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Online Marketing Services Business is Expected to Rally
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COVID-19 epidemic and 2) expected high user base under the expanding
Baidu ecosystem. 6-18m TP H 5fi US$290.00
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Source: the Company, Guotal Junan International.
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Under the expected rally of China’s online advertising market, we maintain our yoy total revenue growth forecast for the
Company in 4Q20 at 4.5%. In addition, yoy growth of revenue from online marketing services is expected to turn positive in 4Q20,
estimated at 3.2%, reaching RMB21.4 billion. We believe this resilience is mainly due to 1) efficient containment of the local
COVID-19 epidemic, where offline merchants are expected to have increased marketing spending and 2) expected high user base
under the expanding Baidu ecosystem. According to Aurora Mobile, a third-party data company, user penetration rate of Baidu
App exceeded 40% in 4Q20, up 1.7 ppts yoy. Furthermore, MAU of Baidu App is expected to be 450 million in 4Q20. On the
content development side, in 2020, the Company strengthened its support to content providers, for example, 1) Bai Chuan Plan to
Baijiahao's (BJH) content creator, and 2) Xingzhi Plan 2.0 to improve knowledge base of video content creators. On the live
broadcast development side, on May 2020, the Company announced that knowledge-based live broadcast will be key to its mobile
ecosystem development. On October 2020, the Company released its pan-entertainment-based live broadcast product, Yinbo,
and announced the acquisition of JOYY Inc's domestic video-based entertainment live stream business in China (YY Live) one
month later. The investment in live content development has started to show meaningful results, with view count over 900 million
and 317% growth of content creators in November 2020, according to a Report from Baidu Live Broadcast Ecosystem
Observation. For the Company's short-video development, we believe that the Company will focus much on
pan-knowledge-based short videos and improve its products, ecosystem of creation and ecosystem of content. We believe that
this could enhance user time spent on the Baidu ecosystem and we are positive on the Company's future online marketing
services development.

Figure-1: Baidu's Online Marketing Services Revenue Figure-2: Baidu’s Revenue Estimations and YoY Growth
Estimations and YoY Growth
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Baidu announced its plan to establish a company to produce intelligent electric vehicles (EV), and that it has entered into
a strategic partnership with multinational auto manufacturer Geely on January 11, 2021. Baidu will provide intelligent driving
capabilities to power the passenger vehicle for the new venture, and Geely, which holds the distinction of best-selling Chinese
automobile brand in the past few years under Volvo and Geely brands, will contribute its expertise in automobile design and
manufacturing. The Company believes that China has become the world's largest market for EVs, and EV consumers will have
higher expectations from next-generation smart vehicles. Under the plan of EV production, we believe that strong synergy effect
could take place between Baidu and Geely. Baidu would take advantage of its Al powered technology, such as Apollo autonomous
driving, Baidu's Internet of vehicles operating system (IOV OS), etc., to 1) amplify its ecosystem and 2) enhance user in-car
experience. We believe that the development of the Company's Apollo business will give growth momentum in the coming years.
In addition, on December 8, 2020, Baidu hosted the 2020 Apolio ecosystem partner summit in Guangzhou. The Company expects
total vehicles with IOV OS to exceed 100 million in the next three years.

We believe that the development of the Company's Apollo business will give growth momentum in the coming years. We
expect Apollo's business model will be categorized into "B2B", "B2C" and "B2G": 1) B2B: the Company is expected to provide
Apollo technology application to its automaker partners, for example, 10V OS; 2) B2C: robotaxi is expected to be provided and
further penetration rate is expected; 3) B2G: the Company is expected to collaborate with local governments in supporting smart
transportation infrastructure development.
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Figure-3: Framework of Apollo 6.0
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Source: the Company, Guotai Junan International.
Valuation
We maintain the investment rating as "Accumulate" and revise up TP to US$290.00. With expected further cultivation of
Baidu App ecosystem, we are positive on the Company's user expansion and the growth of Company's online marketing services.
We believe that in the short-to-medium term, the Company's online marketing services business will be the main revenue driver.
On the other hand, we believe that revenue contribution from non-advertising business will further extend under the development
of the Company's content ecosystem, such as live business and short video business. Furthermore, in the long term, we believe
that the Company's Apollo business will start to bear fruit with expected penetration on both smart vehicles and smart
transportation infrastructure. We leave our earnings forecasts of 2020-2022 unchanged but roll over the valuation base to 2022F.
Therefore, we revise up our TP to US$290.00, based on 25.1x 2022 Non-GAAP PER. The new TP represents 31.7x/ 27.9x/ 25.1x
2020/ 2021/ 2022 non-GAAP PER.
Figure-4: Baidu’s Non-GAAP Forward PE Graph Figure-5: Baidu’s Historical PE Range 2
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Table-1: Peers Comparison

PER (x) PER (x) PIS PEG Market Cap
Company Ticker  Currency  Price 20F 21F 22F 20F 21F 22F 20F  20F-22F L“m“"j‘"
US Online Game Companies
Glu Mebile Inc GLUU US uso 9.140 206 16.4 13.0 38 33 26 29 0.8 1,572 =
Sciplay Corp-Class A SCPLUS UsD 17.490 147 14.8 178 8.2 39 25 38 (1.7} z2n i
Take-Two Interactive Softwre TTWO us uso 203.990 57.0 363 352 9.1 7.0 6.0 43 1.9 23.463 e
Electronic Ars Inc EAUS uso 146.200 14.1 27.0 248 5.6 5.3 5.0 5.3 28 42438 g
Activision Biizzard Inc ATVIUS uso 93.400 276 26.7 233 4.8 42 36 a9 31 72,185 g
Netease NTES US usD 124.290 34.0 287 245 6.3 53 4.6 76 1.9 85887 g}
Simple Average 280 250 231 6.3 48 41 5.5 15
Weighted Average 30.3 28.3 251 6.0 5.1 45 7.2 24
HK Online Game Companies
Kingsoft Corp Ltd 3888 HK HKD 65.700 151 57.0 433 37 3.4 3.2 13.0 (0.4) 87,168
Forgame Holdings Ltd 484 HK HKD 2.300 n.a. na. na. na. n.a. na. n.a. n.a. 380
Linekong Interactive Group G 8267 HK HKD 0.450 n.a. na. na. na. na. na. n.a. n.a. 166
Idreamsky Technology Holding 1119 HK HKD 4.140 88 7.6 6.9 11 1.0 na. 14 0.7 5,295
Tencent 700 HK HKD 766.500 50.3 40.1 330 109 8.7 7.0 18 21 6,965,181
Boyaa Interactive Int. 434 HK HKD 0.670 na. n.a. n.a. n.a n.a. n.a. n.a. n.a. 476
Fingertango Inc GB60 HK HKD (0.630 n.a. n.a. n.a. na. na. n.a. na. n.a. 1,255
Fire Rock Holdings Ltd 1909 HK HKD 4.540 n.a. n.a. na. na. n.a. n.a n.a n.a. 4,262
Digital Hollywood Interactiv 2022 HK HKD 0.082 n.a. na. n.a. n.a. na. na. n.a. na. 156
Ourgame International Holdin 6839 HK HKD 0.480 na. na. na. na. na. na. na. na. 507
Baioo Family Interactive Ltd 2100 HK HKD 1.570 105 85 6.4 21 19 1.6 38 0.4 5,978
Feiyu Technology Internation 1022 HK HKD 1.180 n.a. n.a. na. n.a. na. n.a. n.a. n.a. 278
Friendtimes Inc 6820 HK HKD 2.680 23 71 6.1 23 1.8 1.5 20 0.4 5,539
GG 799 HK HKD 11.280 86 103 9.8 35 2.8 23 24 (1.5) 12,631
Zengame Technology Holding 2660 HK HKD 1.080 34 32 3.0 11 0.9 0.7 1.0 0.5 1,140
Homeland Interactive Technol 3798 HK HKD 6.990 223 18.9 14.2 na. n.a. n.a. 106 0.9 8,641
Cmge Technology Group Ltd 302 HK HKD 3.380 8.2 6.5 5.6 1.5 1.3 1.2 15 0.4 8,133
Xd Inc 2400 HK HKD 65.100 54.6 399 311 9.1 7.5 6.2 7.2 i 7 4 28,064
Netdragon TI7T HK HKD 19.440 121 9.4 81 1.8 1.4 1.2 1.4 0.6 10.435
Archosaur Games Inc 9990HK HKD 23,200 275 14.1 1.7 5.2 4.3 35 91 0.5
Simple Average 19.2 185 148 3.8 32 28 54 0.5
Weighted Average 49.5 40.0 329 10.8 8.6 6.9 1.8 21
Advertising Companies
China Literature Ltd 772 HK HKD 57.000 n.a. as7 271 29 27 24 6.1 n.a. 60,541
Moma Inc-Spon Adr MOMO US uso 16.520 23 8.7 7.4 1.8 1.6 1.4 1.5 0.8 3,448
Bilibili Inc-Sponsored Adr BILIUS uso 134.270 n.a. n.a. n.a. 444 58.9 57.5 256 1.2 46.650 J-J\
Sohu.Com Inc SOHU Us uso 18.720 n.a, 9.6 na. 36 31 25 0.4 0.1 735 =
Weibo WB Us uso 44110 204 17.0 153 36 3.0 25 8.0 1.3 9,989 S
Cheetah Mobile CMCM US uso 2.270 295 13.0 121 na. n.a. n.a. 1.3 0.5 316 @
Soufun SFUN US usoD 12.660 n.a. n.a. n.a. n.a na n.a. n.a. n.a. 114 o
Phoenix New Media FENG US uso 1.440 n.a. 206 76 na na. n.a. 0.6 n.a. 105 }
Twitter Inc TWTR US uso 47.840 n.a. 56.2 411 4.7 4.4 41 10.5 n.a. 38,050 3
Sina SINAUS usp 42750 203 17.9 179 15 1.1 1.0 1.2 3.2 2,554 :%;
Facebook FB US uso 278.010 26.7 237 194 6.5 5.2 42 9.4 15 791,854 o
Simple Average 212 225 185 8.6 10.0 9.5 6.3 1.2
Weighted Average 265 251 203 83 7.9 6.9 10.2 15
E-commerce Companies
Pinducdue Inc-Adr PDD US uso 180.430 (527.6) 4196 1153 481 46.7 334 277 n.a. 222,043
Alibaba* BABAUS uso 261.380 375 256 211 6.6 4.7 4.0 71 i 707,199
VIPSHOP VIPS US usp 29.080 224 18.3 157 4.5 37 31 1.3 12 19,697
EBay EBAY US uso 57.250 16.9 15.6 139 156 82 57 39 18 39,465
JD.com Jb us usp 98.380 59.7 421 299 8.0 7.0 59 13 14 153,955
AMAZON MZN US usD 3294,000 68.3 55.7 412 181 134 9.9 4.4 24 1,652,768
Simple Average (53.8) 96.1 395 16.8 139 10.3 78 18
Weighted Average 1n7 75.4 408 169 133 10.0 6.7 2.0
Search Engine Companies
Sogou Inc-Adr SOGO US usb 8.360 n.a. na. na. na. n.a. n.a. 29 n.a. 3,240
Alphabet Ing-CIA GOOGL US usD 1894.280 na. 273 231 58 5.0 4.2 86 17 1,283,147
Baidu Inc - Spon Adr BIDU Us uso 254 870 263 248 210 31 27 24 53 22 86,930
Simple Average ' %3 264 220 44 39 33 56 19
Weighted Average 263 272 230 57 4.9 41 8.4 4
Overall Average 8.2 377 236 8.0 72 6.0 6.1 1.3
Owerall Weighted Average 289 39.2 284 9.5 8.0 6.5 8.9 19

Source: Bloomberg.

Note: * represents figures of FY13/FY20/FY21
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dac (RMB m) 20184 20198 2020F 2021F 2022F Year end 31 Dec (RMB m) 20184 20194 2020F 2021F 2029F
Online markeing services 61912 78,093 73,562 86,110 92815 Fixed assets, net 17,303 18,311 22,090 23677 25,060
Other services 20,365 29,320 33432 39.757 46915 Intangible assets, net 8,181 7,887 5,255 9,703 10,181
Total Revenue 102.277 107413 106,995 125,867 139.731 Invesiments, nat 80,454 69,410 71,452 73637 75,845
Costof revenus (51,744} (62,850} {54,671} {62,445} (68.692) Deferrad tax assats, net 2324 2193 2184 2570 2,853
Gross prafit 50,533 44563 52,323 63422 71,039 Other non-curent assets 32610 37,853 30,938 33484 35,480
SG&A {19,231} {19,910} {18.010) (22.057) (24,786} Total Non-current Assels 142,472 135,754 135,960 143,070 149,410
R&D {15,772) {18.346) (18.974) (21,994} (22710}
Operating profit 15,530 6,307 15,338 19,371 23543 Short-lerm investments 111,626 112,324 112,484 119,092 125,599
Account Recaivable 6,015 7416 6527 6523 7,685
Interest incoma, nat 2.568 3100 2830 4817 5.130 Prepaid expenses 6841 9,189 8,153 10,768 11,554
FX loss, nat (122} (33} {351} 212 (188} Cash & Cash Equivalents 27638 33,443 61,923 79,085 99,782
Other income, net 11795 [B.64T} 7.048 (3,894 (4,593} Others 2,874 2580 2918 3477 3,776
Loss from investment {79} (1.254} 12,323} {947} (1,151} Total Current Assats 155,094 165,562 133,005 219345 248,795
Profit Before Tax 27.325 (340) 22388 15477 18,950 Total Assets 297,566 301,316 328,965 362,415 398,205
Incame Tax (4.743) [1.948) (4,030) (2:631) (3,222}
Profit After Tax 22,582 {2,288) 18,358 12,848 15,729 Accrued expenses & other fiabilities 35,381 32,701 28413 33,014 6,078
Nen-controlling Interast 4591 4,345 2,828 2635 2372 Customers’ advances & deposits 8221 11,062 10,165 11,857 13,274
Shareholders' Profit/ Loss 27513 2057 21,286 15481 18,101 Short-tarm loans payabie 3,130 3355 3,342 3,831 4,364
Basic EPADS 78,636 5,680 62543 45.581 53372 Notes payable, current propartion 6871 5219 4540 5,185 5704
Mon-GAAP Shareholder's Profit 23324 18,182 20,389 23,193 25,654 Others 2,250 5043 4824 4810 4,869
Nor-GAAP EPADS 66.834 52.195 59.907 68.285 75.643 Total Current Liabilities 56,853 57,380 51,284 58,898 64,230
Notes payable 42,735 38,090 40,033 45725 50,300
Cash Flow Statement Long-erm loans 7456 7,804 9,209 10,886 12,822
Yaar end 31 Dec (RMB m) 20184 20194 2020F 2021F 2029F Deferred tax liability, non-current 4,089 3,273 33 3472 3,576
Profit After Tax 2582 (2.268) 18,358 12846 15729 Canveriible notes, na-current 4712 12,207 13,527 14,879 16,367
Amounts due to related parties 4,360 3,846 4,103 3975 4,039
D&A 16,187 19,161 18.948 20823 22471 Operating lease liabiifies 0 4,486 4,935 5428 5971
Defarred income tax, net (761) (696} g (385) 283) Others 2315 2434 5244 2,890 2,504
Share-based cormpensation 4676 5626 5307 5350 5233 Total Non-current Liabilities 65,677 72,230 280,421 87,235 95,579
Gain on investments (7,648) (2,305} 1,933 (2,058) (2,284)
Changes of working capital 3,281 6.687) (4,701) 6,588 4333 Total Lizbllities 122,530 129610 131,705 146,133 159,809
Others (2.350) 15647 12,638 14493 14812 Total Shareholders’ Equity 162,897 163,599 189,328 209,142 231,970
Cash from Operating Activities 35,967 28,458 53491 58467 60,010 Minority Interest 12,139 8,107 7,933 7,139 6,426
Investing activities Total Equity 175,036 171,706 187,260 216,281 238,396
CAPEX (8.772) (B.428) (9.737) (11,454) {10,270)
Changes of short-term investments (22,388) (634} 967 (13,218) (13,014)
Changes of lang-term investments 7,320) 1195 (3748) 2,145) (3.314) Financial Ratios
Acquisition of intangible assets (13501)  (12693)  (15172) (21416  (19.022) 018A 20194 2000F  2021F 2022¢
Others 18,021 (1414) {1,082) (1.279) (1,070) Gross margin (1) 404 415 489 504 50.8
Cash from Investing Activities (34460)  (1D974)  (2B772)  (49511) (46,690 Operating margin (%) 152 59 143 154 168
Financing activities Net margin (%) 270 1.8 10.8 123 130
Changes of loans 3,802 350 1,305 2,118 2,294 ROE (%) 188 13 121 78 82
Change of finanial products {21,279) 0 0 0 0 ROA (%} 68 42 66 7 72
Change of debts 16,239 988 1943 5592 4574 Net gearing (%) 1“7 1.8 22 -61 10
Proceeds of exercise of share options 676 18 19 2 7 Debtiequity ratio (%) 327 328 304 315 37
Issurance of a subsidiary’s Shares 15,689 401 389 470 622
Others (45) (5.630) 0 0 0
Cash from Financing Activities 15,082 (3,673} 3,756 8299 7411
Net Changes in Cash 16,589 481 28475 17,255 20,731
Cash at Beg of Year 11336 29,827 34,439 62915 80,171
FX change 1802 1 1 0 0
Cash and restricted cash end of the year 29,827 34439 62915 80,171 100902
Restricted cash 2189 996 992 1,085 1,121
Cash at End of Year 27,638 33443 61,923 79,085 99,782
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 S Relative Performance>15%;

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

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

or the fundamental outlook of the company or sector is neutral.
Reduce T AF Relative Performance is -5% to -15%,

or the fundamental outlook of the company or sector is unfavorable.
Sell I 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 ORI Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral elid Relative Performance is -5% to 5%,

or the fundamental outlook of the sector is neutral.

Underperform k] Relative Performance<-5%;
Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(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 GUOTAI JUNAN | (01788 HK),JINSHANG BANK (02558 HK),HAITIAN ANTENNA (08227 HK),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
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

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 research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
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.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2021 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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