -9.3% (19) 79 -560.2% 859 978 14.7%
Provision for Income Tax ©) ©) 0.0% 0 0 (86) (98) 14.7%
Net Income (Loss) (670) (607) -9.3% (19) 79 -560.2% 773 880 14.7%
Non-GAAP net loss (Profit) (284) (255) -16.5% 329 422 28.4% 1,241 1,341 8.0%

Source: the Company, Guotai Junan International.

Youku App ranked the 2"%in Chinese App by user time spent. According to iResearch, Youku App has surpassed mobile
QQ app by user time spent in 11M14. Currently, Monthly Active User (MAU) of Youku App and mobile QQ reached around
130mn and more than 520mn, respectively, which means that there are still upside room for Youku App. According to Youku,
total MAU including Youku and Tudou reached around 500mn. Average Daily Video Views (DVVs) across all screens reached
700mn in 3Q14, compared to 560mn in 2Q14. We think DVVs should surpass 800mn in 9M14, as we expected, and might
reach around 1,000mn in 12M14. Youku App’s user time spent has surpassed the sum of the 2" and 3" video app in 3Q14.
Youku App has exhibited great growth potential in 3Q14.
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Figure 1: Youku’s Mobile Daily Video Views

Figure 2:

Youku App 's Daily Video Views
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Source: the Company, Guotai Junan International.

Figure 3: Weekly User Time Spent of Top 3 Chinese

Source: the Company, Guotai Junan International.

Figure 4: Weekly User Time Spent of Top 3 Chinese

Apps Video Apps
'0000 Hours ‘0000 Hours A . .
Weekly User Time Spent of Top 3 Chinese App Weekly User Time Spent of Top 3 Chinese Video App
50,00000 33000
4500000 4 28000 — e
4000000 T
23000 +
35,00000 |
18000
3000000 +
: e —— +
2500000 + — - 3—{ s . e O—
2000000 | 00
14-09:01~ 14-09-08~ 14-09:15~ 14:09:22~ 14-09: 29~ 14-09-01~ 14-09-08~ 14-09-15~ 14-09-22~ 14-09-29~
Wechat ~ = Youku -=QQ — — Youku iQiyi ~o= Tencent

Source: iResearch, Guotai Junan International. Source: iResearch, Guotai Junan International.

Coorperate with Alibaba Group. Youku is cooperating with Alibaba Group in big data, ecommerce, and online payment. We
expect Youku membership and Tmall VIP to have deeper cooperation in the future. In 11M14, Youku and Alimama have
announced new cooperation together. We have several views: 1) Big data cooperation with Alimama video and mobile
platform is urgent. Currently, Youku App has very strong mobile traffic and Youku needs to monetize the mobile traffic
without hurting audiences’ video watching experiences, which needs more precision marketing through user big data.
Alimama has recorded lots of user consumption data and ad effect data (CPM, CPC, and CPS), to improve ad effect.
Alimama’s Data Management Platform (DMP) is a powerful ad exchange center with all kinds of users’ online behavior data in
Alibaba Group and Ant Financial Group, including consumption data, payment data, social media data, and commaodity search
data. We think video shopping is still at the early stage and it might take 1~2 years to creat effective mode. 2) Youku should
build deep traffic exchange with Taobao, Alipay, and Weibo (WB US). Currently, Taobao has mobile MAU of 217mn in
3Q14 and Alipay has mobile MAU of 200mn in 3Q14. Weibo has mobile MAU of around 120mn. We think Youku should
consider to build more frequent traffic exchange with Taobao, Alipay, and Weibo. Like Amazon (AMZN US), its Amazon Prime
subscribers could get several months of free subscription in Amazon Instant Video service. In the future, one effective way
would be to build up membership connections among Taobao, Weibo, and Youku.

Xiaomi signed strategic partnership agreement with Youku. Currently, Xiaomi has 85 million active MIUI users and has
built a sub-culture Xiaomi community, consisting of young users with moderate level of education. Xiaomi and Youku might
have deep cooperation in smartphones, tablets, smart TV, and PGC content. Xiaomi prepared to invest USD1.0bn in building
Xiaomi's own content. Xiaomi is paying great attention to build their own corporate culture inside the company and also with
MIUI fans. In 2012, Xiaomi's 7 co-founders have made a Micro movie named Our 150g Youth (#7749 150g &%) to tell their
MIUI fans about their campus life, to create resonance with their MIUI fans. We think Youku and Xiaomi could create special
PGC content to their audiences. Secondly, Youku might provide more content library support to Xiaomi smartphone and smart
TV. Youku has invested in Guoguang Dongfang (&)~ %<77), which has China International Broadcasting Network (CIBN)'s
OTT licenses. Youku and Guoguang Dongfang (/%4 J7)’s TV OS has already been approved by SARFT. And Xiaomi TV

See the last page for disclaimer Page 3 of 12

17 November 2014

(YOKU US)

]

Youku Tudou k&

- Company Report




[ = B =< = PR

GUOTAI JUNAN INTERNATIONAL

could use their TV OS and video content immediately.

Table 3: Alibaba Group’s Alimama Ad Network

a {(Ad Sources 1 SSP 1 ADX 1 Advertiser 1
A
Network AAdSourcesz Ssp 2 ADX2 DSP 2 Advertiser 2
Ad Sources 3 SSP 3 ADX 3 DSP 3 Advertiser 2
Ad Resources ] [Supply-side ] Ad Exchange Demand-side [Advenisers ]
{Publishers) Platform (SSP) (ADX) Platform (DSP)
Taobao Seller
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Video YR - Banner Alipay ePayment Data Brand DSP Alibabka Promotion
Youku Video Watching Data |
Weibe Momo . — 1 \ ‘ Weibo Social Data | \/'/
. PP App Download Data - r. ¢
Soctal ﬁ Q @ Tonx 55D | AutoNavi Travel Data i BT A f E
" — Alimama Marketing Partner ;
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Source: the Company, Guotai Junan International.

Youku had weak TV drama traffic in 1H14. According to our research, Youku Appp has created far more traffic in TV drama
than iQiyi App in 2H14. We have made detailed traffic statistics about major TV drama (TV drama series traffic above 10mn)
traffic across Youku, iQiyi, and Tencent video. In Jul 10" 2014, we have made traffic statistics of new TV drama, which
released between Jan 1% and Jun 31%' 2014. We could see that Youku has 10,413mn VVsand 7,068mn VVs, far behind iQiyi's
VVs of 15,744mn and mobile VVs of 9,153mn. Youku’s mobile TV drama traffic in 1H14 was 8% less than that of iQiyi. The
main reason was that iQiyi has bought 2 hot TV dramas: iAppartment 4 and You from the Stars, which created over 5.0bn
traffic in 1H14.

Youku has shown great improvement in TV drama traffic in 2H14. We have made major TV drama statistics (TV drama
series with VVs above 10mn) released from Jul 1% 2014 and Nov 10" 2014. In China TV drama traffic, Youku, iQiyi and
Tencent have created 7,149.0mn, 7,271.1mn and 10,513.8mn, as iQiyi and Tencent have bought more China TV dramas.
Tencent have bought nearly all the hot China TV dramas in 2H14. In all the TV drama traffic, Youku, iQiyi, and Tencent have
created 13,564.7mn, 7,809.9mn, and 11,391.9mn VVs, respectively. In mobile TV drama traffic, Youku and iQiyi have
9,433.2mn and 5,419.5mn traffic. Youku’s mobile TV drama traffic in 2H14 was 74% higher than that in iQiyi. Tencent video
didn’t release its mobile traffic data. Youku have far more traffic in TVB, Korea TV drama and in-house mini TV dramas. TVB
has created 3.4bn VVs, nearly doubled compared to that in 1H14. Its Line Walker has created around 2.0bn traffic. In in-house
mini TV drama, Youku'’s top mini TV drama brand Unbelievable Season 2 has created 670mn traffic, NO.1 in in-house mini TV
drama in China in 2014. Youku has signed strategic partnership agreement with Korea SBS and OCN TV stations. Korea SBS
TV station created popular Modern Romance genre TV dramas, while OCN TV station is good at creating Crime genre TV
dramas. Youku have bought exclusive online air copy rights of SBS and OCN TV dramas in China. Obviously, Youku has
created great content differentiation in in-house mini TV dramas, TVB TV dramas, and Korea TV dramas.

Table 4: Major TV Drama Traffic Comparison (New TV Drama Released between Jan 1st in 2014 till Jul 10th, with
traffic statistic date at Jul 10th)

Youku iQiyi
TV Dramas by Type Total VWs  mn Mobile VWs  mn Total VWs  mn Mobile VWWs  mn
TVB TV Drama 1,924 1,313
US TV Drama 172 82 120 72
China TV Drama 8,804 6,035 11,513 6,614
In-house Mini TV Drama 385 222 1,111 667
Korea TV Drama 1,052 730 3,000 1,800
Total 12,337 8,381 15,744 9,153
Source: iResearch 6M14, Guotai Junan International.
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Table 5: China Major TV Drama Traffic Comparison (New TV Drama Released between Jul 1% in 2014 till Nov 14™ with
traffic statistic date at Nov 14™)

China TV drama First Air Video Views mn Mobile Videw Percentage

Youku iQiyi Tencent Youku iQiyi
Swords of Legends WHEIET IR 2014/7/3 2,203.0 1,840.0 70.8%
My Youth High Eight Degrees BN YN 3 2014/7/6 97.8 48.1 26.2% 64.0%
Sunshine In Me IRPAALIR TV W 2014/7/18 128.7 36.3%
The Love is Inconceivable F R FEW 201417121 1347 40.0 139.8 55.0% 62.0%
Love is Back EERT 2014/7122 445.7 329.0 396.0 80.2% 83.0%
Quarrelsome Lovers LY [0 WSS 2014/8/5 69.8 71.0 59.9 75.0% 78.0%
Our Second Child i} 2014/8/6 54.5 703 52.0 76.0% 70.0%
Dating Hunter JARESS T 2014/8/6 267.4 176.0 69.2%
Happiness Comes to You =g Rl 2014/8/6 288 35.3 56.8 71.4% 76.0%
New Mad-Monk W ATE 2014/8/21 2975 4170 7286 76.5% 64.0%
The Virtuous Queen of Han NESEPN 2014/8/21 557.1 6925 84.4%
Xie Wendong S1 UIB@N 2014/8/26 83.8 82.0 80.6%
Xie Wendong S2 WK HF 2014/8/26 533 727 79.6%
Fire Sky HRKER 2014/9/1 54.9 923 74.8%
The Moon Of Gulf Of Aden FRAESE TV 2014/9/3 46.2 26.8 286 75.5% 53.0%
The New Snow Leopard TH RS H 2014/9/4 2194 174.0 2943 78.0% 51.0%
The Sharp knife [Ny 2014/9/5 771 474 60.6 78.1% 54.0%
Marriage Cuisine ISR EE 2014/9/8 90.5 385 97.5 71.9% 67.0%
My Battalion MR8 TVIR 2014/9/10 228.3 285.1 326.3 77.9% 64.0%
Ma Xiangyang ST 2 2014/9/18 2155 2340 434.6 74.8% 60.0%
Good Wife 101 AR 36 1 2014/9/19 1216 91.6 284.0 81.5% 79.0%
The Loving Home SLRAFER TV iR 2014/9/22 3514 275.0 363.8 79.4% 73.0%
menfolk FL 2014/9/24 156.8 126.0 199.2 73.4% 69.0%
The Extremely Danger FAF L 2014/9/23 433 38.0 54.3 77.0% 58.0%
Love's Relativity AR 2014/9/27 1115 48.3 65.9 83.5% 72.0%
Negotiations Sweetheart WRHHK 2014/10/1 83.7 50.8 98.0 79.2% 73.0%
The Red FAREN 2014/10/6 129 27.2 14.7 70.2% 66.0%
The Predator Soldiers R R LR 2014/10/7 148.9 115.0 135.2 79.1% 49.0%
Brothers SLA Lo 2014/10/8 302 51.2 48.0 64.6% 59.0%
Error Marriage ki 2014/10/16 332 336 283 63.5% 68.0%
Cross Fire TFREKZR TV IR 2014/10/18 54.4 68.7 826 72.6% 57.0%
Because of Love,Love is a Miracle (K% 1 2014/10/21 244.2 294.7 9.3 82.7% 81.0%
Marry Him Or Not ARARRLE 2014/10/21 76.9 475 455 69.7% 67.0%
The King of Guns Za it T 2014/10/26 2354 189.0 168.8 57.8% 57.0%
Awakened oty 2014/10/26 122 26.7 30.5 48.1% 55.0%
Foster Father's Blossom Age FRA AL REARAE 2014/10/30 19.6 24.6 208 72.4% 60.0%
Little Mom KN E 2014/11/2 37.2 36.7 56.7 77.9% 71.0%
Cheetah Assault Bz SRS 2014/11/4 19.8 256 26.7 69.8% 60.0%
Big Steward EEwN i 2014/9/20 18 10.4 58 53.3% 62.0%
Shanshan is Coming kT 201417/ 944.0 73.0%
Brave Heart RGN 2014-08-21 680.0 843.0 59.0%
Bodyguard of Love F R 2014/8/30 228 339 55.0%
Rape Flower  Flavour i 2014/9/13 189 326 54.0%
Gods of War Hi 2014/9/18 766.0 168.9 52.0%
Color of The Wind R &2 2014/10/1 526.2 523.7 75.0%
Peaceful Bejjing ElR o 2014/10/6 211.0 157.6 65.0%
Halfway Father and Son PR T 2014/10/13 104.0 180.0 73.0%
My Brothers FORI A AT 2014/10/27 201 76.0%
Red Sorghum AT 2014/10/27 581.0 668.7 66.0%
Swordsman ik 2014/10/21 4520
Total 7,149.0 72711 10,513.8 73.2% 66.0%
Source: iResearch 6M14, Guotai Junan International.
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Table 6: Other TV Drama Traffic Comparison (New TV Drama Released between Jul 1°'in 2014 till Nov 14™ 2014, with
traffic statistic date at Nov 14™)

Youku Ws mn iQiyi VVs mn Tencent VVs mn
TVB
Ghost Dragon of Cold Mountain ~~ F& 11172 416.6
Black Heart White Soul BIFA 586.9
Shades of Life AR 86
Line Walker fEfE T E 1,694.5
All That is Bitter is Sweet KEjYi 270.9
Tomorrow Is Another Day FHRIIR 295.8
Tiger Cubs Il A Al 213.0
Come on, Cousin £4, RIF Hea! 86.9
Over achievers Eqnl 73.0
3,646.2
Korea TV drama
Endless Love ToIE % 108  Iron Man L7 IN 400  Secret of Sweet LR 16
Marriage Not Dating AT, LS 1766 Pride and Prejudice et 5 i 88  High School Love On High School Love On 164.0
Lure it 1773 Legend Magic Girl AL BE 98  Famiy Struggles FEZ R 6T 26.4
It doesn't matter, this is love BWKRR, KRE 2698  Rose Lovers BRI 6.0  Love Discovery AT R 60.0
Mermaid Princess RIARAE 1323 Spring of My Life BNERER 116
My Secret Hotel % 538  Mama 23] 181
Three Musketeers =81% 224 Tommorrow is Song IERIETS 78
For me, the lovely her R, W M 3182  Mr.White S 34
Bad Boys HANTA 56.3
Modern Farmer PEREACR 236
Birth of Beauty KA 302
12713 105.4 252.0
In-house Mini TV Drama
Unbelievable S2 TR A 670.6  Cohabiting Couples Al R 5 A 243 Weird Coffe P 207.7
Tiny Times 1.0 AR 1.0 48RS AR 508.3  The Heirs from the Star K EH R R4 A 826  MicroEra AR 360.0
Super Soccer BRI 1739 The 7 Muskmelon Brother S2 a5 2 292 First Love Club WAL AR IR 10.0
Top Rumor S5 e 335  Hello! Aliens REFANEN 1250  Hold Love hold 11 % 1§ 10.0
Limbo Biography wEfk 29.0  Unbelievable Summer AT E R 60.5
White Beauty and Long Leg Boys ~ FIAXREAE S KK 90.4
14153 412.1 587.7
US TV Drama
The Flash Season 1 INHLPR —FF 429  The Flash Season 1 [Nk SE—F 112 The Flash Season 1 [Nk E—F 226
Agents of SH.LELD. Season2 & JRIFF L 37 400  Agents of SH.LEL.D. Season 2 PG RRE L 101 Agentsof SHIELD. Season2  MUEJHHF T % 15.8
829 213 384
Subtotal 6,415.7 538.8 878.1
Total TV Drama Traffic 13,564.7 7,809.9 11,391.9
Total Mobile TV Drama Traffic 9,433.2 5419.5 n.a.

Source: iResearch 6M14, Guotai Junan International.

Tencent video might create more threats to Youku-Tudou than Baidu’s iQiyi and PPS in the long run. First, we think
iQiyi and PPS traffic growth might be weakened by its strategy change. In 2013, iQiyi and PPS tried to build its big
variety show platform though Hunan TV variety shows and Korea SBS TV variety shows. However, this strategy might fail in
2015, as Hunan TV wouldn't sell its TV variety show online air copy rights any more and Korea SBS has built up strategic
partnership with Youku. The quality of its in-house content was lower than that of Youku and Tencent. We think Baidu’s video
search could not create much effective traffic, as the long video market has formed a monopoly structure and users tend to
upload more videos in Youku. PPS’s UGC content library was very old with low definition and might be less competitive in the
future. Second, Tencent could create synergy among video, social media and online games. Tencent has spent a lot in
buying variety shows from Canxing Production, sports video, and China TV dramas. Tencent has great motivation to expand
its video platform as video could create synergy to its social media and online games. Sports and singing videos could create
traffic to its sports and dancing games. While short videos need to be shared in social media, Wechat has controlled the
largest short video flow channel. Third, Youku still has created great content differentiation with iQiyi and Tencent. We
think at current stage, Youku could achieve its content differentiation through TVB TV drama, Korea TV drama and in-house
mini TV dramas. In the long run, Youku’s PGC & UGC ecosystem might create more differentiation and it's almost impossible
to be replicated.

Youku has a perfect PGC & UGC Ecosystem, very similar to Youtube. We have observed that Youku has created a
complete PGC & UGC ecosystem, far better than that of iQiyi and Tencent. There are several points: 1) Youku has built up
a very explicit revenue sharing policy with PGC & UGC producers. Youku would share 30% of ad revenue and 70% of
virtual present revenue with PGC & UGC content producers. This policy has created very strong drivers to individuals and
small media companies. Furthermore, Youku has already created many in-house contents with UGC & PGC producers, to
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help them to create higher quality content. 2) Youku's PGC & UGC ecosystem has diversified producers.There are 8
kinds of producers: Provincial TV stations, Small Media Platform, Celebrity Talk Show, Star Video Blog, Small Media
Companies, Independent Studios, Grass-root Performers, and Oversea partners. Provincial TV stations could publish local
news video through Youku. Small Media Platforms usually don’t have very robust traffic, especially in mobile devices. They
could let Youku to host their videos to save IT spending and could focus on creating high quality content. Both celebrity and
stars could extent their exposure through talk shows and video blogs. Small media, individual studios, and grass-root
performers could create high quality video as both video shooting and post-production become much easier now due to
smartphones and After-Effects softwares. Currently, Youku has cooperated with several overseas video players, including
TED and Maker Studios under Disney Group. Maker Studios have managed 550k individual channels under Youtue and
could bring more high quality overseas UGC video to Youku. 3) Youku’s PGC & UGC ecosystem has diversified content
types. Entertainment news and film community could create synergy with Youku’s TV drama and film channels. The parody
talk show channels are the most famous channels and create robust traffic in Youku, including Rampage Cartoon, Gossip
Maker, and Flying Saucer. There also lots of campus street interview shows, as many young video makers came from
campus. 4) Youku has made active content management through its own channels. Youku chooses hot UGC videos
through Youku Niuren, Youku Amusement, Youku Originals, and Youku Entertainment to exhibit them to users.

Figure 5: Youku’'s UGC & PGC Ecosystem

UGC & PGC Video Sorted by Content Types
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Source: the Companies, Guotai Junan International.

Maintain Target Price at USD32.00 and ‘BUY’ investment rating. We think Youku App’s mobile video user time spent is
increasing fast, boosting monetization expectation in the future. Our FY14-16 earnings per ADR estimates are RMB-3.116,
RMB0.393, and RMB4.256, respectively. Our TP is USD32.00, representing 2.7x 2015E PB.

Table 7: Peers Comparison

Market Cap Adjusted PE GAAP PE

Stock Last

Code Currency price mn RMB 12A 13A 14F 15F 16F 12A 13A 14F 15F 16F
Netflx Inc NFb)S‘ USD 386'2 1803411 3193 1738 864 644 383 148477 2116 1122 810 498
Leshi Internet 00 CNY 3351 35,6432 na. na  na  na  na 728 96.0 724 470 345
Youku Tudou Inc-Adr Yoku US usb 22.02 35,563.4 n.a. n.a. n.a. n.a. 50.2 na. na. na. n.a. 70.7
Yy Inc-Adr YY US UsD  76.70 33,2431 505 376 279 199 136 156.5 67.8 312 221 148
Phoenix New Media FE’E‘J‘; UsD 979 5,847.8 171 162 144 15 8.7 50.7 184 163 132 103
Simple Average 129.0 759 429 20 277 3,781.9 985 580 408 360
Weighted Average 2042 1124 571 425 317 92408 1512 824 588 457

Revenue (mn RMB) PB PS (Price to Sales)
Company
13A 148 15F 16F 12A 1A 14 15F 16F 12A 13A 14F 15F 16F

Netflx Inc 3,609 4375 5505 6,759 6.9 165 276 335 424 14 49 42 34 2.9
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Leshi Internet 1,122 2,165 6,462 9,774 6.3 22 33 39 n.a. 7.0 13.0 44 2.9 22
Youku Tudou Inc-Adr 1,796 3,028 3,974 5,512 2.0 34 6.2 44 31 8.4 10.0 7.1 51 38
Yy Inc-Adr 806 1,839 3,635 5,361 37 8.9 8.3 124 18.2 33 94 7.3 5.0 3.6
Phoenix New Media 1111 1,424 1,656 2,027 35 2.8 2.6 2.2 18 1.6 31 2.8 2.3 1.9
Simple Average 45 6.8 9.6 1.3 16.4 43 8.1 52 37 29
Weighted Average 5.8 12.0 19.3 233 28.8 3.2 7.0 49 37 3.0
Source: Bloomberg, Guotai Junan International, Aug 13" 2014.
Table 8: Quarterly Results Estimates of Youku

1Q14 2014 3Q14  4QI4E 1915 2QI5E  3Q15E  4QI5E 1Q16E  2Q16E  3Q16E  4QI6E
Revenues
Net Revenues 700 959 1,107 1,235 988 1352 1560 1741 1412 1933 2231 2,490
Cost of Revenues (615) (750) (860) (812) (756) (928)  (1,225) (1,007) (920) (1135 (1,517) (1,234)
Gross profit 86 209 247 422 231 424 335 735 492 798 714 1,255
Sales and Marketing (187) (213) (287) (259) (207) (284) (328) (366) (282) (387) (446) (498)
General and Administrative (47 (74) (53) (96) (59) (81) (94) (104) (82) (112) (129) (144)
Product Development (81) (99) (112) (128) (74) (101) (117) (131) (99) (135) (156) (174)
Operating Income (228) (178) (206) (60) (109) (42) (203) 134 29 164 (18) 439
Net finance cost 6 10 23 23 28 32 37 43 30 35 40 46
Other Income (Loss), Net @ 3 2 2 2 2 2 2 2 2 2 2
Earnings before Taxes (225) (164) (181) (36) (80) ®) (165) 178 61 200 24 487
Provision for Income Tax 0 ©) 0 0 0 0 0 0 ®) (20) @ (49)
Net Income (Loss) (225) (164) (181) (36) (80) ®) (165) 178 55 180 2 438
Net loss per ADS, basic and diluted RMB/ADS (1.338) (0.882) (0.877) (0.185) (0.460) (0.043) (0.794) 0.889 0.309 0.912 0.102 2.120
SSPAGDASA;NEE‘;;:?SSS)/ Profit 0.883)  (0.407) (0.496) 0375  (0.114) 0379 (0.314) 1395 0763 1465 0728 2.783
ADS used in computation, 168 186 206 195 173 19 27 00 178 198 214 207
basic and diluted mn shares
Cost of revenue breakdown
Value added, business taxes and surcharges 63 90 98 101 80 114 125 128 100 142 156 160
Bandwidth costs 202 214 211 207 228 241 238 234 251 265 262 258
Depreciation of servers and other equipment 24 29 26 44 28 33 30 51 31 37 34 57
Content costs 326 418 645 460 420 540 833 593 538 691 1,066 759
Non-GAAP results
Non-GAAP gross profit 103 224 261 439 243 439 358 751 507 817 744 1,277
Non-GAAP operating profit (152) (89) (127) 49 (49) 39 (104) 235 110 273 116 576
Non-GAAP net profit (148) (76) (103) 73 (20) 73 (65) 280 136 290 156 576
Stock-Based compensation 70 82 72 102 57 7 93 97 76 104 126 130
Key growth rate YoY %
Net revenues 36% 27% 29% 3% 41% 41% 41% 41% 43% 43% 43% 43%
Cost of revenue 23% 33% 26% 26% 23% 24% 25% 24% 22% 22% 24% 23%
Value added, business taxes and surcharges 29% 20% 30% 30% 21% 27% 27% 21% 25% 25% 25% 25%
Bandwidth costs 25% 30% 16% 16% 13% 13% 13% 13% 10% 10% 10% 10%
Depreciation of servers and other equipment 8% 34% 20% 20% 15% 15% 15% 15% 12% 12% 12% 12%
Content costs 21% 38% 30% 30% 29% 29% 29% 29% 28% 28% 28% 28%
Sales and Marketing 27% 22% 21% 21% 21% 21% 21% 21% 20% 20% 20% 20%
General and Administrative % 8% 8% 8% 6% 6% 6% 6% 6% 6% 6% 6%
Product Development 12% 10% 10% 10% 8% 8% 8% 8% % % % 7%
Margin %
Gross margin 12% 22% 22% 34% 23% 31% 21% 42% 35% 41% 32% 50%
Operating margin -33% -19% -19% -5% -11% -3% -13% 8% 2% 8% -1% 18%
Net margin -32% -17% -16% -3% -8% -1% -11% 10% 4% 9% 1% 18%
Non-GAAP gross margin 15% 23% 24% 36% 25% 32% 23% 43% 36% 42% 33% 51%
Non-GAAP operating margin -22% -9% -11% 4% -5% 3% -T% 14% 8% 14% 5% 23%
Non-GAAP net margin -21% -8% -9% 6% 2% 5% -4% 16% 10% 15% % 23%
Source: the Company, Guotai Junan International.
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income statement (Dec Year End mn RMB) 2012 2013 2014E 2015E 2016E
Net Revenues 1,796 3,028 4,000 5,641 8,066
Cost of Revenues (1,500) (2,487) (3,037) (3,756) (4,598)
Gross profit 296 541 963 1,884 3,468
Sales and Marketing (364) (681) (946) (1,185) (1613)
General and Administrative (238) (262) (270) (338) (468)
Product Development (173) (278) (420) (423) (565)
Operating Income (479) (680) (672) (62) 823
net finance cost 41 29 61 141 155
Other Income (Loss), Net 10 71 4 0 0
Earnings before Taxes (427 (580) (607) 79 978
Provision for Income Tax 3 () 0 0 (98)
Net Income (Loss) (424) (581) (607) 79 880
Net loss per ADS, basic and diluted (3.200) (3501) (3.116) 0.393 4.256
Non-GAAP net loss (Profit) per ADS (1.844) (2.062) (1.217) 2.104 6.483
ADS used in computation, basic and diluted mn shares 133 166 195 201 207
EBITDA 19 320 36 681 1,601
Non-GAAP net loss (Profit) (245) (342) (255) 422 1,341
Balance Sheet (Dec Year End mn RMB) 2012 2013 2014E 2015E 2016E
Current Assets

Cash and Cash Equivalents 1,656 1,764 6,902 7,175 8,355
Short-term Investments 2,110 1,409 1,409 1,409 1,409
Accounts Receivables 933 1,370 1,480 1,889 2,177
Amounts Due from Related Party 0 0 0 0 0
Deferred Tax Assets 10 8 7 6 6
Prepayments and Other Assets 65 82 92 154 197
Restricted Cash 9 3 3 3 3
Intangible Assets, Net 20 52 55 57 60
Total Current Assets 4,803 4,688 9,947 10,694 12,207
Non Current Assets

Property and Equipment, net 201 222 232 242 253
Long-term Investment in Related Party 0 0 0 0 0
Amounts Due from Related Party 0 0 0 0 0
Goodwill 4,256 4,263 4,263 4,263 4,263
Intangible Assets, Net 1,305 1,198 1,312 1,378 1,447
Capitalized Content Production Costs 0 1 0 0 0
Prepayments and Other Assets 229 198 220 369 474
Total Non- Current Assets 5,990 5,882 6,027 6,252 6,436
Total Assets 10,793 10,570 15,974 16,946 18,643
Current Liabilities

Accounts Payable 182 214 269 328 403
Accrued Expenses and Other Liabilities 981 1,124 1,205 1,573 1,828
Advances from Customers 7 0 0 0 0
Amounts Due to Related Party 22 25 37 50 74
others 0 0 0 0 0
Total Current Liabilities 1192 1,363 1511 1,952 2,305
Non Current Liabilities

Long-term Debt 0 0 0 0 0
Deferred tax liability 224 220 215 211 207
Other Liabilities 20 4 4 4 4
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total Non-current Liabilities 244 224 219 215 21
Total Liabilities 1,436 1,587 1,731 2,167 2,516
Total Shareholders Equity 9,357 8,983 14,244 14779 16,127
Total Liabilities & Shareholders Equity 10,793 10,570 15,974 16,946 18,643
BVP ADS 70.5 54.1 73.1 73.6 78.0
Cash Flow Statements  (Dec Year End mn RMB) 2012 2013 2014E 2015E 2016E
Operating Activities
Net Income (424) (581) (607) 79 880
Depreciation 82 132 146 152 159
Amortization of Intangible Assets and Self Produced Content 416 868 562 590 620
Share Based Compensation 118 188 326 319 431
Bad Debt Expenses 10 63 68 86 99
other (11) (33) 0 0 0
working captial change
Accounts Receivable (224) (500) (110) (410) (288)
Accounts Payable (39) (14) 55 59 75
Restricted Cash ©) 6 0 0 0
Accrued Expense and Other Liabilities 215 142 81 368 255
Advances from Customers (@) 3 12 14 24
Amounts Due from Related Party 0 0 0 0 0
Prepayments and Other Assets 20 1 (32) (211) (148)
Capitalized Content Production Costs (10) (@) () (10) (13)
Cash Flow from Operating Activities 137 269 493 1,036 2,093
Investing Activities
Acquisition of Property and Equipment (90) (144) (156) (162) (170)
Proceeds from Disposal of Property and Equipment 0 0 0 0 0
Cash Paid for Acquired Subsidiaries, Net of Cash Received 379 U] 0 0 0
Acquisition of Intangible Assets (362) (741) (625) (656) (689)
others (712) 636 (321) (116) (285)
Cash Flow from Investing Activities (784) (255) (1101) (934) (1,143)
Financing Activities
Principal Repayment on Long-term Debt (11) ®) 0 0 0
Drawdown of Long-term Debt 0 0 0 0 0
Principal Repayments on Short-term Loan (32 0 0 0 0
Proceeds from IPO and Secondary Offering, net of issurance costs 0 0 7,430 0 0
Exercise of Employee Stock Option 0 0 (1,860) 0 0
others 22 101 176 172 232
Cash Flow from Financing Activities 38 ] 0 0 0
18 94 5,746 172 232
Other Adjustments
Foreign Exchange Rate Effect on Cash ®) 0 0 0 0
Cash Flow Net Changes in Cash (637) 108 5,138 273 1,180
BB 2,293 1,656 1,764 6,902 7,175
EB 1,656 1,764 6,902 7,175 8,355
key ratios  (Dec Year End mn RMB, %) 2012 2013 2014E 2015E 2016E
GAAP
Growth YoY
Revenue 48% 83% 8% 96% 84%
Operating profit 161% 42% -1% -91% -1431%
EBITDA -33% 1554% -89% 1804% 135%
Net profit 146% 3% 5% -113% 1014%
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Margins

Gross margin 16% 18% 24% 33% 43%

Operating margin -27% -22% -17% -1% 10% s

EBITDA margin 1% 11% 1% 12% 20% &

Net margin -24% -19% -15% 1% 11% E
g

Non-GAAP 2

Non-GAAP gross profit 335 601 1,027 1,946 3,547 S

Non-GAAP operating profit (299) (441) (319) 275 1,277

Non-GAAP EBITDA (Loss) Profit (424) (581) (607) 79 880

Non-GAAP net profit (245) (342) (255) 422 1,341

Stock-Based compensation 118 188 326 319 431

Growth YoY

Revenue 64% 79% 1% 89% 82%

Operating profit 120% 47% -28% -191% 364%

EBITDA 146% 3% 5% -113% 1014%

Net profit 96% 40% -26% -278% 217%

Margins

Gross margin 19% 20% 26% 34% 44%

Operating margin -17% -15% -8% 5% 16%

EBITDA margin 11% 18% 10% 18% 25%

Net margin -14% -11% -6% % 17%

ROE -6% -6% -5% 1% 6%

Average net margin (operating leverage) -24% -19% -15% 1% 11%

Asset turnover (operating leverage) 26% 33% 34% 39% 52%

Asset/equity  (financial leverage) 114% 116% 51% 42% 41%

ROA -5% -5% -10% 1% 14% 5

IC 9,364 8,983 14,244 14,779 16,127 g

ROIC -6% -6% -5% 1% 6% é
z

FCF 64 (622) (271) 218 1,235 _

Net det (1,648) (1,764) (6,902) (7,175) (8,355)

Net gearing ratio excl. minority Net Cash -Net Cash Net Cash Net Cash Net Cash

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: NASDAQ Composite Index
Time Horizon: 6 to 18 months

Rating Definition
Buy Relative Performance >15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: NASDAQ Composite Index
Time Horizon: 6 to 18 months

Rating Definition

Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.
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(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for Shandong Chenming Paper Holdings Limited-H shares (01812), China All Access (Holdings) Limited (00633) and China
U-Ton Holdings Limited (08232), Guotai Junan and its group companies do not hold equal to or more than 1% of the market
capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
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DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan®). Guotai Junan and its group companies may do business that relates to companies covered in
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underwriter or invest proprietarily).
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persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.
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