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Pinduoduo (PDD US)
Upbeat 3Q20 with first quarterly profit

PDD delivered eye-catching 3Q20 results, with revenue +89% YoY (16% above
consensus) and adj. net profit at +tRMB466mn (vs. consensus at —RMB1,308mn).
We are surprised to see that PDD achieved first quarterly profit, earlier than market
expectation. We reiterate our confidence on its secular growth, driven by stronger
user engagement, ROI-driven marketing, agricultural products potential and new
initiatives (e.g. Duo Duo Mai Cai). We lifted its topline by 11%/10%/9% in
FY21/22/23E for better GMV outlook, with higher DCF-based TP of US$160.

Earnings Summary

3Q20 all-around beat, with first quarterly profit since IPO. 3Q20 revenue
surged 89% YoY, 16% above consensus. LTM GMV +73% YoY (quarter GMV
+76%) was significantly above buy-side expectation (55%-60%), mainly on
stronger ARPU growth. Non-GAAP net profit came in at +RMB466mn (vs.
consensus at —-RMB1,308mn), mainly due to higher GPM and lower S&M.
S&M/Rev ratio continued to decrease to -70% in 3Q20 (vs. -75% in 2Q20,
better than our estimate of -80%). Mgmt. reiterate its priority on topline growth
and investment on DDMC(#% % ¥ %), rather than targeting profit each quarter.

Stepping-up fruits from stronger user engagement. 3Q20 revenue grew
89% YoY, driven by ramp-up of active buyers (731mn, + 36% YoY) and higher
ARPU (RMB1,993, +7% Qo0Q). PDD prioritizes user engagement and
offerings categories expansion this year, and it began to see stepping-up fruits
from higher purchase frequency and ARPU. Looking ahead, we see high
visibility for PDD to continuously gain share with higher time spent, merchants
livestreaming (20% usage), enhanced supply structure and DDMC initiatives.

DDMC to bring further upside. After launch in Aug, DDMC gained tractions
with rising penetration and time spent. Looking ahead, PDD would
strategically invest in infrastructure and logistics to build its next-day fulfillment
capability, and then enhance cold chain logistics and algorithmic
recommendation. We are bullish on fresh food group-buying industry potential,
and we believe PDD is well positioned to capture the tailwinds by leveraging
its agricultural products advantage, sizable user coverage and natural
synergies with PDD portal.

Maintain BUY. We raised its revenue by 11%/10%/9% in FY21/22/23E, and
adjusted earnings to -RMB 4.7bn/ +RMB4.9bn/ +RMB14.0bn. Our new DCF-
based TP is revised from US$96 to US$160 (17x/13x FY21/22E P/S).

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 13,120 30,142 49,848 77,677 104,430
YoY growth (%) 652 130 65 56 34
Adj.net profit (RMB mn) (3,456) (4,439) (4,694) 4,865 13,999
Adj. EPS (RMB) (4.64) (3.84) (4.00) 4.06 11.46
YoY growth (%) NA NA NA NA 182
Consensus EPS (RMB) NA NA (4.42) 1.96 10.44
P/E (x) NA NA NA 234 82
PIS (x) 87.8 38.2 23.1 14.8 11.0
Yield (%) 0.0 0.0 0.0 0.0 0.0
ROE (%) (54.3) (31.4) (43.6) 4.4 29.0
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: Earnings revision

Diff (%)

RMB mn, Dec-YE FY20E FY21E

Revenue 49,848 77,677 104,430 44,727 70,730 95,620 11.4% 9.8% 9.2%
Gross Profit 39,096 60,813 81,595 34,765 55,693 75,141 12.5% 9.2% 8.6%
Operating Profit (9,466) (1,506) 7,667 (9,771) (1,131) 7,386 NA 33.2% 3.8%
Adj. net profit (4,694) 4,865 13,999 (5,306) 4,893 13,474 NA -0.6% 3.9%
Adj. EPS (RMB) (4.00) 4.06 11.46 (4.52) 4.09 11.08 NA -0.6% 3.9%
Gross Margin 78.4% 78.3% 78.1% 77.7% 78.7% 78.6% +0.7ppts -0.5ppts -0.4ppts
Operating Margin -19.0% -1.9% 7.3% -21.8% -1.6% 7.7% +2.9ppts -0.3ppts -0.4ppts
Adj. Net Margin -9.4% 6.3% 13.4% -11.9% 6.9% 14.1% +2.4ppts -0.7ppts -0.7ppts

Source: CMBIS estimates

Figure 2: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)

RMB mn, Dec-YE FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 49,848 77,677 104,430 48,954 75,505 101,821 1.8% 2.9% 2.6%
Gross Profit 39,096 60,813 81,595 37,861 59,728 81,396 3.3% 1.8% 0.2%
Operating Profit (9,466) (1,506) 7,667 | (10,111) (2,883) 9,561 NA -47.8% -19.8%
Adj. net profit (4,694) 4,865 13,999 (4,824) 2,563 12,691 NA 89.9% 10.3%
Adj. EPS (RMB) (4.00) 4.06 11.46 (4.42) 1.96 10.44 NA 107.6% 9.7%
Gross Margin 78.4% 78.3% 78.1% 77.3% 79.1% 79.9% | +1.1ppts  -0.8ppts -1.8ppts
Operating Margin -19.0% -1.9% 7.3% -20.7% -3.8% 9.4% +1.7ppts +1.9ppts -2.0ppts
Adj. Net Margin -9.4% 6.3% 13.4% -9.9% 3.4% 12.5% @ +0.4ppts  +2.9ppts  +0.9ppts

Source: Company data, Bloomberg

Figure 3: 3Q20 review

RMB mn 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 QoQ YoY Consensus Diff %

Revenue 4,545 7,290 7,514 10,793 6,541 12,193 14,210 16.5% 89.1% 12,205 16%

Operating profit (2121)  (1,490) (2,792) (2,135)  (4,397)  (1,640)  (1,296) NA NA (2,593) NA

Net profit (1,878)  (1,003)  (2,335)  (L,752)  (4,199) (899) (785) NA NA (2,066) NA

Adij. net profit (1,379) (411)  (1,660) (815)  (3,170) (77) 466 NA NA (1,308) NA

Adj. EPS (RMB) (1.20) (0.36) (1.44) (0.72) (2.73) (0.06) 0.33 NA NA (1.14) NA

Margin (%)

Gross margin 80.9% 78.2% 75.6% 81.1% 72.0% 78.2% 77.1% 76.2%

Operating margin -46.7% -20.4% -37.2% -19.8% -67.2% -13.4% -9.1% -21.2%

Adj. net margin -30.3% -5.6% -22.1% -7.6% -48.5% -0.6% 3.3% -10.7%

Growth (%)

Revenue (YoY) 228.3% 169.1%  122.8% 90.9% 43.9% 67.3% 89.1% 62.4%

Revenue (QoQ) -19.6% 60.4% 3.1% 43.6% -39.4% 86.4% 16.5% 0.1%

Operating profit NA NA NA NA NA NA NA NA

Adj. net profit NA NA NA NA NA NA NA NA

Source: Company data, Bloomberg

Figure 4. 3Q20 revenue breakdown

RMB mn 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 (0]e]0) YoY
Total revenue 4,545 7,290 7,514 10,793 6,541 12,193 14,210 16.5% 89.1%
Online marketing 3,948 6,467 6,711 9,687 5,492 11,055 12,878 16.5% 91.9%
Transaction services 597 823 802 1,106 1,049 1,139 1,332 17.0% 66.0%
Merchant Sales 0 0 0 0 0 0 0 NA NA

Source: Company data
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Figure 5: DCF valuation

DCEF valuation (RMB mn

2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E
Tax 0 377 (1,917) (4,724) (10,258) (19,872) (34,773) (55,632) (82,329)  (113,935)
D&A 667 701 736 772 811 852 894 939 986 1,035
Working capital 12,907 13,552 14,230 14,941 15,688 16,473 17,296 18,161 19,069 20,023
CAPEX (104) (162) (218) (261) (313) (376) (451) (541) (650) (779)
FCF 4,004 12,961 20,498 29,623 46,959 76,565 122,058 185,454 266,391 362,084
FCF Growth 224% 58% 45% 59% 63% 59% 52% 44% 36%
Terminal Value 3,315,674
PV (FCF+ Terminal Value) 3,505 9,930 13,746 17,388 24,126 34,430 48,043 63,892 80,331 970,727

Assumptions

WACC 14.2%
Tax rate 25.0%
Risk free rate 3.6%
Cost of debt 0.0%
Beta 1.30
Market risk return 11.8%
Cost of equity 14.2%
Debt/Assets 0.0%
Terminal growth rate 3.0%
Debt value 0
12% 13% 14% 15% 16%
1.5% 1995 172.9 146.3 133.1 118.0
PV 1,266,117 2.0% 207.2 178.7 150.6 136.7 120.9
minus: Net cash (32,817) Growth 2.5% 215.7 185.2 155.3 140.6 124.0
minus: Minority Interest 0 3.0% 225.1 192.3 144.9 127.4
Equity Value 1,298,934 3.5% 235.6 200.1 166.0 149.5 131.0
Shares (mn) 4,627 4.0% 247.5 208.8 172.1 154.5 134.9
Target Price (US$) based on DCF 160.4 4.5% 260.9 218.5 178.9 160.0 139.2

Source: Company data, Bloomberg, CMBIS estimates

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

Income statement

Cash flow summary

YE 31 Dec (RMBmn) FY18A FY19A FY20E FY21E FY22E YE31Dec (RMBmn) FY18A FY19A FY20E FY21E FY22E
Revenue 13,120 30,142 49,848 77,677 104,430 Netincome (10,217) (6,996) (7,685) 981 8,778
Online marketing 11,522 26,814 44,353 70,124 94,841 D&A 497 641 667 706 754
Transaction 1,598 3,328 5,495 7,553 9,589 Change in WC 10,725 11,826 12,907 12,090 11,492
Merchant Sales - - - - - Others 6,763 2,558 2,991 3,884 5,221
COGS (2,905) (6,339) (10,752) (16,864) (22,834) Operating CF 7,768 8,029 8,880 17,661 26,245
Gross profit 10,215 23,803 39,096 60,813 81,595
Capex 27) (63) (104) (162)  (218)
S&M (13,442) (27,174) (40,281) (49,949) (58,726) Associates 160 - - - -
Admin.Exp. (6,457) (1,297) (1,767) (2,486) (2,957) Others (7,681) (3,014) (2,991) (3,495) (4,177)
R&D (1,116) (3,870) (6,514) (9,885) (12,246) Investing CF (7,549) (3,077) (3,095) (3,657) (4,395)
Others - - - - -
Operating profit (10,800) (8,538) (9,466) (1,506) 7,667 Equity raised 17,705 7,919 - - -
Change of Debts 4) - - - -
Financial Cost 585 1,396 1,781 2,487 2,895 Others (356) - - - -
Associates @ 146 ) ) ~ Financing CF 17,344 7,919 B - -
Pre-tax Income (10,217) (6,996) (7,685) 981 10,561
Net change in cash 18,111 12,871 5,786 14,003 21,850
Income Tax - - - - (1,784) (cash (beg of yr) 12,429 30,540 43,411 49,196 63,200
Convertible (80) - - - - 547 - - - -
preferred shares FX
Net profit (10,298) (6,996) (7,685) 981 8,778 Cash (end of yr) 30,540 43,411 49,196 63,200 85,050
Adj. net profit (3,456) (4,439) (4,694) 4,865 13,999
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 2,791 5,044 7,471 10,423 14,064 Sales mix (%)
Fixed asset 29 69 124 199 281  Online marketing 87.8 89.0 89.0 90.3 90.8
Associates - - - - - Transaction services 12.2 11.0 11.0 9.7 9.2
Intangible assets 2,579 4,975 7,347 10,224 13,783  Merchant Sales 0.0 0.0 0.0 0.0 0.0
Others 183 - - - - Total 100.0 100.0 100.0 100.0 100.0
Current assets 40,391 56,795 65,058 81,806 106,202 Growth rate (%)
Cash 14,160 27,031 32,817 46,820 68,670 Revenue 652.3 129.7 65.4 55.8 34.4
Restricted cash 16,379 16,379 16,379 16,379 16,379 Gross profit 900.2 133.0 64.2 55.5 34.2
Account receivable 248 528 874 1,202 1,526 EBIT NA NA NA NA NA
Others 9,604 12,856 14,988 17,405 19,627 et profit NA NA NA NA 1877
Current liabilities 24,359 45768 54,921 69,755 83,793 pg| ratios (%)
Amounts due to 478 1,503 1,072 1,683 2,279 (82.3) (28.3) (19.0) (1.9) 7.3
related parties Operating margin
Customer advances 191 268 444 701 948 pre-tax margin (77.9)  (232) (15.4) 1.3 101
Payable to merchants 17,276 25,165 33,301 41,199 49,399 Adj. net margin (26.3) (14.7) (9.4) 6.3 13.4
Accrued expenses 2,226 5,418 8,448 11,295 13,731 Effective tax rate - - - - @.7)
Merchant deposits 4,188 13,413 11,655 14,877 17,435
Returns (%)
Non-current - 5,643 5,643 5,643 5,643 (54.3) (31.4) (43.6) 4.4 29.0
liabilities ROE
Convertible bonds - 5,207 5,207 5,207 5,207 ROA (12.2) (8.5) (7.0) 5.9 13.2
Others - 436 436 436 436
Per share
MI - - - - - Adj. EPS (RMB) (4.64) (3.84)  (4.00) 406  11.46
Total Equity 18,823 10,428 11,967 16,832 30,831 DPS (RMB) 0.00 0.00 0.00 0.00 0.00
Shareholders' equity 18,823 22,303 17,609 22,475 36,474 BVPS (RMB) 10.67 7.51 3.81 4.79 7.61

Source: Company data, CMBIS estimates
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