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SenseTime (20 HK)

CV demand strong but Al Cloud market is crowded

Demand for CV is strong as Al applications expand with sensing technology.
However, China Al Cloud market competition intensifies with increasing
commitment from Baidu and that the Al Public Cloud market is highly
concentrated, leaving little room for new entrants like SenseTime. We expect
SenseTime to deliver 36% YoY revenue growth to RMB4.7bn in FY21E. AlaaS
plan and capex trend will be the key focuses for SenseTime FY21E results.

CV demand is strong and Al applications are expanding with sensing
technology. Ambarella (AMBA US), leading computer vision (CV) SoC
provider, reported robust FY22 (Jan-YE) revenue growth of +49% YoY to
US$331mn. Its CV revenue tripled and exceeded 25% of revenue (targets a
more aggressive CV contribution of 45% in FY23E). We believe key read
through are 1) CV demand remains resilient and 2) Security camera market is
transforming with sensing technology.

Uncertainty about SenseTime AlaaS business. SenseTime plans to open
up its SenseCore’s capabilities through AlaaS Cloud offering with its Shanghai
Lingang AIDC. However, we think China Al cloud market is becoming more
competitive with 1) BAT and Huawei accounted for 93% of China Al public
cloud share in 1H21, per IDC and 2) Baidu is increasingly committed in Al
Cloud (FY21 capex doubled to RMB10.9bn; Al Cloud revenue +64% YoY to
RMB15.1bn), leaving little room for new entrant like SenseTime.

Focus on AlaaS and capex plan. We expect SenseTime to deliver
RMB4.7bn revenue in FY21E (+36% YoY, vs. +14% YoY in FY20), largely
driven by Smart City project recovery. We observed that Hikvision also
reported a strong revenue growth in FY21 (+28% YoY vs. +10% YoY in FY20).
Meanwhile, we hold a more conservative view regarding GPM. We expect
GPM to drop 3.6 pptsto 67.0% in FY21E (1.5 ppts below consensus). Updates
of AlaaS and Lingang Al data center capex will be the key focuses in its results
call. We expect SenseTime to spend RMB2.5bn capex in FY21E and we have
not factored in the RMB3.3bn capex announced in Jan 2022 (office acquisition
in Shanghai). SenseTime has RMB18.9bn net cash on hand as of 1H21.

Maintain BUY. Maintain BUY with unchanged target price of HK$8.08, based
on 34x FY22E EV/sales. Our target multiple takes into account the Al
company scarcity in the market and its free float.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB mn) 3,027 3,446 4,678 6,399 8,825
YoY (%) 63% 14% 36% 37% 38%
Adj. Op. profit (RMB mn) (1,416) (2,148) (3,818) (2,584) (2,392)
YoY (%) n.a. n.a. n.a. n.a. n.a.
Net profit att. (RMB mn) (4,963) (12,158) (32,489) (1,812) (1,547)
YoY (%) n.a. n.a. n.a. n.a. n.a.
Adj. net profit att. (RMB mn) (1,150) (708) (2,072) (1,306) (975)
YoY (%) n.a. n.a. n.a. n.a. n.a.
EV/sales (x) 60.0 50.4 37.2 27.6 20.2
FCF margin (%) -125% -74% -128% -40% -21%
ROE (%) n.a. n.a. n.a. n.a. n.a.
Net gearing (%) * net cash net cash net cash net cash net cash

Source: Company data, Bloomberg, CMBIGM estimates, *excl. preferred shares liabilities
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Focus Charts

Figure 1: China computer vision market to increase

at 43.5% CAGR in FY20-25E

Figure 2: China CV software market mix will change
on stronger Consumer and Automotive growth
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Figure 3: SenseTime revenue to grow at 37% CAGR

Source: Frost & Sullivan, CMBIGM

Figure 4: SenseTime Al are deployed in awide range

in FY20-23E of scenarios
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Figure 5: SenseCore enables more efficient Al model
development

Source: Company data, CMBIGM estimates

Figure 6: SenseTime has high GPM (71% in FY20)
due to its Al software-centric business model
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Al applications expanding with sensing technology

e New Al sensing applications is expanding beyond traditional security.
Security camera market is the largest AloT market today but Al is driving a 3x larger
SAM (serviceable available market). Highlighted by AMBA, by FY26 AloT cameras
application will expand beyond security to other applications such as robotics, new
retail, healthcare, machine vision, logistics, etc.

e AMBA targets 45% of FY23E revenue from computer vision. Ambarella (AMBA
US), leading computer vision (CV) SoC provider, reported FY22 (Jan-YE) results
on 28 Feb. FY22 revenue was up +49% YoY to US$331.0mn, of which CV revenue
tripled and exceeded 25% of total revenue. Company expects to derive 45% of
total revenue from CV in FY23.

Figure 7: New Al sensing applications emerging
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Figure 8: Security camera market is transforming with sensing technology
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Al Cloud market is highly competitive

e Baidu delivered strong Al Cloud growth in FY21. Baidu released FY21 Al Cloud
revenue growth of +64% YoY to RMB15.1bn. Meanwhile, we observed that Baidu
capex also jumped more than double to RMB10,896mn (vs. RMB5,084mn in FY20).
Management expects to maintain a solid growth momentum for Al Cloud and
deliver at above-industry level growth in FY22.

e China Al Public Cloud entry barrier high. According to IDC, China Al public
cloud service market size was RMB2.41bn (10.4% of total China Al software
market) in 2020. The market is dominated by BAT and Huawei, together accounted
for 93% of the market. We think the China Al Public Cloud market is very
consolidated that the entry barrier is high.

e Uncertainty in SenseTime AlaaS outlook. SenseTime plans to open up
SenseCore’s capabilities through AlaaS Cloud offering with its Shanghai Lingang
AIDC. We are concerned about the already-fierce competition in Al Cloud market
as well as the potential margin dilution as AlaasS is an asset-heavy business (lower
GPM with depreciation to be included in cost of sales).

Figure 9: Baidu cloud revenue Figure 10: Baidu capex
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Figure 11: China Al Cloud market share (1H21) Figure 12: SenseTime capex
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FY21 results preview

e Revenue: We expect SenseTime FY21E revenue to grow at +36% YoY (vs. +14%
YoY in FY20), in-line with consensus. The is largely driven by Smart City project
recovery, after delay in FY20 due to Covid-19. We observed that Hikvision also
delivered strong FY21E revenue growth of +28% YoY (vs. +10% YoY in FY20).

e Gross margin: We expect SenseTime FY21E GPM to decline to 67.0% (-3.6 ppts
YoY), our forecast is 1.5 ppts lower than consensus estimate of 68.5%. The GPM
decrease is driven by increasing hardware sales.

e Operating loss: We expect operating loss to widen to RMB2,148mn in FY21, due
to higher share based compensation and listing expense in the year of IPO.

e Focusontop-line growth and capex guidance: We expect SenseTime to deliver
+37% YoY revenue growth in FY22E to RMB6,399mn, 3% below consensus.
There could be downside risk if weakening macro continues (COVID-19/ chip
shortage). Also, we believe updates of AlaaS and Lingang Al data center capex
will be other key focus points during SenseTime FY21 results. On 28 Jan 2022,
SenseTime announced RMB3.3bn capex plan to acquire several flows in a
business building located in Shanghai Xuhui area. Together with Lingang Al data
center ramp up, capex in FY22E could be higher than expected. We have not
factored in the office building acquisition into our forecast yet. As of 31 Jun 2021,
SenseTime had net cash of RMB18.9bn.

Figure 13: SenseTime FY21E preview

FY18 FY19 FY20 FY21E FY21E

Actual Actual Actual CMBI YoY Consensus CMBI vs.
Revenue 1,853 3,027 3,446 4,678 36% 4,684 0%
Gross profit 1,047 1,719 2,432 3,134 29% 3,209 -2%
Gross margin 56.5% 56.8% 70.6% 67.0% -3.6 ppts 68.5% -1.5 ppts
Operating profit -459 -1,416 -2,148 -3,818 #N/A -6,100 #N/A
Operating margin -24.8% -46.8% -62.3% -81.6% #N/A -130.2% #N/A
Adj. EBITDA -90 -1,101 -361 -1,558 #N/A -2,229 #N/A
Adj. EBITDA margin -4.9% -36.4% -10.5% -33.3% #N/A -47.6% #N/A
Net non-op -2,997 -3,757 -10,171 -28,660 #N/A -15,672 #N/A
PBT -3,456 -5,173 -12,319 -32,478 #N/A -21,772 #N/A
Net income -3,428 -4,963 -12,158 -32,489 #N/A -33,261 #N/A
Net margin -184.9% -164.0% -352.8% -694.4% #N/A -710.1% #N/A
Adj. net income -145 -1,150 -708 -2,072 #N/A
Adj. net margin -7.8% -38.0% -20.5% -44.3% #N/A
EPS RMB -0.39 -0.56 -1.33 -0.97 #N/A #N/A #N/A

Source: Bloomberg, CMBIGM estimates
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Valuation

Maintain BUY with target price of HK$8.08

We maintain BUY on SenseTime with unchanged target price of HK$8.08, based on 34x
FY22E EV/sales. We use EV/sales as valuation methodology as Al deployment is still in
an early stage that short term earnings are distorted by high R&D, marketing expense and
depreciation related to heavy capex for computing infrastructure.

Our target multiple is derived from 20% premium to Cambricon. We think Cambricon,
leading Al chip design company in China, is the closest comparable to SenseTime. Both
SenseTime and Cambricon are national champions in emerging technology. We apply
premium to Cambricon valuation to reflect SenseTime larger business scale. Our target
multiple also takes into account the Al company scarcity and free float.

Figure 14: Peers comparison

Market ECE
Cap Price EV/sales (x) P/S margin

FY21E FY22E FY21E FY22E FY20

Company Ticker (US$ mn) (LC)

Global Al companies
Palantir PLTR US NR 24,483 12.06 14.6 111 16.0 12.2 33% 50% 68% -28%
UiPath PATH US NR 17,821 33.93 18.1 13.6 20.1 15.2 52% n.a. 82% 3%
C3.ai Al US NR 2,380 22.66 7.8 5.6 13.1 9.5 29% n.a. 75% -41%
Nvidia NVDA US NR 605,500 242.20 36.1 22.3 36.7 22.7 47% 59% 62% 39%
Ambarella AMBA US NR 3,693 99.79 16.1 10.6 16.9 111 19% 38% 58% 16%
Mean 185 12.7 20.6 14.1 36% 49% 69% -2%
Median 16.1 1.1 16.9 12.2 33% 50% 68% 3%

China Al companies
Cambricon 688256 CH NR 5,061 79.79 39.8 28.4 45.0 32.1 46% n.a. 65% -55%
Arcsoft 688088 CH NR 2,152 33.50 18.5 13.7 22.1 16.4 21% 10%  90% 11%

Mean 29.1 21.1 33.5 24.2 33% 10% 7% -22%
Median 29.1 21.1 33.5 24.2 33% 10% 7% -22%

Global SaaS

Microsoft MSFTUS  NR 2,250,484  300.19  13.3 111 135 113 17% 24%  68% 32%
Adobe ADBEUS  NR 222256 47118 140 123 141 124 17% 18%  87% 41%
Autodesk ~ ADSKUS  NR 47,626 21651 130 112 127 109 16%  35%  90% 42%
Salesforce  CRM US NR 207,234 21039  10.0 8.0 9.8 7.8 23% 17%  75% 22%
Atlassian TEAMUS  NR 78,398 30028 383 292 382 291 27% 22%  83% 33%
Datadog DDOGUS  NR 51,632 16448 512 332 519 337 51% 70%  78% 14%
Docusign DOCUUS NR 22,637 11440 159 109 159 108 39%  106%  75% 4%
Intuit INTU US NR 137,447  486.00 153 116 146 112 23% 25%  82% 30%
Okta OKTAUS  NR 28,418 18270 339 219 345 223 45% na  73% 7%
ServiceNow NOW US NR 117,412 587.06  19.8 157 199 158 27% 28%  78% 30%
Shopify SHOPUS  NR 83,189 659.83  16.7 12,7 182 138 40% 12%  53% 13%
Workday WDAY US  NR 62,843 24839 142 120 146 123 20% 26%  71% 17%
\S/sgt‘; a:n VEEV US NR 35,461 230.62 22.9 18.0 245 19.2 25% 22%  73% 39%

Mean 214 16.0 21.7 16.2 28% 34% 76% 25%
Median 15.9 12.3 15.9 12.4 25% 24% 75% 30%

Source: Bloomberg, CMBIGM, closing price as of 3 Mar 2022
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Figure 15: SenseTime forward EV/sales

Figure 16: SenseTime trading volume vs. mkt cap
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Financial Summary

Income statement Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 3,027 3,446 4,678 6,399 8,825 NetIncome (5,173) (12,319) (32,478) (1,981) (1,646)
Cost of sales (1,307) (1,014) (1,544) (2,141) (3,008) Depre. and amortization 378 570 685 1,125 1,756
Gross profit 1,719 2,432 3,134 4,258 5,818 Change In working capital (2,176) (1,290) (503) (250)  (442)
Others 4,102 11,810 28,808 18 a7)
S&M (453) (537)  (906) (893) (1,158) Net cash from operating act. (2,869) (1,229) (3,489) (1,087) (349)
G&A (766) (1,590) (2,290) (1,889) (2,167)
R&D (1,916) (2,454) (3,755) (4,060) (4,886) Capex (899) (1,306) (2,503) (1,484) (1,497)
Adj. op. profit/ (loss) (1,416) (2,148) (3,818) (2,584) (2,392) Others (729) (5,765) 240 210 170
Net cash from investing act. (1,628) (7,070) (2,263) (1,274) (1,327)
Finance income 268 175 240 210 170
Finance expense (150) (113) (58) (60) (55) Equity financing - - 5316 - -
Other non-ops (3,875) (10,234) (28,842) 452 631 Change of debts 3,897 13,327 60 (91) 77)
Profit before tax (5,173) (12,319) (32,478) (1,981) (1,646) Dividend paid - - - - -
Income tax 205 161 (11) 168 99 Others (125) (141) (58) (60) (55)
Net cash from financing act. 3,773 13,186 5,318 (150) (132)
Profit after tax (4,968) (12,158) (32,489) (1,812) (1,547)
Non controlling Interest (5) (0) 0) 0) (0) Net change in cash (725) 4,886  (434) (2,512) (1,808)
Net profit (4,963) (12,158) (32,489) (1,812) (1,547) Cash atthe beg. of the year 7,227 6,673 11,428 10,994 8,482
Adj. net profit (1,150)  (708) (2,072) (1,306) (975) Cash atthe end of the year 6,673 11,428 10,994 8,482 6,674
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 5717 6,753 8571 8,930 8,671 Sales mix (%)
PPE, net 1,894 1,906 3,728 4,097 3,853 Smart Business 40% 43% 42% 39% 37%
Intangible assets 140 108 105 95 80 Smart City 42% 40% 46% 49% 47%
Right-of-use assets 404 336 336 336 336 Smart Life 14% 13% 8% 9% 12%
Others 3,279 4,402 4,402 4,402 4,402 Smart Auto 5% 5% 4% 3% 4%
Total 100% 100% 100% 100%  100%
Current assets 18,231 31,726 24,466 23,810 23,912
Cash & equivalents 6,673 11,428 10,994 8,482 6,674 Growth (YoY)
Trade and other receivables 4,678 4,584 6,528 8,140 9,759 Revenue 63% 14% 36% 37% 38%
Inventories 430 716 538 782 1,073 Gross profit 64% 41% 29% 36% 37%
Financial investments - - - - - Operating profit n.a. n.a. n.a. n.a. n.a.
Contract assets 1 22 22 22 22 Net profit n.a. n.a. n.a. n.a. n.a.
Others 6,449 14,977 6,384 6,384 6,384 Ad|. net profit n.a. n.a. n.a. n.a. n.a.
Current liabilities 6,856 9,822 3,816 5,381 6,811 Margins
Trade and other payables 3,103 1,724 2,897 4,377 5,667 Gross margin 57% 71% 67% 67% 66%
Contract liabilities 153 244 331 453 625 Adj. Operating margin -A47%  -62%  -82%  -40% @ -27%
Lease liabilities 123 110 110 110 110 Net profit margin -164% -353% -694% -28% -18%
Others 3,477 1,744 477 441 410 Adj. net profit margin -38% -21% -44% -20% -11%
Non-current liabilities 27,747 49,589 1,528 1,478 1,438 Balance sheet ratio
Lease liabilities 296 184 184 184 184 Net debt / equity ratio (%) net cash net cash netcash netcash netcash
Deferred tax liabilities 6 8 8 8 8 Current ratio 2.7 3.2 6.4 4.4 35
Contract liabilities - 9 13 17 24
Others 27,445 49,388 1,323 1,269 1,223 Returns (%)
ROE n.a. n.a. n.a. n.a. n.a.
Share capital 0 0 0 0 0 ROIC n.a. n.a. n.a. n.a. n.a.
Reserves (873) (433) 80,682 80,682 80,682
Accumulated losses (9,557) (21,713) (54,202) (56,014) (57,562) Per share
Others (224) 1,214 1,213 1,213 1,213 EPS (RMB) (0.56) (1.33) (0.97) (0.05) (0.05)
Total equity (10,654) (20,933) 27,693 25,881 24,334 BVPS (RMB) (1.20) (2.29) 0.83 0.77 0.73
Source: Company data, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
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BUY : Stock with potential return of over 15% over next 12 months
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SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
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of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
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to consult with a professional financial advisor in order to make their own investment decisions.
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affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or
enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss,
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information
contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other publications having information
and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf
of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with the companies in
this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM will not assume
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or
published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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