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Great Potential in Al Cloud and Autonomous Driving, "Buy"
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P ’g ° Baidu's non-GAAP shareholders' net profit in 3Q2021 decreased by o
e r 27.2% yoy to RMB5,090 million. Revenue from online marketing services Rating: Buy
" o increased by 4.2% yoy mainly due to the slowdown of growth in the
H % advertising industry, while that from other services increased by 35.4% yoy 2% . BN
“ g— primarily due to strong performance of Al cloud business. Under GAAP, Baidu
H o suffered net loss mainly due to RMB19.0 billion fair value loss from
© investment, 6-18m TP HH#(A: HK$233.00
o We expect 2022 online marketing services revenue to increase by 6.0%
yoy. Advertisement business is expected to be negatively affected by the Share price [z HK$145.900
declining education and training sector and Baidu’s apps and iQiYi may
continue to face competition from short-video platforms.
o Stock performance
T o [ We expect 2022 other services revenue to increase by 23.4% yoy. For Al Wl £
) cloud business, yoy growth of 73.0% boosted 3Q2021 total revenue. As the
7 E top Al cloud provider in China, Baidu’s Al cloud service is expected to keep 100 T % ofretum
wF % strong growth momentum in the next few years and to continue to improve its 00 |
5 o profitability. For its Apollo vehicle, testing mileage level 4 on public roads
& reached 16 million km, up 189.0% yoy, far leading the industry. (0.0 1
# 2 [ Our investment rating is "Buy" with target price of HK$233.00, (20.0) +
& zsy representing 26.5x, 24.2x and 19.6x 2021-2023 non-GAAP PER. In the
w short term, marketing services provide stable cash flow for R&D. In the (0.0 7
mid-to-long term, we are confident in the outbreak of Al cloud and 40.0) +
autonomous driving.
° R 2021 4655 3 B3k GAAP AR Hydd 27.2%F N R 50.90 258, 1E4 4 (SU'Ul\}nar-m Apr-21 May-21Jun-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21
RSN FILLYYE 4.2%, 2T T ST HHCORSE: ARG WA IF S 35.4%, & HSl Index Baidu-SW
T Al LS HSREIRIL. GAAP W T H EEF T 190 1478 M5 A Se M EHR %
MW 52155451
H 5 ° BAITIT 2022 SEAEREH M BN F LI 6.0%. ) W55 FlH# 2 BB AT R IE 1 Change in Share Price 1M 3M 1y
Bt g UM, R APP 1% 75 2 gk 82 ok H AL LT & (K58 5 ji:bfuzm 1A 3/ A 14
™ En_- o BRAIFH 2022 FEFLAARSWNKF LI 23.4%. X Al ZVLS T, 73.0%H0 [ Ho K 4R Yiti 53 % (7.8) 0.2) na.
5 € FHT 2021 4F55 3 FREMBB. (ENHETRE Al ZH0, FREM A ZUETHE o s 123 a8 na
NI % TEARRHE R FF RN I K B T AN Wi 5 BRI B /0 - %) Apollo V2T =, FFSGE EE Level /i/lg Share price(HKS)
= i . - s p gt g At G 160.0 158.3 na.
4 MARFCIL 1,600 JTAMR, FIL LTt 189.0%, JEEFEAL. Source: Bloomberg, Guotai Junan International.
o RITMBEIEAN“EAN", Hiz#hA 233.00 #7m, HHUTF 265 . 24.2 {5/ 19.6 4
2021-2023 44 GAAP W% . RN =, EHRS IHR IR MR E I ER. PRI
&, BAT Al ZAE BB BB R AR R O
Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
GRE [/ON & REE B BRI D) WEx R LR S BRI JREHE BT
12/31 (RMB m) (RMB m) (RMB) (A %) (x) (RMB) (x) (RMB) (%) (%)
5 %\ 2019A 107.413 2.057 0.710 (92.8) 183.7 58.701 2.2 0.000 0.0 1.3
© 2020A 107,074 22,472 8.190 1,053.5 15.0 66.873 18 0.000 0.0 13.0
i § 2021F 125,176 14,053 5.096 (37.8) 235 78.200 15 0.000 0.0 7.1
-2 2022F 140,201 14,219 5.118 0.4 23.4 83.196 1.4 0.000 0.0 6.4
; 2023F 159,035 19,942 7.179 40.3 16.7 88.842 1.3 0.000 0.0 8.3
n g Shares in issue (m) &A% (m) 2,780.0 Major shareholder K%< Robin Li 17.00%
= o Market cap. (HK$ m) TifE (HK$ m) 405,602.0 Free float (%) [ HtELE (%) 82.9
@ 3 month average vol. 3 /™ H 34 A i (‘000) 3,732.8 FY21 Net gearing (%) FY21 {§ {5/ R %5 4 (%) 22.8%
52 Weeks high/low (HK$) 52 & =/ (HKS$) 256.600 / 133.000 FY21 Est. NAV (HK$) FY21 B GEIT) 272.9
Source: the Company, Guotai Junan International.
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Industry Update

China’s online advertising market is expected to slow down in the coming quarters after a fast recovery. According to

QuestMobile, China’s online advertising market scale in 4Q2021 is expected to grow by 12.7% yoy to RMB199.6 billion. The §
industry recovered after the COVID-19 pandemic and grew further in 1H2021. However, On the other hand, due to the %
weakened macroeconomy and headwinds in some sectors such as education and games, the performance of online advertising £
[}
varies among different platforms and different industries. We believe that advertising business on other platforms will continue 3
z
to face pressure from short videos. 0
We expect the domestic cloud computing market to keep its fast growth and to become a more important income
source for internet companies. According to the Ministry of Industry and Information Technology (MIIT), China’s cloud
computing and big data service revenue amounted to RMB632.7 billion in 1-10M2021, representing yoy growth of 21.6%.
Figure-1: China’s Online Advertising Market Scale Figure-2: China’s Cloud Computing and Big Data Service
Revenue
RMB bn China's Online Advertising Market Scale  emgmmYoY RMB bn Cloud Computing and Big Data Service Revenue
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Source: QuestMobile, Guotai Junan International. Source: MIIT, Guotai Junan International. g
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3Q2021 Results Review W
Table-1: Baidu's Financial Results 2
)]
RMB million (unless indicated otherwise) 3Q20 4Q20 1Q21 2Q21 3Q21 QoQ YoY 8'
Online marketing services 20,201 20,708 18,094 20,828 21,050 1.1% 4.2% z
Other services 8,031 9,555 10,040 10,522 10,871 3.3% 35.4%
Total Revenue 28,232 30,263 28,134 31,350 31,921 1.8% 13.1%
Gross Profit 15,417 15,741 13,132 15,453 15,795 2.2% 2.5%
Gross profit margin 54.6% 52.0% 46.7% 49.3% 49.5% 0.2 ppt (5.1) ppt
Selling, general and administrative expenses 4,700 5,094 5,245 5,707 7,320 28.3% 55.7%
Research and development expenses 4,561 5,670 5,098 6,283 6,167 (1.8%) 35.2%
Operating Profit 6,156 4,977 2,789 3,463 2,308 (33.4%) (62.5%)
Operating profit margin 21.8% 16.4% 9.9% 11.0% 7.2% (3.8) ppt (14.6) ppt .
o
Shareholders' net profit 13,678 5174 25,653 (583) (16,559) n.a. (221.1%) §
Net profit margin 48.4% 17.1% 91.2% (1.9%)  (51.9%) (50.0) ppt  (100.3) ppt g
Q
Non-GAAP shareholders' profit 6,988 6,868 4,297 5,359 5,090 (5.0%) (27.2%) £
O
Non-GAAP net profit margin 24.8% 22.7% 15.3% 17.1% 15.9% (1.1) ppt (8.8) ppt
Source: the Company, Guotai Junan International. l
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Baidu’s (the "Company") non-GAAP shareholders' profit in 3Q2021 amounted to RMB5,090 million, down 27.2% yoy and
5.0% qoq, but higher then market estimation. Total revenue grew by 13.1% yoy to RMB31,921 million, mainly thanks to the
strong performance of its Al cloud. Revenue from online marketing services and from other services amounted to RMB21,050
million and RMB10,871 million, respectively, representing yoy growth of 4.2% and 35.4%. From another aspect, revenue from
Baidu Core was RMB24,661 million, up 15.4% yoy and accounted for 77.3% of total revenue, while that from iQiYi was RMB7,589
million, up by 5.6% yoy but down by 0.2% qoq. Gross profit margin (GPM) in 3Q2021 was 49.5%, increasing by 0.2 ppt goq,
mainly due to the profitability improvement of Baidu Core businesses, but that of iQiYi was 7.4%, down 4.1 ppt yoy and 2.3 ppt qoq,
mainly due to higher content cost. SG&A surged by 55.7% yoy to RMB7,320 million, accounting for 22.9% of total revenue and
primarily due to the increase in channel spending, promotional marketing, personnel-related expenses and a contingent loss
pertaining to legal proceeding involving former advertising agency of RMB976 million. R&D accounted for 19.3% of total revenue,
0.7 ppt lower than previous quarter (20.0%, the highest level of recent years), and amounted to RMB6,167 million, mainly related
to personnel-related expenses. Due to increased expenditure, Baidu’s operating profit margin (OPM) was 7.2%, down 14.6 ppt yoy.
Operating income decreased by 62.5% yoy and 33.4% goq to RMB2,308 million. OPM for Baidu Core was 15.1%, but that for
iQiYi worsened at -18.0%. Due to RMB19.0 billion fair value loss from long-term investment, compared with the fair value gain of
RMB23.6 billion in 1Q2021 and the loss of RMB3.2 hillion in 2Q2021, Baidu suffered a net loss of RMB17,347 million and
shareholders’ net loss of RMB16,559 million. Excluding the loss from investments and other items, Baidu's non-GAAP
shareholder’s net margin (NPM) was 15.9%, down 8.8 ppt yoy and 1.1 ppt qog. Non-GAAP diluted EPS was RMB1.83. The
Company’s management’s guidance for total revenue in 4Q2021 is between RMB31.0 billion to RMB34.0 billion, representing yoy
growth of 2%-12%, and that for revenue of Baidu Core is to grow by 5%-16% yoy.

Figure-3: Baidu’s Quarterly Revenue Breakdown and Figure-4: Baidu Core and iQiYi Quarterly Revenue and
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Figure-5: Baidu’s GPM of Each Segment Figure-6: Baidu’s OPM of Each Segment
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Source: the Company, Guotai Junan International.

Source: the Company, Guotai Junan International.
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Online Marketing

Online marketing services continued to offer stable cash flow to Baidu’s new businesses, but we expect its growth to
slow down in the next few quarters after strong recovery of the whole industry and its revenue shares to decrease due to
faster growth in new businesses. For 3Q2021, online revenue services revenue from Baidu Core amounted to RMB19.5 billion,
up 6.0% yoy, and that from iQiYi amounted to RMB1,660 million, down 9.8% yoy. Monthly active users (MAU) of Baidu in
September reached 607 million, up 4.7% goq and with 79% of users logging in daily. 43% of Baidu Core’s online market services
revenue came from Managed Page in 3Q2021, up 3 ppt yoy and goq, mainly due to marketing-cloud enhancements, such as
expanded e-commerce features and tools. In addition, the softness of macroeconomy and recent policy and regulations may bring
some uncertainty to the Company. On the one hand, according to AppGrowing, a third-party data company, among the major
platforms, 7.97% of Baidu’s advertisements came from the education and training sector, only next to Tencent's 11.77%, from
May to July 2021. Regulations that ban K-9 for-profit entities push advertisers to abandon investing in marketing. As a result,
advertising revenue may be negatively affected from 2H2021. On the other hand, future regulations may force apps to provide a
convenient option for users to disable algorithm recommendations, which reduces the effect of advertisements, especially on short
videos and integrated news platforms. However, for search engines like Baidu.com, where users input information on their own, it
may be a potential opportunity to gain back more advertisement demand without violating regulations. We expect revenue from
online marketing services in 2021-2022 to be RMB82,098 million and RMB87,054 million, respectively, representing yoy
growth of 12.7% and 6.0%.

Al Cloud

Al cloud revenue in 3Q2021 surged by 73.0%, boosting growth of total revenue of the Company. The fast growth in Al cloud
benefited from demand for cloud services by customers from internet media, financial services, energy, manufacturing, and the
public sectors, as well as ACE smart transportation (ACE stands for Autonomous Driving, Connected Road and Efficient Mobility).
According to Canalys, a third-party data company, Baidu’s cloud infrastructure service spending in 2Q2021 accounted for 7.8% of
china’s market shares, next to Alibaba, Huawei and Tencent. However, as for the segment of Al cloud, according to IDC, Baidu
ranked first as the top provider in China in 2020, with 33.3% market share. Especially, in healthcare cloud, the Company has
expanded into over 400 hospitals in 29 provinces and over 1,500 primary care clinics in 11 provinces, leading to a revenue yoy
growth of 245% in 1H2021. ACE smart transportation has been adopted by 24 cities, tripling yoy, based on contract amount over
RMB10 million by 3Q2021. Combining cloud with Al, Baidu’s Al cloud has higher margin, and is able to process faster computing
than other general cloud services, according to the management. According to 2020 China Patent Technology Analysis Report on
Artificial Intelligence, Baidu ranked first in terms of both number of Al patent applications (9,364) and number of Al patent
authorizations (2,682), prior to its major competitors such as Tencent and Huawei. We believe that Baidu will continue to lead the
segment, with heavy investment in R&D. We expect revenue from other services in 2021-2022 to be RMB43,077 million and
RMB53,147 million, respectively, representing yoy growth of 25.8% and 23.4%.

Figure-7: China's Cloud Infrastructure Service Spend in Figure-8: China's Al Cloud Market Share in 2020
2Q2021
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Source: Canalys, Guotai Junan International. Source: IDC, Guotai Junan International.
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Apollo

According to the management, Apollo Go has become the largest robotaxi service provider in the world, which is
expected to bring significant changes to the taxi industry and other auto driving segments after 2025. The management
indicates that, from the aspect of cost, for the last five generations updated, cost saving was at around 60% each time. It is
expected that the cost per mile of Apollo will be lower than a human driver in 2025. From the aspect of safety, no serious injury has
happened since the beginning and the management expects that it will be 10 times safer than a human driver. From the aspect of
testing, Apollo has received 411 auto driving permits as at September 2021, up 106.5% since end of 2020 and up 47.8% since
June 2021. Level 4 testing mileage on public roads has reached 16 million km or 10 million miles, up 189.0% yoy. According to the
2020 Beijing Autonomous Vehicles Road Test Report, Baidu had tested more than 2 million km during 2018-2020 in Beijing,
accounting for 91.2% of total mileage. In addition, Baidu is the only company that owns a Level 4 testing permit in China, which
indicates that the Company has dominant advantage on autonomous driving. For Apollo Go, the robotaxi ride-hailing service has
expanded to five cities, and provided 115,000 trips to the public, doubling qog. According to the management, the Company plans
to expand its business to 65 cities by 2025 and 100 cities by 2030. For Jidu, it is making great progress as it plans to release its
first concept production car at the Beijing Auto Show early next year. Jidu will showcase Apollo's intelligent self-driving and
incoming features with the aim to deliver to mass production in 2023.

Table-2: Information about 2020 Beijing Autonomous Vehicles Road Test

Companies 2018-2020 Testing mileage 2018-2020 Testing vehicles
Kilometers Proportion Number Proportion

Baidu 2,019,230 91.2% 57 65.5%
Pony.ai 163,249 7.4% 7 8.0%
Toyota 15,022 0.7% 4 4.6%
Tencent 4,157 0.2% 1 1.1%
NIO 3,515 0.2% 2 2.3%
Others 8,263 0.4% 16 18.4%
Total 2,213,436 100.0% 87 100.0%

Source: 2020 Beijing Autonomous Vehicles Road Test Report, Guotai Junan International.
iQiYi

We expect iQiYi’s revenue in 2021-2022 to be RMB30,617 million and RMB32,386 million, respectively. In 3Q2021, revenue
from membership services amounted to RMB4,288 million, up 7.9% yoy and accounting for 56.5% of total revenue of iQiYi, while
that from online advertising services decreased by 9.8% yoy and accounted for 21.9% of iQiYi revenue mainly due to the
weakened industry. Shareholders’ net loss reached at RMB1,734 million, 23.7% more than 2Q2021. On the user front, net
subscribing members reached 103.0 million, down 1.2% yoy and 2.1% qgoq. However, average revenue per net subscribing
member (ARPSM) for member services increased by 9.2% yoy and 9.7% qoqg to RMB41.6. ARPSM for all businesses was up by
6.9% yoy, mainly thanks to the increase in member services and content distribution. According to the research report on the
development of China internet audio and video 2021 2021 9 [E £ 0T & 52 ) |, as the largest five platforms, iQiYi,
together with Tencent Video, Youku, MGTV and Bilibili accounted for 88.3% market share of China’s online video market. As for
online variety shows, the number surged by 49.3% from 2019 to 2020 due to the pandemic. However, the market share of iQiYi
was only 15.1%, next to Tencent Video, MGTV and Youku. While iQiYi has not yet realized breakeven in the internet video
industry with severe competition, we expect that this situation will continue to improve with better quality of contents and
increasing ARPSM. According to the management, the revenue guidance for 4Q2021 is between RMB7.08 billion and RMB7.53
billion, representing yoy growth of between -5% and 1%.
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Figure-9: iQiYi’'s Quarterly Revenue Breakdown Figure-10: iQiYi’s Quarterly Net Subscribing Members and
YoY Growth
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Profit Forecasts

In terms of net other income (loss), Baidu’s investment is a large uncertainty for its GAAP net profit. According to
Kuaishou's prospectus and Trip.com's annual report, Baidu owns 3.1% of Kuaishou's shares (after global offering) and 11.5% of
Trip.com's shares. However, we believe that the present valuation of Kuaishou is attractive with solid fundamentals, and we expect
Trip.com to recover gradually as global travel restrictions are relaxed further and COVID-19 is coming under better control. As a
result, we expect Baidu to gain positive net other gain in 4Q2021.

We expect Baidu’s total revenue in 2021-2023 to be RMB125,176 million, RMB140,201 million and RMB159,035 million,
respectively, representing yoy growth of 16.9%, 12.0% and 13.4%. Considering the slowing growth of online marketing
services expected in the next few quarters, which has been bringing stable cash flow to the Company, we expect revenue share
from other services to increase from 32.0% in 2020 to more than 40% by 2023. In addition, with improving economies of scale of
Al cloud and the commercialization of Apollo Go in more cities, GPM is expected to increase gradually to above 50% by 2023.
Supported by stable cash flow from marketing services, Baidu will continue to invest in R&D to push the progress of Apollo and
other new businesses. We expect R&D expenses to account for around 19% of total revenue in 2021 and to increase by 20.6%
yoy. Recent tightening regulations on the internet sector brings potential negative outlook to the fundamentals, especially for
online games and e-commerce companies. However, as an Al company, Baidu is expected to be less affected. We expect Baidu’s
non-GAAP shareholders’ net profit in 2021-2023 to be RMB19,870 million, RMB21,905 million and RMB27,116 million,
respectively, representing yoy growth of -9.8%, 10.2% and 23.8%. In the short term, online marketing services will support stable
revenue. In the medium term, we are confident with the growth momentum of Al cloud as the no.1 provider in China. In the long
term, the outbreak of robotaxi Apollo is promising once it realizes lower cost per mile than human drivers.
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Table-3: Financial Estimations

RMB million

2019A 2020A 2021F 2022F 2023F
Online marketing services 78,093 72,840 82,098 87,054 91,507
Other services 29,320 34,234 43,077 53,147 67,528
Total Revenue 107,413 107,074 125,176 140,201 159,035
Gross Profit 44,563 51,916 60,978 69,096 81,658
Gross profit margin 41.5% 48.5% 48.7% 49.3% 51.3%
Operating Profit 6,307 14,340 13,407 16,409 21,518
Operating profit margin 5.9% 13.4% 10.7% 11.7% 13.5%
Shareholders' net profit 2,057 22,472 14,053 14,219 19,942
Net profit margin 1.9% 21.0% 11.2% 10.1% 12.5%
Non-GAAP shareholders' profit 18,182 22,020 19,870 21,905 27,116
Non-GAAP net profit margin 16.9% 20.6% 15.9% 15.6% 17.1%
Basic EPS (RMB) 0.710 8.190 5.096 5.118 7.179
Non-GAAP basic EPS (RMB) 6.524 8.060 7.206 7.885 9.761
Diluted EPS (RMB) 0.700 8.120 5.045 5.065 7.116

Source: the Company, Guotai Junan International.

Valuation

Our investment rating is "Buy" with target price of HK$233.00, which represents 26.5x, 24.2x and 19.6x 2021-2023
non-GAAP PER. We believe that recent underperformance of internet stocks cannot reflect the true fair value of the Company, as
the Company is less affected by tightening policy and supported by stable advertising business. We also believe that Baidu’'s
leading position of Al cloud and autonomous driving, which will result in significant changes to the industry and even the whole

society, brings large upside potential for its valuation. We keep a positive outlook on Baidu’s new businesses.

Figure-11: Baidu’s Non-GAAP Forward PE Graph

Figure-12: Baidu’s Historical PE Range
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Table-4: Peers Comparison

PER (x) PBR (x) PIS PEG Market Cap
Local currency

Company Ticker Currency Last price 21F 22F 23F 21F 22F 23F 21F 21F-23F (million)

Advertising & Social Network Companies -

Baidu 9888 HK HKD 145.900 18.3 16.1 13.0 1.6 1.7 1.6 2.7 1.0 406,254 g

Tencent 700 HK HKD 472.200 28.4 247 20.2 4.3 3.7 31 6.5 15 4,530,823 i

Weibo WB US usD 43.960 14.2 13.1 11.7 2.9 24 2.0 4.5 14 10,071 8

Alphabet GOOGL Us usD 2915.640 25.0 234 20.1 7.7 6.4 53 9.3 22 1,941,934 qE)

Meta Platforms FB US uUsD 337.250 22.3 217 18.8 6.5 53 4.3 8.0 25 938,148 é

Twitter TWTR US uUsD 47.140 90.0 54.0 34.3 4.9 4.9 4.5 7.4 15 37,694 n

Simple Average 33.0 255 19.7 4.7 4.1 35 6.4 1.7 o

Weighted Average 254 234 19.8 6.7 5.6 4.6 8.4 2.1

Culture & Entertainment Companies

China Literature 772 HK HKD 55.950 323 26.8 215 2.8 2.6 2.3 4.9 1.4 57,182

Bilibili 9626 HK HKD 549.500 n.a. n.a. na. 8.9 12.0 15.1 8.9 15 212,979

Cathay Media & Education 1981 HK HKD 3.590 11.8 9.3 7.7 1.6 14 13 4.4 0.5 5,959

CuriosityStream CURI US uUsbD 7.670 n.a. n.a. n.a. n.a. n.a. n.a. 6.1 0.1 432

Fubotv FUBO US uUsbD 20.490 n.a. n.a. n.a. n.a. n.a. n.a. 4.8 0.5 2,963

iQiYi IQUS uUsD 6.640 n.a. n.a. na. 5.7 8.2 10.8 11 0.2 5,241

Netflix NFLX US uUsD 654.060 58.2 49.8 39.5 19.7 14.7 11.3 9.8 2.7 289,717

Phoenix New Media FENG US usbD 1.090 n.a. 12.2 5.4 n.a. n.a. n.a. 0.5 n.a. 79

Roku ROKU US usb 226.060 141.6 128.2 68.0 11.0 9.3 7.6 109 3.2 30,374

Walt Disney DIS US uUsD 151.030 137.3 36.8 26.8 3.0 3.0 2.7 4.7 1.3 274,441

Simple Average 76.3 43.9 28.2 75 7.3 7.3 5.6 1.3

Weighted Average 98.1 475 34.9 11.3 9.1 7.4 75 2.0

Cloud Companies

Bairong 6608 HK HKD 10.320 n.a. 225 18.4 1.0 0.9 0.9 2.6 n.a. 5,164

Cloopen Group RAAS US usb 4.110 n.a. n.a. n.a. 55 8.1 216 4.1 0.1 676

Kingsoft Cloud KC Us uUsD 19.710 n.a. n.a. 323.1 3.8 4.3 4.0 3.2 n.a. 4,763

Ming Yuan Cloud 909 HK HKD 24.150 110.8 75.9 50.3 5.7 5.4 5.1 16.5 2.3 47,542

Salesforce* CRM US usb 291.420 65.8 62.6 51.2 51 5.0 4.4 10.8 4.9 285,300

Twilio TWLO US usb 275.130 n.a. n.a. 772.8 4.5 4.8 5.1 17.7 n.a. 49,064

Weimob 2013 HK HKD 10.060 n.a. n.a. 83.1 11.3 13.2 12.0 7.7 n.a. 25,994

Workday Inc* WDAY US uUsD 274.280 70.2 77.0 62.2 15.4 12.7 9.9 134 11.3 68,570 Q

Simple Average 82.3 59.5 194.5 6.5 6.8 7.9 9.5 4.6 i

Weighted Average 67.4 65.5 141.1 6.7 6.3 5.5 12.1 5.4 %
g

Overall Average 63.8 430 80.8 6.2 6.1 6.2 7.2 25 g

Overall Weighted Average 63.6 45.4 65.2 8.2 7.0 5.8 9.3 3.2 %)

Source: Bloomberg. g

Note: * represents figures of FY22/FY23/FY24 )
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Financial Statements and Ratios

Income Statement

Balance Sheet

Year end 31 Dec (RMB m) 2019A 2020A 2021F 2022F 2023F Year end 31 Dec (RMB m) 2019A 2020A 2021F 2022F 2023F —
Total revenue 107,413 107,074 125,176 140,201 159,035 Fixed assets 18,311 17,508 19,290 22,302 21,167 8
- Online marketing services 78,093 72,840 82,098 87,054 91,507 Licensed copyrights 6,287 6,435 7,847 8,192 8,748 %
- Other services 29,320 34,234 43,077 53,147 67,528 Produced content 4,355 6,556 9,200 10,335 11,174 IED
Cost of revenue (62,850) (65,158) (64,198) (71,105) (77,378) Intangible assets 1,600 2,022 1,645 2,137 2,056 q>(;
Gross profit 44,563 51,916 60,978 69,096 81,658 Goodwill 18,250 22,248 21,242 25,351 26,675 i
Selling, general and administrative (19,910) (18,063) (24,044) (26,694) (29,926) Long-term investments 69,410 76,233 74,810 80,373 80,709 o
Research and development (18,346) (19,513) (23,526) (25,993) (30,214) Operating lease ROU assets 7,332 9,804 10,588 10,800 11,016
Operating Income 6,307 14,340 13,407 16,409 21518 Other non-current assets 10,209 8,560 23,408 24,367 25,370
Interest income 6,060 5,358 5,584 6,377 7,366 Total non-current assets 135,754 149,366 168,030 183,856 186,915
Interest expense (2,960) (3,103) (3,478) (3,876) (4,333)
Foreign exchanges income (loss), net (33) (660) 84 (102) 10 Cash & cash equivalents 34,439 36,540 55,921 56,632 68,598
Share of gains from equity method (1,254) (2,248) (97) (230) 134 - Restricted cash 996 758 10,991 11,101 11,212
Others, net (8,460) 9,403 833 (1,256) (1,604) Short-term investments 112,924 126,402 144,730 151,967 159,565
Profit before tax (340) 23,090 16,335 17,322 23,090 Accounts receivable 7416 8,668 9,535 10,488 11,537
Income tax (1,948) (4,064) (3,741) (3,814) (4,635) Amounts due from related parties 1,594 726 958 1,006 1,057
Profit after tax (2,288) 19,026 12,594 13,508 18,454 Other current assets 9,189 11,006 1,171 11,395 11,622
Non-controlling interest 4,345 3,446 1,459 m 1,488 Total current assets 165,562 183,342 222,315 231,488 252,379
Shareholders' profit/ loss 2,067 22472 14,053 14,219 19,942
Basic EPS (RMB) 0.710 8.190 5.096 5118 7179 Total assets 301,316 332,708 390,345 415,344 439,294
Non-GAAP shareholders' profit 18,182 22,020 19,870 21,905 27,116
Non-GAAP EPS (RMB) 6.524 8.060 7.206 7.885 9.761 Loans 3,355 10,443 4814 4974 5,138
Accounts payable & accrued L 32,701 36,716 40,755 42,792 44932
Deposits and deferred revenue 11,062 12,626 13,636 14,182 14,607
Cash Flow Statement Senior notes and notes payable 5219 4,752 10,491 11,015 11,566
Year end 31 Dec (RMB m) 2019A 2020A 2021F 2022F 2023F Amounts due to related parties 2,231 1,324 1,854 1872 1,891
Net income (2,288) 19,026 12,504 13,508 18,454 Others 2812 2,524 2,888 2,967 3,049
D&A and Impairment 22,138 22,714 23,005 22,190 22,137 Total non-current liabilities 57,380 68,385 74,438 77,802 81,183 %\
Share-based compensation 5,626 6,728 6,185 4,483 3,558 %
Investment and interest income (2.305) (11,966) (2,940) (1,244) (1429) Deferred Inc & deferred Rev 1,026 783 327 343 361 &
Impairment of other assets 10,714 2,928 682 181 43 Amounts due to related parties 3,846 3,543 3,295 3,064 2,850 e
Others 1,260 2,977 49 191 (131) Loans 7,804 0 12,832 13473 14,147 %
Changes in working capital (6,687) (18,207) (22,064) (8,030) (12,159) Senior notes and notes payable 50,387 60,335 61,381 62,608 63,861 ?
Cash from operating activities 28,458 24,200 17,511 31,278 30,475 Deferred tax liabilties 3273 3,067 3404 3575 3,783 §
Operating lease liabilities 4,486 4,693 4,928 4,977 5,027 fm
Investing activties Others 299 59 105 148 169 %
CAPEX (19,121) B3 (11519 (14017) (9010) Total current liabilties 71,121 72,480 86,271 88,189 90,167 8'
Acquisition of businesses (969) (2,39) (2516) (2,642) @774) Total liabilties 128,501 140,865 160,709 165,991 171,351 o
Changes in investments 561 (20,244) (16,905) (12,800) (7,934)
Others (445) 419 (481) (484) 482) Total shareholders' equity 163599 182696 215638 231,120 246,804
Cash from investing activities o974y (@152  (31421) (29949 (20201) Minority interest 9,216 9,147 13,998 18,233 21,139
Total equity 172,815 191,843 229,635 249,353 267,943
Financing activities
Changes in borrowings m 12,390 14,517 2,572 2,660
Issuance of shares 401 4662 24314 5874 6462 Financial Ratios
Repurchase of ordinary shares (4958)  (13,054) (1647 (10627) (9,137) 20194 20208 2021F 202F 202F
Others (87) 1,667 2,370 1,009 1,690 Gross margin (%) 415 485 48.7 49.3 513
Cash from financing activities (3.873) 5,665 33,555 (1.172) 1,674 Operating margin (%) 59 134 107 "7 135
Net margin (%) 19 21.0 1.2 10.1 125
Cash at beg of year 29,827 34,439 36,540 55,921 56,632 Non-GAAP net margin (%) 169 206 159 156 171
Net changes in cash 4611 2313 19,645 165 11,048 ROA (%) (08) 60 35 34 43
FX change 1 (212) (264) 546 18 ROE (%) 13 130 71 64 83
Cash atend of year 34,439 36,540 55,921 56,632 68,598 ‘g
)
14
Source: the Company, Guotai Junan International. 2
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

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

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

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

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

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

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

or the fundamental outlook of the sector is neutral.
Underperform MR 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 UJU HOLDING (01948 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 making, or will make 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
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