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SenseTime (20 HK)

Restructuring to focus on Gen Al business and

accelerate breakeven progress

SenseTime announced (4 Dec) the completion of a strategic organizational
restructuring, after which the company has established a new “1+X” structure:
1) “1” stands for the core business, which will focus on Al cloud services,
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BUY (Maintain)

Target Price HK$2.00
(Previous TP HK$1.36)
Up/Downside 17.0%

integration of large models & Al applications, development of general computer Current Price HK$1.71

vision .(CV) models; 2) “X” stands _for other ecological businesses with?n the China Software & IT Services

group including smart auto, domestic robot, smart healthcare, smart retalil, etc.

Each ecological business will 1) designate an independent CEO; 2) have a Saiyi HE, CFA

flexible incentive mechanism and financing channels; 3) use SenseTime’s Al (852) 3916 1739

infrastructure & large models (and pay SenseTime on an arm's length hesaiyi@cmbi.com.hk

transaction basis) to develop Al applications in their respective fields. We expect Wentao LU, CFA

the restructuring will help SenseTime focus on its generative Al business, luwentao@cmbi.com.hk

accelerate its progress to achieve breakeven and unleash the value of its

ecological businesses. We revise up our earnings forecast and now expect Ye TAO, CFA_

SenseTime to achieve breakeven in FY26E (previous: adjusted net loss of franktao@cmbi.com.hk

RMBL1.7bn). We raise our TP to HK$2.00 based on 9.0x FY25E EV/Sales Stock Data

(previous: HK$1.36 on 6.5x FY25E EV/Sales). Maintain BUY. Mkt Cap (HK$ mn) 55,474.6

B Focus on core Al Cloud and Gen Al businesses. Upon restructuring, g‘;&vi{gth’}ﬁ;’v‘j((ﬂ,f;m") 21%’338.552
SenseTime will focus on the core Al Cloud and Gen Al businesses, the Total Issued Shares (mn) 32441.3

revenue of which grew by 256% YoY and accounted for 60% of the total Source: FactSet

revenue in 1H24. We also expect meaningful expense cuts, as the total Shareholding Structure

headcount of core business is below 2,000 and represents less than 50% of Amind 20.6%
the Group headcount before restructuring (4,672 as of 1H24). The
ecological businesses, including smart auto/domestic robot/smart
healthcare/smart retail etc, will focus on the Al applications opportunities in Share Performance

their respective fields. The ecological businesses together have c.2,000 Absolute Relative
employees. Depending on the financing and divesture progress, some 1-mth 5.6% 9.1%
ecological businesses will be deconsolidated from SenseTime financial 3-mth 51.3% 32.9%
statements, but these ecological businesses will continue to use SenseTime gonJ::e ——" 15.5% 7.5%
Al infrastructure, pay SenseTime on an arm's length basis and drive '

SenseTime’s Gen Al revenue growth.

M Upbeat on Gen Al business growth. We forecast Gen Al business 248
revenue to grow at a CAGR of 68% over FY24-26E, mainly driven by 1.80
SenseTime’s growing compute power and robust demand for Al compute. 140
SenseTime is the third largest Gen Al laaS service providers in China in 1.00
2H23, with a market share of 15%, per IDC. The company has total 0.60
operating computing power of over 20,000 PetaFLOPS in Aug 2024 (+233% Dec23  Mar2e  Jun24  Sep2s  Dec2e
YoY), and management expects it to surpass 25,000 PetaFLOPS by end- Source: FactSet
FY24. Supported by its strong Al infrastructure, we are upbeat that
SenseTime will continue to benefit from the development of Gen Al.

B Expect breakeven by FY26E. Due to the restructuring, we are now more
positive on SenseTime’s breakeven trajectory. We forecast its adjusted net
margin to improve from -79.6% in FY24E to +1.1% in FY26E, fuelled by the
robust Gen Al business growth and significant decline in opex. With a more
sustainable business model, we see SenseTime as better positioned to
capture opportunities in the new Al era.

Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E

Revenue (RMB mn) 3,809 3,406 4,541 5,955 7,498

Adjusted net profit (RMB mn) (4,688.0) (5,359.7)  (3,615.9)  (1,636.2) 84.1

EPS (Adjusted) (RMB cents) (14.68) (16.63) (10.80) (4.89) 0.25

Consensus EPS (RMB cents) (18.93) (19.24) (11.10) (7.36) (4.50)

Source: Company data, Bloomberg, CMBIGM estimates

SenseTalent Management 10.5%
Source: HKEXx

12-mth Price Performance

20 HK
HSI (Rebased)

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk
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Figure 1: SenseTime: “1+X” organizational restructuring
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Figure 2: SenseTime: implications of organizational restructuring
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Figure 3: SenseTime: forecast revision
\ 2024E 2026E

RMB mn ‘ NE Old %Diff INE Old %Diff ‘ New Old %Diff
Sales 4,541 4,363 4% 5,955 5,480 9% 7,498 6,599 14%
Gross profit 1,942 1,859 4% 2,422 2,208 10% 2,921 2,535 15%
Operating profit -3,946 -3,843 NA -1,886 -2,805 NA -114 -1,997 NA
Adj. net profit -3,652 -3,542 NA -1,655 -2,522 NA 78 -1,740 NA
EPS -0.13 -0.12 NA -0.07 -0.09 NA -0.02 -0.08 NA
Margins

GM 42.8% 42.6% 16 bps 40.7% 40.3% 37 bps 39.0% 38.4% 53 bps
OPM -86.9% -88.1% 118 bps -31.7% -51.2% 1951 bps -1.5% -30.3% 2875 bps
Adj. net margin -80.4% -81.2% 75 bps -27.8% -46.0% 1822 bps 1.0% -26.4% 2742 bps

Source: CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 4. SenseTime: CMBIGM estimates vs consensus
\ 2024E 2025E \ 2026E

RMB mn CMBI Street Diff CMBI Street Diff CMBI Street Diff
Sales 4,541 4,444 2% 5,955 5,740 4% 7,498 7,369 2%
Gross profit 1,942 2,003 -3% 2,422 2,599 -7% 2,921 3,409 -14%
Operating profit -3,946 -3,704 NA -1,886 -2,381 NA -114 -1,323 NA
Adj. net profit -3,652 -3,572 NA -1,655 -2,214 NA 78 -1,352 NA
EPS -0.13 -0.11 NA -0.07 -0.07 NA -0.02 -0.05 NA
Margins

GPM 42.8% 45.1% -230 bps 40.7% 45.3% -460 bps 39.0% 46.3% -730 bps
OPM -86.9% -83.4% -355 bps -31.7% -41.5% 981 bps -1.5% -18.0% 1643 bps
Adj. net margin -80.4% -80.4% -5 bps -27.8% -38.6% 1077 bps 1.0% -18.3% 1939 bps

Source: Bloomberg, CMBIGM estimates

Valuation

We value SenseTime at HK$2.00 per share based on 9.0x FY25E EV/sales. Our target
EV/sales is at a premium to the sector average (7.8x), primarily due to SenseTime’s
leadership in China’s Gen Al cloud services market and strong Al infrastructure.

Figure 5. Global Al companies: valuation comparison

Companies Ticker P/S (X) EV/Sales (x) Rev CAGR
2025E 2026E 2024E 2025E 2026E 24-26E
China
Arcsoft 688088 CH 36.7 18.5 14.1 11.2 15.9 121 9.6 26%
Hikvision 002415 CH 29.7 29 2.6 2.3 2.6 2.3 2.1 11%
Average 10.7 8.4 6.8 9.3 7.2 59
Overseas
UiPath PATH US 15.3 6.4 5.8 5.2 5.0 4.5 4.0 15%
C3.ai Al US 37.6 154 12.4 10.3 13.2 10.6 8.8 20%
Ambarella AMBA US 71.1 12.6 10.3 8.9 11.7 9.5 8.2 -1%
Average 115 9.5 8.1 10.0 8.2 7.0
Global Avg. 11.2 9.0 7.6 9.7 7.8 6.5

Source: Bloomberg, CMBIGM
Note: Data as of 5 Dec 2024

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Revenue 4,700 3,809 3,406 4,541 5,955 7,498
Cost of goods sold (1,423) (1,266) (1,905) (2,599) (3,533) (4,577)
Gross profit 3,278 2,542 1,501 1,942 2,422 2,921
Operating expenses (6,594) (6,483) (5,795) (5,888) (4,308) (3,035)
Selling expense (682) (901) (819) (730) (664) (582)
Admin expense (2,298) (1,568) (1,511) (1,465) (1,050) (674)
R&D expense (3,614) (4,014) (3,466) (3,694) (2,594) ,779)
Operating profit (3,316) (3,941) (4,295) (3,946) (1,886) (114)
Interest income 188 261 342 277 297 314
Interest expense (34) (55) (147) (169) (236) (294)
Other income/expense (13,979) (2,597) (2,405) (464) (464) (588)
Pre-tax profit (17,142) (6,333) (6,504) (4,303) (2,290) (682)
Income tax (36) 240 9 0 0 0
After tax profit (17,177) (6,093) (6,495) (4,303) (2,290) (682)
Minority interest (37) (48) (55) (36) 29) (6)
Net profit (17,140) (6,045) (6,440) (4,267) (2,270) (677)
Adjusted net profit (1,381) (4,688) (5,360) (3,616) (1,636) 84
BALANCE SHEET 2021A 2022A AOPACTN 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Current assets 28,084 21,524 16,940 17,587 19,301 21,188
Cash & equivalents 16,530 7,963 9,423 10,778 12,107 13,589
Account receivables 5,776 6,072 5,159 3,783 3,697 3,553
Inventories 496 617 506 1,175 1,646 2,195
Financial assets at FVTPL 273 632 522 522 522 522
Other current assets 4,991 6,213 1,310 1,310 1,310 1,310
Contract assets 19 27 20 20 20 20
Non-current assets 8,860 15,903 15,948 15,892 15,752 15,402
PP&E 2,909 6,999 7,379 7,331 7,196 6,852
Right-of-use assets 432 315 350 350 350 350
Intangibles 225 333 326 318 313 307
Other non-current assets 5,294 8,256 7,894 7,894 7,894 7,894
Total assets 36,944 37,427 32,888 33,479 35,053 36,591
Current liabilities 2,795 3,323 3,287 6,203 8,335 10,847
Short-term borrowings 0 321 194 361 573 536
Account payables 2,290 2,473 2,262 4,923 6,732 9,161
Other current liabilities 177 460 613 779 992 954
Contract liabilities 172 208 266 355 465 586
Non-current liabilities 2,162 5,090 6,445 6,749 8,480 8,188
Long-term borrowings 340 2,907 4,279 6,249 7,971 7,667
Bond payables 45 12 5 5 5 5
Other non-current liabilities 1,778 2,171 2,161 494 504 516
Total liabilities 4,957 8,413 9,733 12,951 16,815 19,035
Share capital 0 0 0 0 0 0
Retained earnings (40,149) (46,194) (52,634) (56,901) (59,171) (59,848)
Other reserves 72,042 75,164 75,794 77,469 77,469 77,469
Total shareholders equity 31,893 28,970 23,159 20,568 18,298 17,621
Minority interest 95 44 4) (41) (60) (65)
Total equity and liabilities 36,944 37,427 32,888 33,479 35,053 36,591

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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2026E

YE 31 Dec (RMB mn)

Operating

Profit before taxation (17,142)
Depreciation & amortization 658
Tax paid (38)
Change in working capital (2,026)
Others 16,062
Net cash from operations (2,485)
Investing

Capital expenditure (1,266)
Others (283)
Net cash from investing (1,548)
Financing

Dividend paid 0
Net borrowings 4,769
Proceeds from share issues 4,643
Others (34)
Net cash from financing 9,378

Net change in cash

Cash at the beginning of the year 11,428
Exchange difference (243)
Cash at the end of the year 16,530
GROWTH 2021A
YE 31 Dec

Revenue 36.4%
Gross profit 34.8%
PROFITABILITY 2021A
YE 31 Dec

Gross profit margin 69.7%
Operating margin (70.6%)
Adj. net profit margin (29.4%)
Return on equity (ROE) (316.7%)
GEARING/LIQUIDITY/ACTIVITIES 2021A
YE 31 Dec

Net debt to equity (x) (0.5)
Current ratio (x) 10.0
Receivable turnover days 319.3
Inventory turnover days 155.4
Payable turnover days 128.9
VALUATION 2021A
YE 31 Dec

P/E ns
P/B 1.7
EV 29,239.4
EV/Sales 6.2

(6,333)
968
(11)

(102)
2,393
(3,084)

(5,167)
(4,131)
(9,298)

0
3,389
0
(60)
3,329

16,530
487
7,963

2022A

(19.0%)
(22.4%)

2022A

66.8%
(103.5%)
(123.1%)

(19.9%)

2022A

(0.2)
6.5
4936
160.5
189.9

2022A

ns

1.8
38,841.8
10.2

(6,504)
994
(22)
823

1,475

(3,234)

(1,518)
4,976
3,458

0
1,228
0
(145)
1,084

7,963
153
9,423

2023A

(10.6%)
(41.0%)

2023A

44.1%
(126.1%)
(157.4%)

(24.7%)

2023A

(.1)
5.2
3455
107.6
175.3

2023A

ns

2.3
43,756.6
12.8

(4,303)
1,144
0
3,465
(107)
199

(1,089)
277
(812)

0
2,137

0
(169)
1,967

9,423
0
10,778

2024E

33.3%
29.4%

2024E

42.8%
(86.9%)
(79.6%)
(19.5%)

2024E

0.2)
2.8
241.9
165.0
200.9

2024E

ns

2.6
44,538.9
9.8

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.

(2,290)
1,247
0
1,544
(61)
441

(1,108)
297
(810)

0
1,934
0
(236)
1,698

10,778
0
12,107

2025E

31.1%
24.7%

2025E

40.7%
(31.7%)
(27.5%)
(11.7%)

2025E

(0.2)
2.3
169.3
170.0
206.9

2025E

ns

2.9
45,143.6
7.6

(682)
1,344

2,157
(20)
2,798

(995)
314
(681)

0
(341)

0
(294)
(635)

12,107
0
13,589

2026E

25.9%
20.6%

2026E

39.0%
(1.5%)

1.1%
(3.8%)

2026E

0.3)
2.0
118.5
175.0
224.3

2026E

ns

3.0
50,692.7
6.8

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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