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Pinduoduo (PDD US)

. .
3Q19 results missed; Focusing on user engagement

PDD delivered soft 3Q19 results, with revenue +123% YoY (2% below consensus)

and non-GAAP net loss widened at -RMB1,660mn (vs. consensus at -RMB785mn).

We think this mixed quarter will raise market concern on competition landscape
and “11.11” S&M budget. Given PDD’s intensified competition in low-tier cities and
merchants, we slightly lowered its revenue by 3.6%/1.3%/1.6% in FY19/20/21E,
with unchanged TP of US$35. Stock price would bear short-term pressure. Wait for
more clear catalysts regarding 4Q19E momentum.

3Q19 results missed. 3Q19 revenue grew 123% YoY, 2% below consensus.
Non-GAAP net loss came in at RMB1,660mn (vs. consensus at -RMB785mn).
Topline missed on GMV& take rate, while margin was soft on lower GPM and
heavier opex. Given rising concern on competition and margin fluctuation, we
expect PDD'’s stock price to bear pressure in the short run.

Topline soft on GMV& take rate. 3Q19 revenue grew 123% YoY, driven by
ramp-up of active buyers (536mn, + 39% YoY; vs. our estimate 506mn) and
ARPU (RMB1,567, +75% YO0Y; vs. our estimate RMB1,646). 3Q19 GMV came
in at RMB249bn (+111% YoY, +7% QoQ), in line with sell-side estimates but
well below buy-side expectation (+15% Qo0Q). Take rate was soft at 3.0% (vs.
3.1% in 2Q19). Quarterly take rate might see fluctuation, but annual take rate
expectation remains intact. In terms of ARPU, we keep positive on its long-
term ARPU upside from higher mix of top tier users, as its ARPU from top tier
buyers was RMB5,000, as mgmt stated.

Margin fluctuated quarterly, while long-term improvement remains intact.

3Q19 adj. net margin was -22%, 12ppts weaker than consensus, primarily
dragged by higher opex. S&M/G&A/R&D ratios were 89%/3.1%/12%, higher
than our estimates of 83%/2.0%/10%. Market concern lies in “11.11”
marketing efforts. Mgmt restated dynamic and ROI-driven marketing efforts to
continue. We expect its 4Q19E net loss to widen for seasonality.

Maintain BUY. We cut its revenue by 3.6%/1.3%/1.6% in FY19/20/21E, and
adjusted earnings to -RMB 5.3bn/ +RMB2.9bn/ +RMB9.6bn. Our TP of US$35
barely changed, which is equivalent to 5.9x FY20E P/S. Despite quarterly
fluctuation, we keep positive on its long-term user expansion and margin
enhancement.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (RMB mn) 1,744 13,120 30,166 48,485 67,919
YoY growth (%) 245 652 130 61 40
Net income (RMB mn) (372) (3,456) (5,347) 2,926 9,648
EPS (RMB) (0.84) (4.64) (4.62) 2.49 8.14
YoY growth (%) NA NA NA NA 226
P/E (x) NA NA NA 88 27
PIS (x) 145.3 19.3 8.4 5.2 3.7
Yield (%) 0.0 0.0 0.0 0.0 0.0
ROE (%) (43.6) (54.3) (36.8) 0.1 22.8
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

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

Diff (%)

FY20E

RMB mn, Dec-YE

Revenue

Gross Profit
Operating Profit
Net profit

EPS (RMB)
Gross Margin
Operating Margin
Net Margin

30,166
23,170
(9,374)
(5,347)

(4.62)

76.8%
-31.1%
-17.7%

48,485
38,376
(1,590)
2,926
2.49
79.1%
-3.3%
6.0%

67,919
53,766
5,511
9,648
8.14
79.2%
8.1%
14.2%

31,289
24,594
(6,868)
(3,769)

(3.26)

78.6%
-23.4%
-12.9%

49,143
39,929
942
5,035
4.29
81.3%
2.0%
10.7%

69,056
54,050
7,575
10,951
9.24
78.3%
11.5%
16.6%

-3.6%
-5.8%
36.5%
41.9%
41.8%
-1.8ppts
-7.7ppts
-4.8ppts

-1.3%
-3.9%
-268.8%
-41.9%
-41.9%
-2.1ppts
-5.3ppts
-4.7ppts

-1.6%
-0.5%
-27.3%
-11.9%
-11.9%
+0.9ppts
-3.4ppts
-2.4ppts

Source: Company data, CMBIS estimates

Figure 2: CMBI estimates vs consensus
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Figure 3: 3Q19 review

2Q19 3Q19 QoQ YoY Consensus Diff %
Revenue 1,385 2,709 3,372 5,654 4,545 7,290 7,514 3.1% 122.8% 7,654 -2%
Operating profit (253) (6,636) (1,269) (2,641) (2,121) (1,490) (2,792) NA NA (1,630) NA
Net profit (282) (6,494) (1,098) (2,424) (1,878) (1,003) (2,335) NA NA (1,224) NA
Adj. net profit (268) (673) (619) (1,896) (1,379) (411) (1,660) NA NA (785) NA
Adj. EPS (RVMB) (0.60) (1.40) (0.68) (1.72) (1.20) (0.36) (1.44) NA NA (0.59) NA
Margin (%)
Gross margin 77.0% 85.7% 77.0% 74.9% 80.9% 78.2% 75.6% 77.3%
Operating margin 18.4%  -245.0% -37.6% -46.7% -46.7% -20.4% -37.2% -21.3%
Adj. net margin -19.3% -24.9% -18.4% -33.5% -30.3% -5.6% -22.1% -10.3%
Growth (%)
Revenue (YoY) 3640.3%  2489.5% 697.2% 379.4% 228.3% 169.1% 122.8% 127.0%
Revenue (QoQ) 17.4% 95.7% 24.5% 67.7% -19.6% 60.4% 3.1% 5.0%
Operating profit 17.2%  5306.8% 441.6% 11531.9% 737.7% -77.5% 119.9% 28.4%
Adj. net profit 262.9% 531.2% 183.9% -7319.9% 414.8% -38.9% 168.2% 26.8%

Source: Company data, Bloomberg

Figure 4. 3Q19 revenue breakdown
RMB mn 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 QoQ YoY

Total revenue 3,249 3,773 4,100 4,641 4,545 7,290 7,514 3.1% 83.2%
Online marketing 1,115 2,371 2,974 5,062 3,948 6,467 6,711 3.8% 125.7%
Transaction services 270 338 398 592 597 823 802 -2.5%  101.5%
Merchant Sales 0 0 0 0 0 0 0 NA NA

Source: Company data
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Figure 5: DCF valuation
DCF valuation (RMB mn)

2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E
EBIT (1,590) 5,511 8,936 13,380 18,703 24,655 30,932 37,233 43,300 48,944
Tax 0 (1,378) (2,234) (3,345) (4,676) (6,164) (7,733) (9,308) (10,825) (12,236)
D&A 667 734 807 888 976 1,074 1,181 1,299 1,429 1,572
Working capital 7,078 7,786 8,564 9,421 10,363 11,399 12,539 13,793 15,172 16,689
CAPEX (101) (111) (122) (134) (148) (163) (179) (197) (217) (238)
FCF 6,054 12,541 15,951 20,209 25,218 30,802 36,741 42,820 48,860 54,732
FCF Growth 107% 27% 27% 25% 22% 19% 17% 14% 12%
Terminal Value 501,189
PV (FCF+ Terminal Value) 5,299 9,608 10,697 11,862 12,956 13,851 14,461 14,752 14,734 146,733
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 WACC
12% 13% 14% 15% 16%
1.5% 414 37.0 326 303 27.8
PV 254,952 2.0% 42.6 37.9 33.2 30.9 28.2
minus: Net cash (26,141) Growth 2.5% 43.8 38.9 33.9 315 28.7
minus: Minority Interest 0 3.0% 453 39.9 321 29.2
Equity Value 281,094 3.5% 46.9 411 35.6 328 29.7
Shares (mn) 4,627 4.0% 48.6 42.4 36.5 33.6 30.3
Target Price (US$) based on DCF 34.7 4.5% 50.7 43.9 375 34.4 31.0

Source: Company data, Bloomberg, CMBIS estimates

Figure 6. Peers valuation

Company  Ticker Mkt cap Currency Price FY0-2 EPS
(USD mn) CAGR
China Ecommerce
|Pinduoduo PDD US 47,331 USD 40.7 NA 90.5 35.0 11.0 6.7 4.8 NA 1097.1 42.0 NA|
Alibaba BABA US 483,660 USD 185.3 25.3 21.2 17.5 6.6 5.1 4.1 20.3 16.1 12.8 20%
JD.com JD US 47,167 uUsD 324 32.6 235 17.6 0.6 0.5 0.4 21.7 15.2 11.9 36%
Vipshop VIPS US 8,202 UsD 12.3 13.1 10.7 10.0 0.6 0.6 0.6 9.5 7.6 7.2 15%
Suning.com 002024 CH 13,352 CNY 10.1 7.0 33.6 229 0.3 0.3 0.2 18.4 24.2 21.8 -45%
Baozun BZUN US 2,727 UsD 43.8 38.9 26.8 19.0 2.6 2.0 1.6 315 21.2 15.6 43%
Meituan 3690 HK 71,418 USD 96.3 NA 66.1 31.6 5.4 4.0 3.2 249.0 50.0 26.8 NA
Average 23.4 38.9 21.9 3.9 2.7 2.1 58.4 175.9 19.7 14%
Global Ecommerce
Amazon AMZN US 869,028 CNY 1,752.8 55.9 44.8 30.8 3.1 2.6 2.3 22.1 18.0 14.4 35%
eBay EBAY US 28,522 CNY 35.1 12.7 12.1 10.8 2.6 2.6 2.4 9.0 8.7 7.9 8%
Groupon GRPN US 1,604 CNY 2.8 12.5 12.3 10.5 0.7 0.7 0.7 5.2 4.7 4.4 9%
Average 27.0 23.1 17.4 2.1 2.0 1.8 12.1 10.5 8.9 17%
Total Average 24.7 34.2 20.6 3.3 25 2.0 42.9 126.3 16.5 15%
Social platform
Tencent 700 HK 408,126 HKD  334.4 30.7 25.3 20.8 7.6 6.2 5.1 22.3 18.4 15.4 21%
Weibo WB US 9,377 UsD 41.7 15.3 14.5 12.6 5.3 4.8 4.3 13.0 11.7 10.4 10%
Momo MOMO US 7,867 uUsD 37.9 14.6 119 10.4 3.3 2.8 24 12.2 8.6 7.2 18%
Facebook FB US 568,410 USD  199.3 21.8 18.9 16.4 8.1 6.6 5.5 13.5 11.8 9.8 15%
Average 20.6 17.7 15.1 6.1 5.1 4.3 15.2 12.6 10.7 16%
Total Average 23.4 29.4 19.0 4.1 3.2 2.7 34.4 93.8 14.8 16%

Source: Bloomberg
Note: Data updated by 21 Nov 2019
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMBmn) FY17A FY18A FY19E FY20E FY21E YE 31Dec (RMB mn) FY17A  FY18A FY19E FY20E FY21E
Revenue 1,744 13,120 30,166 48,485 67,919 Netincome (525) (10,217) (7,863) 17 6,252
Online marketing 1,208 11,522 26,773 43,525 61,457 D&A 2 497 641 667 701
Transaction 533 1,598 3,393 4,961 6,462 Change in WC 817 3,716 11,847 7,078 7,605
Merchant Sales 3 - - - - Others 9,392 13,772 2,516 2,909 3,396
COGS (723) (2,905) (6:996) (10,109) (14.153) Qperating CF 9686 7,768 /141 10671 17,954
Gross profit 1,021 10,215 23,170 38,376 53,766
Capex 9) (27) (63)  (101)  (141)
S&M (1,345) (13,442) (27,445) (32,804) (38,839) Associates (160) 160 - - -
Admin.Exp. (133) (6,457) (1,353) (1,803) (2,300) Others 240 (7,681) (3,017) (2,909) (3,056)
R&D (29) (1,116) (747 (5359) (7.117) |nvesting CF 72 (7,549) (3079) (3,010) (3,198)
Others (10) - - - -
Operating profit (596) (10,800) (9,374) (1,590) 5,511 Equity raised 1,447 17,705 7,919 - -
Change of Debts (15) 4 - - -
Financial Cost 81 585 1,379 1,607 2,243 Others (33) (356) - - -
Associates (10) ) 132 - " Financing CF 1,399 17,344 7,919 - -
Pre-tax Income (525) (10,217) (7,863) 17 7,754
Net change in cash 11,109 18,111 11,981 7,661 14,756
Income Tax - - i} - (L502)  cash (beg of yr) 1,320 12,429 30,540 42,521 50,181
Convertible - - - - - -
preferred shares 26 (80) FX (48) 547
Net profit (499) (10,298) (7,863) 17 6,252 Cash (end of yr) 12,429 30,540 42,521 50,181 64,938
Adj. net profit (372) (3,456) (5.347) 2,926 9,648
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 177 2,791 5,046 7,390 9,886  gales mix (%)
Fixed asset 9 29 69 122 180 online marketing 69.3 87.8 88.8 89.8 905
Associates 162 - . ) ~  Transaction services 30.5 12.2 11.2 10.2 9.5
Intangible assets - 2,579 4,978 7,268 9,706 Merchant Sales 0.2 0.0 0.0 0.0 0.0
Others 5 183 - - ~  Total 100.0 100.0 100.0 100.0  100.0
Current assets 13,138 40,391 55,848 64,899 81,593 Growth rate (%)
Cash 3,058 14,160 26,141 33,802 48,559 Revenue 245.5 652.3 129.9 60.7 40.1
Restricted cash 9,371 16,379 16,379 16,379 16,379 Gross profit NA 900.2 126.8 65.6 40.1
Account receivable 88 248 525 767 999 EBIT NA NA NA NA NA
Others 621 9,604 12,802 13,951 15,656 Net profit NA NA NA NA 229.7
Current liabilities 12,110 24,359 39,499 47,968 57,510 P&L ratios (%)
Amounts due to
related parties 76 478 697 1,008 1,412 Operating margin (34.2) (82.3) (31.1) 3.3) 8.1
Customer advances 56 191 268 435 615 Pre-tax margin (30.1) (77.9) (26.1) 0.0 11.4
Payable to merchants 9,839 17,276 24,985 29,222 34,260 Net margin (21.3) (26.3) 27.7) 6.0 14.2
Accrued expenses 360 2,226 5,554 7,075 8,852 Effective tax rate - - - - (2.2)
Merchant deposits 1,778 4,188 7,995 10,228 12,372
Returns (%)
Non-current - - -
liabilities - - ROE (43.6) (54.3) (36.8) 0.1 22.8
Borrowings - - . . . ROA (4.9) (12.2) (10.3) 4.4 11.8
Others - - - - -
Per share
M 2,197 - - - - EPS (RMB) (0.84) (4.64)  (4.62) 2.49 8.14
Total Equity 1,205 18,823 21,395 24,321 33,969 DPS (RMB) 0.00 0.00 0.00 0.00 0.00
Shareholders' equity (992) 18,823 21,395 24,321 33,969 BVPS (RMB) 0.66 10.67 7.21 5.26 7.23
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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