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Baidu (BIDU US)

Ads recovery on track

A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

Target Price US$151.2
(Previous TP US$151.2)
Up/Downside +37.5%
Baidu delivered strong 1Q20 results, with topline/bottom line -7%/+219% YoY, Current Price US$109.8

3%/113% above consensus. 2Q20E guidance beat 2%. We are impressed by its
effective cost control, and turn more positive on Baidu ads recovery for its strong
traffic and well-executed managed page initiatives. We keep our financial
forecast unchanged. Maintain BUY with TP US$151.2.

1Q20 beat on margin surprise. 1Q20 revenue was RMB22.5bn, down 7%
YoY, 3% above consensus/ at high-end of guidance, mainly on better-than-
expected Baidu Core. Non-GAAP EPS surged 219% YoY, 113% above

China Internet Sector
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sophiehuang@cmbi.com.hk

consensus. Margin surprised on higher-than-expected gross margin (lower ;tf%k DaLtJZ$ YT
TAC) and lighter R&D. 2Q20E revenue guidance came at RMB25-27.3bn, -5% AV; 3?%15 to TJ;B - e
YoY to +4% YoY, with midpoint 2% above consensus. Excluding iQigi's 52w High/Low (US$) 147/82
guidance, Baidu Core was guided at -8% YoY to +2% YoY. We view 1Q20 as Total Issued Shares (mn) 274
a strong quarter, for its effective cost control and solid guidance in 2Q20E. ST R S

B Ads recovery on track. 1Q20 Baidu Core declined 13% YoY, better than our Shareholding Structure .
expectation. Baidu App DAU +28% YoY in 1Q20 (vs. +21% YoY in 4Q19), Sfﬁgfaﬁﬁkeroup o
with in-app search queries +45% YoY and feed time spent +51% YoY. Given Harding Loevner 3.1%
weak hospital ads demand, healthcare revenue contribution was below 10% Source: Bloomberg
YoY in 1Q20, and medical ads monetization was pending for full re-opening. T
Mgmt mentioned that eCPM would continue to improve after domestic market Absolute  Relative
stabilization, suggesting positive signal for ads sentiment. We turn more 1-mth -4.9% -8.7%
positive on its ads recovery, mainly on: 1) strong traffic and user engagement; g-mg: ii% -ig-ggf

initiati . qH ; ; -m -14./% -19.2%
2) Well—gxecuted managed_ page |n|t|at|ve§, and 3) resilient onllne advertlses Source: Bloomberg
(e.g. online games, education), coupled with recovery from offline advertisers.
R . . 12-mth Price Performance
B Disciplined cost control to continue. 1Q20 Baidu Core’'s non-GAAP - LBIDU US —— COMP (rebased)

operating margin came in at 22%, above our estimate of 16%. Looking ahead,
mgmt guided cost+opex up 10% or teens QoQ in 2Q20E. In the long run,
mgmt. expect potential margin expansion with higher productivity, effective
cost control and narrowing loss of Al initiatives.

Maintain BUY. We keep our financial forecast unchanged, with SOTP-based
TP of US$151.2 (16x FY21E P/E). The stock is trading at 18x/13x FY20/21E
P/E, valuation is attractive in our view. Backed by solid results and guidance,
we suggest to watch its ads recovery and upside from medical transition and
ecosystem monetization.
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Related Reports
1. Moving into long-term recovery - 2

Revenue (RMB mn) 102,277 107,413 113,569 129,597 142,039 Mar 2020

YoY growth (%) 27.7 5.0 5.7 14.1 9.6 2. 3Q19 strong beat on cost efficiency
Adj. net income (RMB mn) 23,323 21,375 15,586 21,760 27,189 — 8 Nov 2019 o

Adj. EPS (RMB) 66.3 61.8 45.0 62.9 785 S e fgf”::g%”oggc'p“”ed (!
YoY growth (%) 4.1 -6.9 -27.1 39.6 25.0 4. 1Q19 miss; A challenging year — 20
Consensus EPS NA NA 43.2 60.3 71.5 May 2019

P/E (x) 12.2 13.1 18.0 12.9 10.3

P/B (X) 1.6 1.6 1.5 1.4 1.3

Yield (%) 0.0 0.0 0.0 0.0 0.0

ROE (%) 16.9 1.3 8.5 10.2 11.2

Net gearing (%) Net Cash Net Cash Net Cash Net Cash Net Cash

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 1: 1Q20 financial review

Rmb mn YoY Consensus

Net revenue 20,907 25,972 28,203 27,195 24,123 26,326 28,080 28,884 22,545 -21.9% -6.5% 21,920 3%
Revenue 20,907 25,972 22,481 27,195 24,123 26,326 28,080 28,884 22,545 -21.9% -6.5% 21,920 3%
Operating profit 4,568 5,422 4,428 1,112 (936) 233 2355 4,655 (437)] -109.4% -53.3% (1,312) -67%
Net profit 6,694 6,402 12,396 2,081 (327) 2,412 (6,373) 6,345 41 -99.4%  -112.5% 284 -86%
Adj. net profit 4,585 7,433 6,751 4,703 967 3,635 4,387 9,193 3,082 -66.5% 218.7% 148 1977%
Adj. EPS (Rmb) 16.30 21.06 19.01 13.42 2.77 10.11 12.61 26.54 8.84 -66.7% 219.1% 4.16 113%

Margin (%)

Gross margin 52.6% 53.8% 49.6% 42.6% 38.5% 38.8% 41.7% 46.3% 34.9% 32.0%
Operating margin 21.8% 20.9% 19.7% 4.1% -3.9% 0.9% 8.4% 16.1% -1.9% -6.0%
Adj. net margin 16.4% 28.6% 30.0% 17.3% 4.0% 13.8% 15.6% 31.8% 13.7% 0.7%

Growth (%)

Revenue (YoY) 238%  244%  -43%  154%  15.4% 14%  24.9% 62%  -6.5% -9.1%
Revenue (QoQ) -112%  242%  -134%  21.0%  -113% 9.1% 6.7% 29%  -21.9% -24.1%
Operating profit 127.8%  288%  -58%  -76.7% -120.5%  -95.7%  -46.8%  318.6%  -53.3% 40.2%
Adj. net profit 91.4%  334%  -256%  -155%  -789%  -51.1%  -35.0%  955%  218.7% -84.7%

Source: Company data, Bloomberg

Figure 2: 1Q20 revenue breakdown
Rmb mn 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 1Q20 QoQ Yoy

Total revenue 20,907 25,972 28,203 27,195 24,123 26,326 28,080 28,884 22,545 -22% -71%
Online marketing senvices 17,169 21,065 22,481 21,197 17,657 19,327 20,434 20,765 14,243 -31% -19%
Other senvices 3,738 4,907 5,722 5,998 6,466 7,089 7,646 8,119 8,302 2% 28%

Source: Company data

Figure 3. CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
RMB mn, Dec-YE FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 113,569 129,597 142,039 110,505 126,967 141,615 2.8% 2.1% 0.3%
Gross Profit 47,416 56,853 65,321 44,528 55,662 65,632 6.5% 2.1% -0.5%
Operating Profit 10,733 16,937 23,419 6,902 14,957 21,742 55.5% 13.2% 7.7%
Net profit 15,586 21,760 27,189 14,791 21,650 25,898 5.4% 0.5% 5.0%
EPS (RMB) 45.03 62.86 78.55 43.15 60.26 71.46 4.4% 4.3% 9.9%
Gross Margin 41.8% 43.9% 46.0% 40.3% 43.8% 46.3% +1.5ppt +0.0ppts -0.4ppts
Operating Margin 9.5% 13.1% 16.5% 6.2% 11.8% 15.4% +3.2ppts +1.3ppts +1.1ppts
Net Margin 13.7% 16.8% 19.1% 13.4% 17.1% 18.3% +0.3ppts -0.3ppts +0.9ppts

Source: Company data, Bloomberg, CMBIS estimates

Figure 4. SOTP valuation

Valuation Methodology Multiple Applied/Implied Metrics Shareholding %
US$bn Per share(US$) FY20E FY21E| FY20E FY21E
Baidu Core 255 73.8 [EVIEBIT 9.0 8.5 2.8 30 100%
iQiyi 9.3 26.8 [Mkt cap 57%
Ctrip 21 6.2 |Mkt cap 12%
Net (Debt)/Cash 15.4 44.4 |Cash forecasted on Balance sheet
Equity Value 52 151.2

Source: CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn)
Net Revenue
Online marketing
Other services
COSG
Gross profit

FY18A FY19A FY20E FY2IE FY22E
102,277 107,413 113,569 129,597 142,039
81,913 78,093 81521 86412 92461
20,365 29,320 32,048 43,185 49,578
(51,744) (62,850) (66,153) (72,744) (76,718)
50,533 44,563 47,416 56,853 65,321

YE 31 Dec (RMB mn)
Net income

D&A

Change in WC
Others

Operating CF

FY18A

22,582
9,102
(5,007)
4,676
31,353

FY19A
(2,288)

FY20E
11,719

FY21E

17,548
19,879 15,090 19,258 23,751
(1,270) 2,035 2,427 1,290

5,626 0 0 0
21,948 28,844 39,233 48,480

FY22E
23,439

R&D (15,772) (18,346) (17,035) (18,144) (19,175) Capex (18,089) (18,993) (22,792) (27,350) (32,820)
S&GA (19,231) (19,910) (19,647) (21,772) (22,726) Associates 0 0 0 0 0
Operating profit 15,530 6,307 10,733 16,937 23,419 Others (19,336) 3,506 0 0 0
Investing CF (37,425) (15,488) (22,792) (27,350) (32,820)
Interest income 4,451 6,060 6,407 7,312 8,014
Interest exp. (1,883) (2,960) (2,849) (2,849) (2,849) Chg in capital 16,677  (353) 0 0 0
Exchange loss (122) (33) 0 0 0 Change of Debts 16,255 (4,072) 0 0 0
Loss from E.M.I (79) (1,254) 0 0 0 Others (10,306) 3,770 0 0 0
Other income 9,428 (8,460) 0 0 0 Financing CF 22,626  (655) 0 0 0
Pre-tax profit 27,325  (340) 14,291 21,400 28,584
Change in cash 16,554 5,805 6,052 11,883 15,660
Tax (4,743) (1,948) (2,572) (3,852) (5,145) Cash (beg of yr) 11,084 27,638 33,443 39,495 51,378
MmI 4991 4,345 3,516 2,808 1,641 FX 0 0 0 0 0
Net profit 27,573 2,057 15,235 20,356 25,080 Cash (end of yr) 27,638 33,443 39,495 51,378 67,038
Adjustment 742 19,318 352 1,404 2,110 Pledge cash 2,189 996 996 996 996
Non GAAP Net profit 23,323 21,375 15,586 21,760 27,189 Cash at balance sheet 29,827 34,439 40,491 52,374 68,034
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 142,472 135,754 143,456 151,548 160,617 Sales mix (%)
Fixed asset 17,903 18,311 21,393 25,220 29,912 Online marketing 80.1 72.7 71.8 66.7 65.1
Long term investment 80,454 69,410 69,410 69,410 69,410 Other services 19.9 27.3 28.2 33.3 34.9
Intangible assets 27,717 26,137 30,756 35,021 39,399 Total 100.0 100.0 100.0 100.0 100.0
Others 16,398 14,564 14,564 14,564 14,564
P&L ratios (%)
Current assets 155,094 165,562 171,298 184,184 200,622 Gross margin 49.4 41.5 41.8 43.9 46.0
Cash 29,827 34,439 40,491 52,374 68,034 Pre-tax margin 26.7 -0.3 12.6 16.5 20.1
Account receivable 6,015 7,416 7,100 8,102 8,880 Net margin 22.1 -2.1 10.3 13.5 16.5
Associates 785 1,594 1,594 1594 1,594 Tax rate 17.4 -573.5 18.0 18.0 18.0
Others 119,252 123,707 123,707 123,707 123,706

Current liabilities

Borrowings

Payables
Associates

Others

Non-current liabilities
Long term liabilities

Deferred taxation
Others

MI
S/H equity
Total Equity

56,853
3,130

42,719
1,727

9,277

57,380

3,355
43,763
2,231

8,031

59,099

3,355
45,482
2,231

8,031

62,528

3,355
48,911
2,231

8,031

64,596

3,355
50,979
2,231

8,030

65,677
50,191

4,099
11,387

72,230
45,894

3,273
23,063

72,230
45,894

3,273
23,063

72,230
45,894

3,273
23,063

72,230
45,894

3,273
23,063

12,139 8,107 4,591 1,784 143
162,897 163,599 178,834 199,190 224,269

175,036 171,706 183,425 200,973 224,412

Balance sheet ratios
Current ratio (x)

Debtors turnover
Creditors turnover
Inventory turnover

Net gearing (%)

Returns (%)
ROE
ROA

Per share
EPS (RMB)
DPS (RMB)
BVPS (RMB)

2.7 2.9 2.9 2.9 3.1

18.9 22.8 22.8 22.8 22.8
249.6 189.9 189.9 189.9 189.9
0.0 0.0 0.0 0.0 0.0
Net Net Net Net Net
cash cash cash cash cash
17.4 13.1 8.7 10.9 12.1

7.8 5.7 3.8 5.6 7.1

66 62 45 63 79
0 0 0 0 0
4,977 4961 5299 5806 6,483

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Disclosures & Disclaimers
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The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
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in this report.
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covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
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with the recommendations or views in this report.
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