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Growth in terminal sales, membership fees to boost margins

Higher hardware sales to drive membership revenue

One of LeTV'’s key strategies is to acquire users/subscribers/members through low-priced
hardware including smart TVs and mobile phones. Launched in July 2013, Smart TV sales have
reached more than 4.5mn to date. We expect sales volume to almost double from 4.5mn in
2016E to 8mn in 2018E, with market share expanding from 10% to 18% (current market leader
Skyworth has 20% share in China). LeTV also launched its self-branded Super Phone in April
2015, which has sold more than 3mn units in 2015 ytd. We expect sales of Super Phones to also
double from 10mn units in 2016E to 20mn in 2018E, with market share expanding from 2% to 5%
(Xiaomi and Huawei currently lead the market with 12%/15% share in China).

E3R1: We see 18% share for Super TV in 2018E... E32: ...and 5% for Super Phone
Super TV sales volume and market share Super Phone sales volume and market share
9,000 20.0%
0,
8.000 mmm Super TV sales volume (000') - L 18.0% 25,000 mmm Super Phone sales 5%
! volume (000" 5%
7.000 market share - 16.0% ( ) oo
, L 14.0% 20,000 market share - 4%
6,000 e L 4%
[ - 12.0% ’
5,000 ! 15,000 - 3%
, L 10.0% |
4,000 . 3%
5,000 - 8.0% 10,000 - 2%
! y - 6.0% L 2%
2,000 T = - 4.0% 5,000 - 1%
1,000 ' - 2.0% J - 1%
0 +—= : ‘ : ‘ : - 0.0% 0 - ‘ : - 0%
2013 2014 2015E  2016E  2017E  2018E 2015E 2016E 2017E 2018E
HRIFNE: Company data, Gao Hua Securities Research ZHFE: Gao Hua Securities Research

We forecast the rise in hardware sales to accelerate subscriber growth and expect LeTV'’s total
members to reach ¢.35mn in 2018, at a CAGR of 60% in 2015-18E.

We expect this large user base, in turn, to drive growth in membership fees.-We expect the
company’s super TV paying users to reach 11mn/17mn/26mn in 2016-18E. For mobile members,
more than 50% of Super Phone users have chosen bundled membership and the membership
fee is Rmb490 (and could include a Rmb300 deduction off the cost of hardware), according to the
company’s research institute. However, we conservatively assume these mobile users will not
extend their subscription following the two-year period. Under these assumptions, we estimate
Super TV and Super Phone to generate subscription revenue of Rmb3,409/490 mn in 2016, and
total membership payments to grow to Rmb6.9 bn in 2018 from Rmb2.6 bn in 2015, implying a
39% CAGR.
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[E|%=3: More than 50% of Super Phone buyers choose bundled membership

B 3m-1y membership

1y membership

0,
49.33% 2-4 ys membership

5+ ys membership

15.95% No bundling
3.03% -3.16%
BRI LA
E%R4: We expect 35mn total members in 2018E... E3%5: ...and Rmb6.9 bn in revenue
Number of members by segment Membership revenue by segment
(000') (Rmb mn)
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35,000 20T5.18E Z 7,000 7
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CAGR=60% CAGR=39%
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FRHIR: LATHAE SIS

EIRIREMR

FHFIR: LATHAE SIS

Growing user base to benefit advertising revenue

Sustained by the fast-growing membership base, we expect LeTV’s advertising revenue to
continue to outpace industry growth, with a CAGR of 45% in 2015-18E to reach Rmb8,137 mn,
compared with an industry average of 33%. In line with this, we expect LeTV’s market share in
online video advertising to rise from 12% to 15% over the same period.
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[#]3%6: We expect LeTV to gain share in online video
advertising...
LeTV’s market share in online video advertising

[E|3%&7: ...and ad revenue to outpace industry
yoy growth of online video advertising revenue
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ARFIE: Company data, Gao Hua Securities Research

ARFIE: Company data, Gao Hua Securities Research

Expanding content library to lock in members

We expect LeTV to maintain its high investment in content at 15%-17% of non-hardware revenue,
from Rmb1.2 bn in 2015E to Rmb2.6 bn in 2018E. The steady investment in content ensures the

company'’s ability to provide members with a comprehensive and updated content library in order

to maximize members’ satisfaction and attract more members.

E%8: We expect content cost to rise steadily in future
Content cost and as a % of non-hardware revenue

mmm Content cost (Rmb mn) as % of non-hardware revenue
40% 4,500
35% - 4,000
30% - 3,500

- 3,000
25%
- 2,500
20%
[ | - 2,000
159
7 - 1,500
10% - 1,000
5% - - 500
0% - -0
2012 2013 2014 2015E 2016E 2017E 2018E 2019E 2020E

ZRIFE: Company data, Gao Hua Securities Research
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Margins to be boosted by non-hardware revenue
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With growth in non-hardware revenue potentially accelerating, we expect LeTV’s GP margin to
gradually pick up from 2016E, leading to faster bottom-line growth (59% yoy) than top-line growth
(30% yoy) in 2018. As a result, we expect NP margin to expand from 5% in 2015 to 10% in 2018.

E%9: Non-hardware revenues accelerating...
LeTV’s revenue from hardware and non-hardware

E3R10: ...thereby boosting GP margins
GP margin and % of revenue from non-hardware
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ZRIFE: Company data, Gao Hua Securities Research
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Vertically integrated ecosystem to shield LeTV from price war

We believe the monetization of internet TV will become a key driver of growth for LeTV in the next
three years. The consensus view is that other players — including smart TV makers, online video
companies and IT manufacturers — will make it difficult for LeTV to gain users through low-priced
hardware. However, we believe smart TVs will compete on ecosystem instead of price, with LeTV
benefiting from its leading vertically integrated model of “platform + content + terminal +
application”. Furthermore, we believe internet TV will start to see deeper monetization through
advertising, online games, etc., from 2016, and LeTV is well positioned to benefit from this trend
through the rise in subscription growth, advertising revenue, and value-added services. We
expect subscription and advertising revenue to grow 60%/50% in 2016 to account for 50% of total
revenue.

[E3%&11: LeTV’s ecosystem

eLeTV Store
*Web Browser
sVideo searching

)

( eContent producing

(Huaer+Levp+PGC)
eContent operating
(exclusive broadcasting
and distribution)

Application

y

eEcommerce platform
*Cloud service platform
eAdvertising platform
*Big data platform

eSmart terminal
(SuperTV+Super Phone)
eLeTV UI

eAccessories

HRFNE: Gao Hua Securities Research
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We revise our 2015E-2020E EPS by -3% to +10% to reflect higher revenue growth. As a result,

our 12-month target price goes up 4% to Rmb68.09 (still based on 39X P/E applied to 2020E EPS,

and discounted to 2016E using a COE of 8%).

LeTV’s average forward P/E was 77X in the past three years. Our 12-month target price of
Rmb68.09 implies a 2017 P/E of 70X while the stock is trading at a 2017E P/E of 60X. We believe
this high multiple is justified by the company’s better growth potential (77% 2015-17E EPS CAGR
vs. our covered average of 36%; LeTV's EPS CAGR is also the highest in our coverage).

E%12: Income statement of LeTV

Rmb mn
Total revenue
yoy
Membership & distribution
Online HD video service
Online video distribution
Movie & TV drama distribution
Advertising Revenue
Other
Hardware Revenue

SuperTV sales, 10k
STB sales, 10k

Total COGS
Depreciation
Amortization of content cost
Hardware cost
TV Drama Studio
Other
Gross profit
yoy
Gross margin
Pre-tax profit (income before tax)
Income taxes
Net income
Minority interests
Net income attributable to parent
yoy
Net Margin
EPS - basic (Rmb)

2012
1,167
95%
707
152
555

419
2
38

10

684
48
381
24

231
483

41.4%
228
38
190
(4)
194
48%
17%
0.46

2013
2,361
102%
1,018
393
625

839
0
504

8
60

1,669
39
580
688

361
693
43%

29.3%
246

14

232
(23)

255
31%
1%
0.32

2014

6,819
189%
2,422
1,526
705
191
1,572
85
2,740

150
125

5,828
47
990
4,092
95
604
991
43%
14.5%
73
(56)
129
(235)
364
43%
5%
0.43

2015E

11,642
71%
3,274
2,570
705

295
2,672
400
5,400

300

10,148
96
1,205
7,830
118
899
1,493
51%
12.8%
276
14
262
(315)
577
59%
5%
0.31

2016E

16,873
45%
4,789
4,084
705

312
4,009
600
7,764

450
30

14,280
116
1,567
11,180
125
1,292
2,593
74%
15.4%
836
42
795
(289)
1,083
88%
6%
0.59

2017E

22,067
31%
6,039
5,335
705

359
5,812
900
9,857

600
50

18,124
140
2,037
14,096
144
1,708
3,944
52%
17.9%
1,640
82
1,558
(247)
1,805
67%
8%
0.98

2018E

28,596
30%
7,595
6,890
705

413
8,137
1,350
12,451

800
50

22,781
169
2,590
17,681
165
2,176
5,815
47%
20.3%
2,889
144
2,744
(125)
2,869
59%
10%
1.55

ZRIFE: Company data, Gao Hua Securities Research
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[E3%13: Historical forward P/E average level is 77X
LeTV historical rolling 12-month forward P/E
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