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Unleashed Profitability; Results Well Above Expectations
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O ®  Overall retail decelerated; business consolidation and strength in

fulfillment continued to fuel growth of logistics business. Suffering from )
6.18m TP Hizfh: HK$258.00

softened shopping demand, logistics challenges, and increasing rate of
returned goods, this led to weak performance of retail business. On the other
side, we think that the strorTg .performance of Ioglstlcs.a.nd services business Share price B : HK$197.600
also demonstrated the logistics strength of JD Logistics. In terms of the
supermarket business, we are concerned about its revenue deceleration, and

iE é_ we believe that the negative impacts of price hikes will continue in the long run. Stock performance
% & ° Efficiency enhancement unleashed profitability, beating expectations; we A I
W 2—:, think that there is still room for improvement. Most e-commerce players are 100 o retum
B focused on i) high-quality growth, ii) increasing efficiency, and iii) lower costs, 00 L ) ) ) )
7 & resulting in upgraded profitability in 3Q2022. Similarly, by adopting industry
# o practices, JD’s 3Q2022 results and profitability surprised the market, of which (10.0) +
2 JD’s quarterly non GAAP profit was the highest in its history. On the back of (20.0) +
& L% increasing scale effect and continuous efficiency improvement, we expect that (00 L
JD’s profitability will continue to upgrade and be sustainable.
° Risk factors: Intensified industry competition may drag profit margins; o
decelerated economic growth may negatively impact consumption. (50.0) 1
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Source: Bloomberg, Guotai Junan International.
O RKRIN: ATWIES MBI RN R, 25 HE R R e
Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
G [ION i AR 15 ikl WRIEFIAES) WEX  GRIEY TR 5313195 AR R
12/31 (RMB m) (RMB m) (RMB) (A%) ) (RMB) ) (RMB) (%) (%)
2020A 745.802 49,405 15.884 290.9 12.6 71.254 4.8 0.000 0.0 26.3
2021A 951,592 (3,560) (1.144) (107.0) n.a. 79.332 35 0.000 0.0 (1.7)
w9 2022F 1,063,517 10,294 3.296 n.a. 60.6 75.493 2.7 4.204 1.9 5.1
% I 2023F 1,216,219 12,885 4.125 25.2 48.4 79.202 25 0.000 0.0 6.0
%\ g 2024F 1,349,818 19,253 6.164 49.4 32.4 84.152 2.4 0.000 0.0 8.3
?O_’/ Shares in issue (m) HHE% (m) 3,132.1 Major shareholder K% %< Richard Liu 12.4%
l = Market cap. (HK$ m) 1ifl (HK$ m) 618,903.0 Free float (%) H il LLE (%) 87.6%
w 9 3 month average vol. 3 4~ HF ) A £ (‘000) 9,818.9 FY22 Net gearing (%) FY22 i i ffi/l 4% 4 (%) Net Cash
= Q 52 Weeks high/low (HK$) 52 & & /& (HK$) 349.470/ 138.900 FY22 Non GAAP PE FY22 3F GAAP Tl 7 222

Source: the Company, Guotai Junan International.
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Enhanced efficiency lifted profitability, exceeding expectations. We expect that the valuation of JD-SW ("JD", or the
"Company") will recover on the back of improvement in i) liquidity, ii) policy, and iii) fundamentals. We forecast the Company’s
non-GAAP net profit forecasts for 2022 to 2024 to be RMB24.5 bn/ RMB29.2 bn/ RMB36.7 bn, respectively, whereas adjusted
EBITDA for the forecasted period is RMB25.0 bn/ RMB29.2 bn/ RMB40.7 bn, respectively. We set TP at HK$258.00;
"Accumulate”. Our TP represents 25.0x 2023F PE, which is equivalent to expected market capitalization of RMB730.0 bn or
HK$805.9 bn.

3Q2022 results summary: The Company’s revenue reached RMB243.535 mn, up 11.4% yoy. The Company’s GAAP net profit
was RMB5,963 mn, and non GAAP net profit surged 98.9% yoy to RMB10,040 mn. JD’s adjusted EBITDA was RMB11,463 mn,
up 95.5% yoy.

Overall retail decelerated; business consolidation and strength in fulfilment continued to fuel growth of logistics
business. Impacted by local Covid resurgences, 17% of JD’s orders suffered from fulfillment disruption, therefore we view that
JD’s revenue deceleration is reasonable amid the local logistics challenges, meeting expectations. Performance of the
Company’s business lines was mixed during 3Q2022. Suffering from softened shopping demand, logistics challenges, and
increasing rate of returned goods, this led to weak performance of retail business. On the other side, adding the positive impact
of business consolidation, revenue from logistics and services business grew by 42% in the same period. We think that strong
performance of logistics and services business also demonstrated logistics strength of JD Logistics. In terms of the supermarket
business, we are concerned about revenue deceleration, particularly that 3Q2022 growth rate was lower than that in 2Q2022;
the lowest growth rate since 4Q2021. We think that the underperforming supermarket business was due to the adjustments in
JD’s KPIs. The Company has increased profitability in the short term and decided to hike prices in some categories within
supermarket business. As a result, the growth potential of supermarket business has weakened. In the medium-to-long run, we
tend to believe that the negative impacts of price hikes will continue against the backdrop of consumers becoming more price
sensitive. Even though JD’s logistics have a good reputation, good service quality, and competitive pricing of their service
offering, it seems that the negative impacts can’t be helped nor completely offset.

Efficiency enhancement unleashed profitability, beating expectations; we expect that there is still room for
improvement. The Company’s adjusted net profit margin delivered qoq improvement of 1.7 ppts, far above market consensus
(+0.6 ppts qoq). Also, the Company’s fulfillment expense ratio declined by 0.6 ppts yoy; we believe that the Company’s
profitability can still be upgraded thanks to scale effect of JD Logistics. Looking at the e-commerce industry, most e-commerce
players are disciplined in their spending in sales and marketing (S&M), general and administrative (G&A), and research and
development (R&D). Cost optimization has become an industry practice. Most e-commerce players are focused on i)
high-quality growth, ii) increasing efficiency, and iii) lower costs, resulting in upgraded profitability. Under the new industry
practice, we have observed that JD has been experienced a contraction in S&M expenses and significant losses narrowed from
new business. By ramping up efforts on increasing efficiency and reducing operating costs, JD’s 3Q2022 results and profitability
surprised the market, of which JD’s quarterly non GAAP net profit and non GAAP net profit margin both are the highest in its
history. On the back of increasing scale effect and continuous efficiency improvement, we expect that JD’s profitability will
continue to upgrade and be sustainable.

Risk factors: Intensified industry competition may drag profit margins; decelerated economic growth may negatively impact
consumption.
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Table-1: JD Quarterly Core Indicator Matrix

Quarterly Results 3Q21 4Q21 1Q22 2Q22 3Q22 Consensus Beat/ Meet/ Miss

Total Revenue (RMB mn) 218,708 275,907 239,655 267,600 243,535 243,126 Beat
Yoy (%) 25.5% 23.0% 18.0% 5.4% 11.4% 11.2%

Net Profit (2,807) (5,165) (2,991) 4,376 5,963 4,673 Beat §

Net Margin (%) -137.1% -121.2% -182.7% 450.9% -312.5% -266.5% o

Non GAAP EBITDA (RMB mn) 5,863 4,162 6,066 7,175 11,463 8,722 Beat b
Yoy (%) -11.2% 56.2% 22.8% 91.5% 95.5% 48.8% %

Non GAAP EBITDA Margin (%) 2.7% 1.5% 2.5% 2.7% 4.7% 3.6% §

Non GAAP Net Income (RMB mn) 5,048 3,565 4,032 6,489 10,040 7,101 Beat 5
Yoy (%) -9.2% 49.4% 1.6% 40.3% 98.9% 40.7%

Non GAAP Net Margin (%) 2.3% 1.3% 1.7% 2.4% 4.1% 2.9%

Efficiency Indicators

Gross Margin 14.2% 13.5% 14.0% 13.4% 14.9%

Fulfillment Expense Ratio 6.5% 5.9% 6.5% 6.1% 5.9%

S&M Expense Ratio 3.6% 4.8% 3.6% 3.5% 3.1%

G&A Expense Ratio 1.4% 1.4% 1.0% 0.9% 1.1%

R&D Expense Ratio 1.8% 1.5% 1.8% 1.5% 1.7%

Operating Margin 1.2% -0.1% 1.0% 1.4% 3.6%

Non GAAP Operating Margin 2.1% 1.0% 1.9% 2.1% 4.1%

Segment Performance

JD Retail
Revenue (RMB mn) 198,080 249,869 217,524 241,557 211,923
Profit (RMB mn) 7,942 5,344 7,891 8,173 10,926
Margin (%) 4.0% 2.1% 3.6% 3.4% 5.2%

JD Logistics
Revenue (RMB mn) 25,749 30,472 27,351 31,272 35,771
Profit (RMB mn) (727) 730 -661 36 253
Margin (%) -2.8% 2.4% -2.4% 0.1% 0.7%

DADA é
Revenue (RMB mn) 688 2,281 2,380 g
Profit (RMB mn) -191 -424 -300 3
Margin (%) -27.8% -18.6% 12.6% >

0

New Business

Revenue (RMB mn) 5,732 8,213 5,756 6,265 4,997
Profit (RMB mn) (2,073) (3,224) (2,386) (2,032) 276 =
Margin (%) -36.2% -39.3% -41.5% -32.4% 5.5% %
fa)
g
Product Revenue (RMB mn) 186,008 234,675 204,416 226,020 204,647 201,297 Beat
Yoy (%) 22.9% 2.1% 16.6% 2.9% 10.0% 8.2%
Service Revenue (RMB mn) 32,700 41,232 35,239 41,580 46,508 40,322 Beat
Yoy (%) 43.3% 28.3% 26.3% 21.9% 42.2% 23.3%
Source: the Company, Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Year end 31 Dec (RMB mn) 2020A 2021A 2022F 2023F 2024F

Income Statement

Net revenues 745,802 951,592 1,063,517 1,216,219 1,349,818 N
Net product revenues 651,879 815,655 890,081 1,001,073 1,096,683 S
Net service revenues 93,923 135,937 173,436 215,145 253,135 g

Cost of revenues (636,694) (822,525) (912,635) (1,042,299) (1,154,094) ‘g

Profit from operations 12,343 4,141 19,273 19,460 29,696 g

Net Income 49,337 (4,467) 9,416 12,267 18,452 z

Non-Controlling Interests (68) (907) (878) (618) (801) &

Net Income to JD 49,405 (3,560) 10,294 12,885 19,253

Non GAAP Operating Profit 15,337 13,419 27,641 29,082 40,651

Non GAAP Net Income 16,828 18,047 27,784 29,716 37,196

Balance Sheet

Cash & Restricted Cash 90,635 76,692 50,014 68,135 86,615

Short Term Investments 60,577 114,564 118,001 123,901 130,096

Accounts Receivable 7,112 11,900 13,372 15,711 16,509

Inventories, net 58,933 75,601 71,329 74,085 61,955

Other 17,544 20,915 27,014 29,554 32,303

Current Asset 234,801 299,672 279,730 311,386 327,478

Fixed Asset 30,503 38,761 50,968 58,456 63,824

Equity Investments 58,501 63,222 66,384 68,375 70,426

Intangible Asset 28,492 32,598 58,889 75,256 88,423

Others 69,991 62,254 70,374 74,583 79,086

Non Current Asset 187,487 196,835 246,615 276,670 301,759

Total Asset 422,288 496,507 =526,345 588,057 629,237

Short Term Borrowings 3,260 4,368 16,444 16,477 27,364

Accounts Payable 106,818 140,484 138,031 174,115 163,996

Others 63,939 76,784 84,872 96,410 101,720

Current Liabilities 174,017 221,636 239,347 287,002 293,080

Long Term Borrowings 12,531 9,386 26,267 26,320 43,712 <

Others 14,121 18,701 24,928 27,348 29,597 g

Non Current Liabilities 26,652 28,087 51,195 53,668 73,309 o

Total Liabilities 200,669 249,723 290,542 340,670 366,390 S

Minority Interest 16,943 36,661 34,755 32,565 30,060 %

Total Shareholders' Equity & Redeemable 204,677 210,124 201,048 214,822 232,787 =

Total Equity & Redeemable non-controlling 221,619 246,784 235,803 247,387 262,847 ;

Statement of Cash Flow

Cash from Operating Activities 42,544 42,301 18,008 90,709 62,201 %

Cash from Investing Activities (57,811) (74,248) (38,592) (44,453) (42,807) 9)

Cash from Financing Activities 71,072 19,503 (4,408) (26,169) 1,644

Net Changes in Cash 50,723 (13,943) (26,678) 18,121 18,480

Operational Metric

Annual Active Customer (bn) 0.47 0.57 0.59 0.62 0.64

ARPU (RMB) 5427 5,578 6,023 6,643 7,209

Financial Ratios

ROE 26.3% (1.7%) 5.1% 6.0% 8.3%

ROA 1.7% (0.7%) 2.0% 2.2% 3.1%

Non GAAP Operatina marain 2.1% 1.4% 2.6% 24% 3.0%

Non GAAP Net marain 2.3% 1.8% 2.6% 2.4% 2.8%

Source: the Company, Guotai Junan International.

Note: the financial statements and estimations are based on the Company’s A-share Reports.
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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 1S Relative Performance is 5% to 15%;

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

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

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

Sell SEH 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 5T Relative Performance>5%;

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

or the fundamental outlook of the sector is neutral.
Underperform fik N 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 LUZHOU BANK (01983 HK),SF REIT (02191 HK),JINSHANG BANK (02558 HK),BANKOFZHENGZHOU (06196
HK),XPENG (09868 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 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.

© 2022 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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