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SenseTime (20 HK)

Unveiled large model SenseNova with live demo

SenseTime hosted a Tech Day event on 10 Apr unveiling self-developed large
model set SenseNova. SenseNova consists of NLP, content generation,
automated data annotation and custom model training capabilities. In the event,
SenseTime showed live demo of ChatGPT-like chatbot SenseChat that can
write invitation, tell story, comprehend legal documents and Midjourney-like text-
to-image generator. Sensenova API interfaces and services will be provided to
enterprise customers. We continue to like SenseTime for its leading position in
large Al model.

Unveiled foundation model set — SenseNova. SenseTime hosted a Tech
Day event unveiling “SenseNova” with live demo on 10 Apr. SenseNova is
a foundation model set with variety of capabilities in NLP (natural language
processing), content generation, automated data annotation and custom
model training. SenseNova offers API interfaces and services targeting
enterprise customers. SenseTime’s current Al infrastructure supports up to
20 large models with over 100-billions parameters to train simultaneously.

SenseChat: Chatbot developed based on LLM model with 180bn
parameters. SenseTime introduced ChatGPT-like chatbot SenseChat (7
%), a self-developed large-scale language model (LLM) with 180bn
parameters. CEO of SenseTime Mr. Xu Li showed live demonstrations of
SenseChat writing invitation, comprehending legal documents, telling story,
coding, and providing medical consultation. SenseChat has the capabilities
in multi-turn dialogues and comprehending complex and long documents.

Generative Al models: Text to image and digital human. Besides LLM,
SenseTime also showcased various generative Al models and applications
that support 1) text-to-image creation (SenseMirage #/.), 2) 2D/3D digital
human (SenseAvatar 4= % ) and 3) 3D scenario/ object generation
(SenseSpace zx ¥ and SenseThings #% 4 ). SenseTime demonstrated
application scenarios in education, advertising and short video creation.

Other Al-as-a-services (AlaaS): CV inference & annotation. SenseTime
also provides CV model inference and automated data annotation services.
SenseTime’s Chief Scientist Prof. Wang Xiaogang demonstrated the
SenseAnnotation Bf 8% (mingmou.sensetime.com) that provides annotation

services based on image classification and detection models.

Leading in large Al model race. We think SenseTime is in a leading
position in terms of large Al model capabilities and that AlaaS could provide
recurring revenue in the long term. SenseTime has over 27,000 GPUs that
can support up to 20 large models with over 100-bn parameters to train
simultaneously. Maintain BUY.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 4,700 3,809 4,980 6,355 8,267
YoY growth (%) 36.4 (19.0) 30.8 27.6 30.1
Operating profit (RMB mn) (3,316) (3,941) (4,298) (3,776) (3,003)
Net profit (RMB mn) (17,140.1) (6,044.8) (4,295.8) (3,824.3) (3,101.5)
Adjusted net profit (RMB mn) (1,381.4) (4,688.0) (3,795.9) (3,314.5) (2,570.3)
EPS (Reported) (RMB cents) (173.64) (18.93) (12.84) (11.43) 9.27)
Consensus EPS (RMB cents) (173.64) (18.93) (9.10) (6.80) na
EV/Sales (x) 11.3 16.4 13.2 10.6 8.3
ROE (%) (316.7) (19.9) (15.6) (15.8) (15.0)
Net gearing (%) (46.2) (10.5) (5.4) 23 9.9

Source: Company data, Bloomberg, CMBIGM estimates
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SenseTime Tech Day

Figure 1: SenseNova is a foundation model set with variety of capabilities in NLP
(natural language processing), content generation, automated data annotation and
custom model training.

Source: SenseTime, CMBIGM

Figure 2: SenseTime has developed large-scale language model (LLM) with 180bn
parameters.
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Figure 3: SenseTime showed live demo on its Chatbot SenseChat

Source: SenseTime, CMBIGM

Figure 4: SenseChat can help write advertising slogan...
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Figure 5: comprehending legal documents...
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Figure 6: writing story...
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Figure 7: coding...
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Figure 8: even medical consultation...
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Figure 9: SenseTime also unveiled generative Al models with image-to-text, digital
human capabilities

. ae# | O

B conse

I Billl 4k

AR R X

Bin APl BRSS

$-EAI00HE, 2 B
13K 512K S

SHSMRHLERSS

I{F & & BB N 5=
RABEF=HETIR

BRARE | BOZSHEHXEEEMRE, XETRT, SRTESHERRE

Source: SenseTime, CMBIGM

Figure 10: SenseTime’s image-to-text platform
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Figure 11: SenseTime’s digital human generation...
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Figure 12: can generate content in different languages.

Source: SenseTime, CMBIGM
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Figure 13: 3D scenarios and object generation

Source: SenseTime, CMBIGM
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Figure 14: SenseTime’s provides large model training and inference services
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Valuation

Maintain BUY with target price of HK$3.45

Maintain BUY with unchanged target price of HK$3.45. Our target price is based
on 18x FY23E EV/Sales, in-line with China Al peers. We believe the breakthrough
in Al large models and supportive policies will continue to drive sector re-rating.
We observed that China Al market-cap weighted EV/sales has re-rated from 4.4x
to 12.1x YTD.

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.

Figure 15: Peers comparison

Market FCF
Cap Price TP EV/sales (x) P/IS margin
Company Ticker Rating  (US$ mn) (X9} (X)) FY23E FY24E FY23E FY24E ) ) FY21
China Al companies
SenseTime 20 HK BUY 14,198 3.33 3.45 13.2 10.6 19.3 15.1 11% n.a. -74%
Ainnovation 2121 HK NR 1,852 26.00 N/A 4.8 3.1 55 35 62% n.a. -33%
Cambricon 688256 CH NR 12,083 207.59 N/A 67.5 48.2 69.2 49.5 33% n.a. -179%
Arcsoft 688088 CH NR 2,417 41.00 N/A 20.0 15.4 22.9 17.6 18% 40% 11%
Hikvision 002415 CH BUY 61,261 45.05 37.44 4.2 3.6 4.3 3.8 11% 5% 11%
Dahua 002236 CH HOLD 11,620 26.38 11.07 2.3 2.0 2.3 2.0 7% 6% 1%
Mean 18.7 16.4 20.6 15.2 24% 17% -43%
Median 9.0 7.1 12.4 9.4 15% 6% -16%
Global Al companies
Palantir PLTR US NR 16,856 8.02 N/A 6.6 55 7.6 6.4 20% n.a. 21%
UiPath PATH US NR 9,069 16.28 N/A 7.2 59 8.8 7.2 27% n.a. 4%
C3.ai Al US NR 2,443 21.76 N/A 6.4 5.3 9.2 7.7 20% n.a. -21%
Nvidia NVDA US NR 667,130  270.03 N/A 24.7 22.3 24.8 22.3 21% 37% 28%
Ambarella AMBA US NR 2,813 71.07 N/A 7.8 9.2 8.3 9.9 8% n.a. 13%
Mean 10.5 9.6 11.8 10.7 19% 37% 9%
Median 7.2 5.9 8.8 7.7 20% 37% 13%
Source: Bloomberg, CMBIGM estimates
Figure 16: SenseTime forward EV/sales Figure 17: China Al mkt-cap weighted fwd EV/sales
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Financial Summary

INCOME STATEMENT 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Revenue 3,446 4,700 3,809 4,980 6,355 8,267
Cost of goods sold (1,014) (1,423) (1,266) (2,114) (2,824) (3,656)
Gross profit 2,432 3,278 2,542 2,867 3,531 4,611
Operating expenses (4,580) (6,594) (6,483) (7,165) (7,307) (7,614)
Selling expense (537) (682) (901) (1,022) (1,047) (1,088)
Admin expense (1,590) (2,298) (1,568) (1,629) (1,655) (2,727)
R&D expense (2,454) (3,614) (4,014) (4,514) (4,606) (4,799)
Operating profit (2,148) (3,316) (3,941) (4,298) (3,776) (3,003)
Interest income 175 188 261 197 169 169
Interest expense (113) (34) (55) (90) (131) (191)
Other income/expense (10,234) (13,979) (2,597) (309) (268) (224)
Pre-tax profit (12,319) (17,142) (6,333) (4,501) (4,006) (3,249)
Income tax 161 (36) 240 170 152 123
After tax profit (12,158) (17,177) (6,093) (4,330) (3,855) (3.126)
Minority interest 0) (37) (48) (34) (30) (25)
Net profit (12,158) (17,140) (6,045) (4,296) (3,824) (3,101)
Adjusted net profit (878) (1,381) (4,688) (3,796) (3,314) (2,570)
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 31,726 28,084 21,524 20,049 20,717 21,359
Cash & equivalents 11,428 16,530 7,963 6,628 7,273 7,652
Account receivables 4,584 5,776 6,072 5,622 5,294 5,132
Inventories 716 496 617 927 1,277 1,703
Financial assets at FVTPL 0 273 632 632 632 632
Other current assets 14,977 4,991 6,213 6,213 6,213 6,213
Contract assets 22 19 27 27 27 27
Non-current assets 6,753 8,860 15,903 16,012 15,854 15,612
PP&E 1,906 2,909 6,999 7,073 6,885 6,616
Right-of-use assets 336 432 315 315 315 315
Intangibles 108 225 333 368 398 425
Other non-current assets 4,402 5,294 8,256 8,256 8,256 8,256
Total assets 38,479 36,944 37,427 36,061 36,571 36,971
Current liabilities 9,822 2,795 3,323 4,634 6,691 8,604
Short-term borrowings 594 0 321 391 673 867
Account payables 1,724 2,290 2,473 3,650 5,351 6,965
Other current liabilities 7,744 177 460 529 811 1,006
Contract liabilities 244 172 208 271 346 451
Non-current liabilities 49,589 2,162 5,090 5,347 7,655 9,268
Long-term borrowings 423 340 2,907 4,537 6,818 8,394
Bond payables 66 45 12 12 12 12
Other non-current liabilities 49,100 1,778 2,171 798 825 863
Total liabilities 59,411 4,957 8,413 9,981 14,346 17,872
Share capital 0 0 0 0 0 0
Retained earnings (21,713) (40,149) (46,194) (50,490) (54,314) (57,416)
Other reserves 645 72,042 75,164 76,560 76,560 76,560
Total shareholders equity (21,068) 31,893 28,970 26,070 22,246 19,144
Minority interest 136 95 44 9 (21) (46)
Total equity and liabilities 38,479 36,944 37,427 36,061 36,571 36,971

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10
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CASH FLOW 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)
Operating
Profit before taxation (12,319) (17,142) (6,333) (4,501) (4,006) (3,249)
Depreciation & amortization 570 658 968 1,010 1,110 1,200
Tax paid (13) (38) (11) 170 152 123
Change in working capital (1,290) (2,026) (101) 1,405 1,779 1,492
Others 11,823 16,062 2,393 (106) (38) 23
Net cash from operations (1,229) (2,485) (3,084) (2,022) (1,004) (412)
Investing
Capital expenditure (1,306) (1,266) (5,167) (1,119) (952) (957)
Others (5,765) (283) (4,131) 197 169 169
Net cash from investing (7,070) (1,548) (9,298) (922) (783) (789)
Financing
Dividend paid 0 0 0 0 0 0
Net borrowings 13,327 4,769 3,389 1,699 2,563 1,771
Proceeds from share issues 0 4,643 0 0 0 0
Others (141) (34) (60) (90) (131) (191)
Net cash from financing 13,186 9,378 3,329 1,609 2,432 1,579
Net change in cash
Cash at the beginning of the year 6,673 11,428 16,530 7,963 6,628 7,273
Exchange difference (131) (243) 487 0 0 0
Cash at the end of the year 11,428 16,530 7,963 6,628 7,273 7,652
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec
Revenue 13.9% 36.4% (19.0%) 30.8% 27.6% 30.1%
Gross profit 41.5% 34.8% (22.4%) 12.8% 23.2% 30.6%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec
Gross profit margin 70.6% 69.7% 66.8% 57.6% 55.6% 55.8%
Operating margin (62.3%) (70.6%) (103.5%) (86.3%) (59.4%) (36.3%)
Adj. net profit margin (25.5%) (29.4%) (123.1%) (76.2%) (52.2%) (31.1%)
Return on equity (ROE) na (316.7%) (19.9%) (15.6%) (15.8%) (15.0%)
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec
Net debt to equity (x) na (0.5) (0.1) 0.1) 0.0 0.1
Current ratio (x) 3.2 10.0 6.5 4.3 3.1 25
Receivable turnover days 293.5 319.3 493.6 345.5 241.9 169.3
Inventory turnover days 206.2 155.4 160.5 160.0 165.0 170.0
Payable turnover days 227.8 128.9 189.9 175.3 200.9 206.9
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec
P/B na 4.1 3.8 3.7 4.4 51
EV 57,653.4 52,995.0 62,597.3 65,631.4 67,548.9 68,940.6
EV/Sales 16.7 11.3 16.4 13.2 10.6 8.3

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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Disclosures & Disclaimers
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an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM 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 CMBIGM

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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