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iQIYI (IQ US)

China’s online Disney in the making

We keep positive on IQIYI's long-term subs trend and margin improvement,
backed by its sizable users, unique original content and valuable IP. We forecast
iQIYI to deliver 11% revenue CAGR during FY20-22E, with subs price hike and
ads recowery. Given fundraising partly priced in, we think iQIYI's valuation is
attractive. Initiate with BUY with DCF-based TP US$23.2.

B An online video leader: Not only “Netflix”, but more. iQIYI is a leading
online video platform in China, with 105mn subs. Backed by its sizable users,
vibrant original content and IP reserve, we forecast iQIYI to deliver 11% rev
CAGR in FY20-22E, with subs price hike, ads recovery, and user expansion.

B Original content makes the difference. With online video industry growth
tapering off, we believe content matters more to users than traffic or subsidies.
iQIYI exceled itself with exclusive original content in both popular dramas and
variety shows. Moreover, it bore initial fruits from short-episode dramas (e.qg.
the popularity of The Bad Kids <[&#449 /4 %>), and would further enrich Light
on Series (% %)) with stronger pipeline. We expect short-episode dramas
series to stimulate its subs & brand ads momentum with higher ROI, such as
Who is Murderer<i ;2 5> in 2021 pipeline. In the long run, we see high
visibility for iQIYI to achieve its 150mn subs target, despite sequential subs
decline in next one or two quarters due to price hike.

B Price hike to unlock membership upside; Ads to bottom out. iQIYI raised
its subs price by 26% for Android customers (3/4) to lewel iOS, and new
subscription pricing plan took effect on 13 Nov. We view it positive in the long
run to unlock its ARPU upside (forecasting blended ARPU +12% YoY in
4Q20E). Given Netflix’s four major price adjustments in history, we think
iQlYI's APRU was reasonable, and it was still largely behind Netflix of
US$8.99. In terms of ads, we forecast 11% rev CAGR in FY20-22E, with
gradual ads demand recowery in post COVID-19 period. Backed by its high-
quality content pipeline, as well as enriched ads formats, we expect its ads
rev to bottom out, and grow at 14% /9% YoY in FY21/22E.

B Initiate with BUY. We set our DCF-based TP at US$23.2 (implying 3.8x/3.5x
FY20/21E P/S), below industry awerage of 6.2x FY21E P/S. Key market
concerns lie in the short-term subs fluctuation and fundraising, but have been
partly priced in, in our view. Waiting for more catalysts from: 1) hit dramas to
be launched; 2) better-than-expected ads recowvery; and 3) subs pick up.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 24,989 28,994 29,756 32,395 36,473
YoY growth (%) 43.8 16.0 2.6 8.9 12.6
Adj.netincome (RMBmn) (8,599) (8,765) (6,331) (4,223) (1,264)
EPS (RMB) (11.8) (12.0) (8.5) (5.6) 1.7)
YoY growth (%) NA NA NA NA NA
Consensus EPS (RMB) NA NA (9.5) (5.8) (2.2)
P/E (x) NA NA NA NA NA
P/S (x) 33 29 2.8 2.6 2.3
Yield (%) 0.0 0.0 0.0 0.0 0.0
ROE (%) (49) (105) (243) 540 968

Net gearing (%) Net cash Net cash Net cash Net cash  Net cash

Source: Company data, CMBIS estimates
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Investment Thesis

An online video leader: Not only “Netflix”, but more.

iQIYI is a leading long-video platform in China, with 105mn subs. Backed by its sizable
users, vibrant original content, big data and IP reserve, we forecast iQIYI to deliver 11%
revenue CAGR during FY20-22E, thanks to subs price hike, ads recowery, and user
expansion.

Original content makes the difference.

With online video industry growth tapering off, we believe content matters more to users,
than traffic or subsidies. iQIYI exceled itself with exclusive original content in both popular
dramas and variety shows. Moreower, it bore initial fruits from short-episode dramas (e.qg.
the popularity of The Bad Kids <[&#k#9 & %>), and would further enrich Light on Series (i%

% | 3) with stronger pipeline. We expect short-episode dramas series to stimulate its subs
& brand ads momentum with higher ROI, such as Who is Murderer<if £ % 5> in 2021

pipeline. In the long run, we see high visibility for iQIYI to achieve its 150mn subs target,
despite sequential subs decline in next one or two quarters due to price hike.

Price hike to unlock membership upside; Ads to bottom out.

iQIYI raised its subs price by 26% for Android customers (3/4) to level iOS, and new
subscription pricing plan took effect on 13 Nov. We view it positive in the long run, to unlock
its ARPU upside (forecasting blended ARPU +12% YoY in 4Q20E). Given Netflix’s four
major price adjustments in history, we think iQlYI's APRU was reasonable, and it was still
largely behind Netflix of US$8.99. In terms of ads, we forecast 11% rev CAGR in FY20-
22E, with gradual ads demand recowvery in post COVID-19 period. Backed by its high-
quality content pipeline, as well as enriched ads formats, we expect its ads rev to bottom
out, and grow at 14% /9% YoY in FY21/22E.

Initiate with BUY.

We set our DCF-based TP at US$23.2 (implying 3.8x/3.5x FY20/21E P/S), far below
industry average. Key market concerns lie in the short-term subs fluctuation and margin
visibility, but have been well priced in, in our view. Waiting for more catalysts from: 1) hit
dramas to be launched; 2) better-than-expected ads recowvery; and 3) subs pick up.

PLEASE READ THE ANALY ST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Focus Charts

Figure 1: Overview of iQIYI
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Source: Company data
Note: 1) as of 1H20, according to Enlightent; 2) as of 2019

Figure 2: 9% total revenue CAGR in FY20-22E Figure 3: FY21E revenue breakdown
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Figure 4: Subs trend Figure 5: Ads rev to bottom out in FY20E
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Company Overview
An online video leader: Not only “Netflix”, but more

A pioneerin video stream service

Founded in 2010, iQIlYI is a leading long-video platform in China that attracts the largest
scale of users with blockbuster drama series and variety shows. Apart from being backed
by Baidu (as its largest shareholder), the Company also partners with other Chinese
Internet companies like JD with joint-membership programs. In 2019, the Company
generated diverse revenue from membership senices (50%), online adwertising (29%),
content distribution (9%), and others (13%).

iQIYl takes a leading position against Tencent Video and Alibaba's Youku in terms of
subscribing members and drama/variety show play wlumes in 2019. In 1Q20, iQIYI also
ranked the largest video platform in China in terms of subscribing members, before
dropping behind Tencent Video in the last two quarters. According to Questmobile, iQIYI
has 567mn MAUs and 103mn DAUs as of Mar 2020, trending closely to that of Tencent
Video.

iQIYI is a pioneer among Chinese long-video platforms to produce original content, and the
Company attracts and retains users with its high-quality drama series and variety shows.
iQIYIl supplements its core video platform with fully-fledge online entertainment products,
including UGC videos, live streaming, literature, comics, VR, and movies.

Figure 6: Overview of iQIYI
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Source: Company data
Note: 1) as of 1H20, according to Enlightent; 2) as of 2019
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Figure 7: iQlYI’s revenue growth and breakdown Figure 8: Top 2 online video platforms by subs
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Figure 9: iQlYI's user demographics Figure 10: iQlYI’s user base and paying ratio
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Unique original content to build high barrier

Backed by sizeable data, iQIYI leverages its algorithm to better recommend and create
popular content. iQIYI is a pioneer to produce original internet drama, as it launched The
Lost Tomb <% # %£42> in 2015 and boosted its subscription revenue. In 1H20, iQIYI

launched the largest number of licensed and original drama series (37 TV dramas and 66
Internet dramas) among Chinese online video platforms, including exclusive blockbuster
title like The Bad Kids <F&#449 7 %> and The Long Night <5 2 # A.48>.

iQIYIl also takes the lead in producing in-house and collaborative variety shows. The
Company's flagship variety shows, such as The Rap of China < ¥ H #4t."§> and Idol

Producer <18 % 5 £>, havwe brought the Company massive traffic as well as diverse

monetization opportunities. iQIYI launched 31 variety shows in 1H20, slightly fewer than
Tencent Video, which launched 39 shows, but the Company's variety show viewership
ranked the first with popular content like Youth with You 2 < & & & 1k 2>.

In terms of content cost, iQIY] aims to achieve a balance among in-house production (33%),
licensed content (33%), and revenue sharing (33%). The Company is also actively seeking
to leverage its content and technology advantage owerseas. The Company's blockbuster
variety show Youth with You 2 was aired simultaneously in iQIYI International with subtitles
in eight languages. The show became the top hit in iQIYI International four hours after
launching, and it was also trending high on Twitter globally and especially in the SEA
countries.

PLEASE READ THE ANALY ST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Figure 11: Number of drama series launched in 1H20  Figure 12: Effective play volume of drama series

launched in 1H20
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Figure 13: Number of variety shows launched in 1H20 Figure 14: Effective play volume of variety shows
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Enhanced monetization with ads and membership

Ads and subscription fees are two primary monetization methods for Chinese video
platforms. With more exclusive original and licensed content, iQIYI's subscription fee
exceeded ad revenue in 3Q18 for the first time. From 2015 to 2019, the contribution from
adwertisement revenue decreased from 64% to 29%, while the contribution from
subscription revenue increased from 19% to 50%.

iQIYl generated advertisement revenue in diversified forms, including the in-program
advertisement where drama actors give the in-character promotion of a product during
show intervals. During the pandemic, ads segment suffered pressure since adwertisers are
more conservative on marketing budget. Howewer, ads rev began to see sequential growth
from 2Q20, backed by rising ads demand with macro recovery and strong momentum from
online advertisers. We expect ads business to continuously pick up to double-digit YoY
growth in 2021-22E.

PLEASE READ THE ANALY ST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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We expect ARPU to be the next growth engine iniQIYI's membership revenue. iQIYI raised
its subs price by 26% for Android customers (3/4) to level iOS, and new subscription pricing
plan took effect on 13 Nov. Since 2017, the Company has announced joint membership
programs with partners including JD, boosting the demand for its membership programs.
We are bullish on its ARPU upside, given iQIYI's membership price and APRU remains
significantly lower than its overseas comps.

Figure 15: China's online video Ad market forecast Figure 16: China's online video subscription forecast
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Figure 17: Membership programs of iQlYl and top global video platforms

Platform Memberhsip program Price Description
Gold VIP (continuous subscription) RMB19/month Exclusive content
QI Star VIP (continuous subscription) RMB40/month Freg advance streaming, five ghannels
Student VIP (continuous subscription) ~ RMB12/month Maximum 24 months, one device
Sports VIP RMB8/month Ad-free, 2 paid live streaming per month, commentary
, Basic US$8.99/month One device
Netflix (US) Standard US$13.99/month HD content, tw o devices
Premium US$17.99/month Ultra HD, four devices
Hulu US$5.99/month With advertisement
Hulu Hulu (No Ads) US$11.99/month Ad-free
Hulu + Live TV US$54.99/month 60+ TV channels, offline download
Y ouTube Music US$9.99/month Ad-free music, background play, dow nload
YouTube N ohTibe B amnm US$11.99/month Ad-free, background play, download, Y ouTube Originals

Source: Culture and Travel Ministry, CMBIS
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Aim to be China’s online Disney in the long run

iQIYl aims to be "China's online Disney" in the long run. Compared to Netflix's business
model that solely depends on subscription, iQIYI tends to explore more diversified
monetization opportunities and IP-oriented monetization.

Netflix's model cannot be fully duplicated to China, mainly on: 1) Netflix has first-mover
advantage to venture into streaming video, but the competition in China's video industry
has been fierce. 2) Netflix started as a DVD renting company, and its users have cultivated
the habit of paying for its content, while Chinese video platforms started to monetize by ads
for moderate user paying willingness.

iQIYI's IP-oriented monetization allows the Company to generate substantial profit from a
blockbuster title. Apart from the online video business, iQIYI has also established strong
presence in comics, nowels, live streaming, e-commerce, and other industries. The
Company lewerages its abundant video content and IPs to penetration into different user
groups.

Figure 18: iQIYI's all-fledged product offerings
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Source: Company data
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Investment Summary
Original content makes the difference

Surfing on the growing video entertainment tailwinds

Long video remains the most popular subcategory in the rapidly growing online video
industry, and benefits from online entertainment demand shifted from offline. According to
iResearch, online entertainment industry is expected to grow at 23.9% CAGR in 2019-2022,
outpacing the total online economy's CAGR of 16.3%. Time spent on online video shrank
MoM from Jun 2020 with work resumption, albeit remaining over +26% YoY. An average
Chinese netizen spent 0.5 hours per day (or 13% of leisure time) on long videos.

We believe iQIYI is well-positioned to capture the growing video entertainment tailwinds
with its high-quality content and fully-fledged ecosystem. According to iResearch, the CR1
(Top 1 player's share of total devices) of long video platforms was below 50% in Jul 2020,
while the CR1 of short video platforms is c. 68%. Online video platforms still have upside
to gain share.

iQIYl has maintained its leading position alongside Tencent Video as first-tier platforms in
online video industry. According to QuestMobile, iQlYIl and Tencent Video became the Top
2 online Jvideo platforms since Sep 2018, as their MAU/DAU fluctuated around
500mn/100mn. Although iQIYI's user/subscriber wlume declined moderately during 2Q-
3Q20 partly due to content delay, we expect iQIYI's strong content pipeline to support its
user base in the long term.

Figure 19: China’s top 5 mobile internet subsectors, Figure 20: China’s top 5 mobile internetsubsectors, by
by monthly independent device volume, in Jul 2020 daily user duration, in Jul 2020
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Source: iResearch Source: iResearch

Figure 21: Chinese netizen's average daily online Figure 22: CR1 of pan-entertainment industries in

time distribution, as of Jul 2020 China, Jul 2020
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Note: CR1 = active device share of the 1st Appin the subsector
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Distinguishing itself with innovative original content

As a pioneer in producing original content, iQIYI has leveraged its high-quality drama series
and variety shows to attract and retain users. The epidemic delayed content production in
early 2020 and negatively affected iQIYI's user growth. According to Enlightent, the drama
series/variety show viewership across platforms declined 30%/11% YoY in 3Q20, but iQIYI
maintained the leading position by taking up 40%/33% of the aggregate views.

iQIYI leads in both drama series and variety show in terms of viewership. Three of iQIYI's
hit drama series this year came from its newly launched Light on Series (i £ £)%), a
popular short-episode drama series focusing on suspense themes. The well-received
variety show launched in 2020 include both sequels like Youth with You 2 < & &% & 2>

and new names such as Fourtry <% A4k A>.

Backed by its 30+ in-house studio in FY21E (vs. < 15 in FY20), we expect iQIYI's richer
content pipeline in 2021E to provide high \isibility to its user expansion and subscription
growth. The highly anticipated drama series expected in 4Q20-1Q21E include Yu zhao
Ling < =83 4> (by the same production team as The Untamed <414 4->) and The Rebel

< ¥ i # >, and the blockbuster variety show The Big Band's third season sequel is

expected to be launched in 2Q21. Looking ahead, iQIYI would diversify its content category
into romance and comedy, in order to cater to tightening regulation and different user
preferences.

Figure 23: iQIYI’s drama series pipeline

Launching Title Producer Genre
10 Dec 2020  The Lost Tomb: Ultimate Note <48 4£it> iQIY1, H&R Century Pictures (%), Linghe Media ( 2.7) Fantasy
The World of Fantasy < % %> iQIY|, Straw bear Entertainment (#5 3 &) Fantasy
LastRomance <i#x4 % A> New Classics Media (#7 ) Romance
Dear Uniform <3 & #9 & 3> Xingjiyuan (2 % t), Datai Pictures (X £&#% 1), Zhenhe Culture  Romance
(LA XAK)
The Penalty Zone <% & # x> Jetsen (3 m% #42), Shidai Fengcai (84X 7 K) Crime
Breath of Destiny <—s#2 8 2% > iQIYI, Straw bear Entertainment, Mandala (%% %) Romance
Expected Dear Missy <7 A #) % 3#> iQIY1, Sugarman (/4% A) Life
4Q20 Palace of Devotion < % & & 3> iQIY|, Rosat (4% k) Historical
Like aFlowing River <Xz X7 2> Daylight Entertainment (iE 4 Fa &) Life
Storm Eye <3 R AR> Jiaxing Media (47), Youth Hello (& %41k %), Perfect World Spy
Minning Tow n <& T 44> Daylight Entertainment Historical
Thank Y ou Doctor <#tij 1k & 4> Jiaxing Media, Xinmeichengpin (#7 4% %), Stellar (12 2 31 /1) Romance
Broker <« gk & 3t %> Y uekai Entertainment (B%#1), inLee (i = X 4t) Romance
Court Lady < x &4 JLAT> Huanyu Entertainment (3k4%) Historical
The Rebel <#z i# %> iQIYIl, New Classics Media Spy
A Little Dilemma </)»4~7%> Linmon Pictures (45 8§ % k) Life
Dt. Appledog’s Time <3 & &9 % % 49> Gcoo Entertainment (¢ 5 &) &) Romance
Vocation of Love <{& B B% ¥ > Enlightening Entertainment Pictures (& % #% i) Comedy
The Dragnet <#| # & 547 50> iQIY|, Liu Bai Entertainment (% &), Donglun Media (% £) Crime
Good Life<A &7 %> iQIYI Life
Brpected v, zhaoLing < 218 4> QIYI, Yijin (%44 1) Fantasy
1Q21 3 IV 4
CRUSH <& sk # 4k % 1> iQIY1 Romance
Cute Dimple in Love <& & /)N %> iQIYI Romance
Brave Heart < #t 69 2> G.H.Y Culture & Media (¥4% #4t), Beijing Culture (4t % k)  Historical
Dancing in the Storm <& &> iQIY1, Ciwen Media ( % S 4%4%) Life
Special Force <#% 8 5 42> Youhug Media (# & A454L) Military
Loveis True <# 2 fi#) & 1k> Haohan (i % #1) Romance
My Treasure <z & x> iQIY1, Yuanxi(iZ#g), Tomorrow Film (% %) Life
Expected Dang Jia ZhuMu <% ‘R  #> iQIYI, Huanyu Entertainment Historical
2Q21 Sw eet Teeth <t R - 2> iQIY I Romance
Moonlight </ 5t % & w> iQIY1, Haoju (45 ] % ) Romance

PLEASE READ THE ANALY ST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 11
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Start up Together <JF s &4k A> Mahua Fun Age (775 k6% k) Comedy
Make a Wish <, 4 J&> iQIY1 Romance
My Heart <g# jgp > iQIY1 Fantasy
Out of The Dream <# 1,97 F> iQIYI, Tencent Pictures Romance
Y our Sensibility My Destiny <247 3%> iQIY1 Fantasy
Unfamiliar Lover <[ 4 &5 & A> iQIY|, Youhug Media, Tencent Penguin Pictures (4>4%% #1) Romance
A Love Never Lost <A %4 3 2 4y > iQIY1, China Media Capital (4 A 4), Wu Yuan Culture (%) Romance
Bei Zhe Nan Yuan <ib#t & 45> iQIY1, New Pow er (37 /) &) Life
Who is Murder <i % X F> iQIYI (Light on Series) Crime
Gold Panning <# 4> iQIY| (Lighton Series) Crime
Wisher <# & J& 2> iQIY1 (Lighton Series) Crime
Moses on the Plain < /)& k& & %> iQIY| (Lighton Series) Crime
?égelcted Dark Walker <& & 474> iQIYI (Light on Series) Crime
Ace Troops <X %2R o> iQIYI, Jetsen (#% X 1L), Times Media ( %X Bt k) Military
Now for Action <% #u % %2 ¥ %> iQIYI, Eternity Pictures (7 4% i) Military
Enemy <zfF> iQIYI, Eternity Pictures Crime
Forever and Ever <— 4 — > iQIY1, Croton (4g 5% %30 #7 X 3b) Romance
The Master of Cheongsam <— 37 3% 4> iQIY1, Xudong (/& % % i) Historical
Please! 8 Hours <#3t7 8/ 1> iQIYl, TVZone Media Co (¥ /- X.#) Sci-Fi
The Ideal City <2248 % 3> iQIY1, Transmit Enter (£ i#4% &) Life
Luoyang <R #¢ % fa> iQIY|, Liu Bai Entertainment Historical
Liang Jing ShiWu Ri <& %+ £ 8> iQIvI Historical
To Be With You<#j &> iQIY1 Life
Fox Spirit Matchmaker <#:y /s 224> iQIYI, Tencent Pictures Fantasy
My Heroic Husband <#f45> iQIY1, New Classics Media, Tencent Pictures Historical
The Lord of Losers <#k % #% 3> iQIY1 Comedy
Good Women <k A7 %> iQIYI Life
Her Tow n <& &4 35> iQIY1 Life
Chen Yuan< %> iQIY1 Fantasy
Expected The Gate of Renew al <= f 4> iQIY1, Youth Hello Wuxia
4Q21 Chang Ling <% > iQIYI Wuxia
Song of the Moon < A §k47> iQIYI, Yide (3% 4& X 4t) Fantasy
Love under the Full Moon <i#% A = T i54a &> IQIYI Fantasy
Comic Girl Romance < A F] 1 %> Canxing Media (2 % #1) Comedy
De Yun Theater <f& = F.4-> iQIYI, (47 Fi%) Comedy
Sisterhood <& # 4 JLH> G.H.Y Culture & Media Historical
First Time Love You, It's Not Too Late <#7:%  IQIYI Romance
AR A >
The Road of Dimsum <& s 3> iQIYI Romance
| Really Am a Superstar <& A2 X8 2> iQIY I Sci-Fi
Wacko atLaw < E j# 3 37 A> iQIY1 Legal
Wild Bloom <%7 75 4 &> iQIY1 Life
The Heart of Genius <X 7 % K %> iQIY ], Tencent Pictures Romance
Lostin Kunlun <i¥ #t %4 &> iQIY1, Inlook Media (4RiH44t) Sci-Fi
%ggcted Blocking The Sky < X > iQIY1, Croton (4% % 47 4F # F) Fantasy
Jiu Xiao Han Ye Nuan </ & #Z & %> iQIY1 Romance
Traveller of the Night <& & A> Yongle Film and Television (7 % #L) Romance
Sw ords and Love <ix, & 32> iQIY1 Wuxia

Source: Company data, CMBIS

PLEASE READ THE ANALY ST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 24: iQlYI’s variety show pipeline

Launch Time Title Producer
17 Oct 2020 Dimension Nova <k 7% 2> iQIVI
16 Nov 2020 Hahahahaha <#A-#4-s5-7594> iQIYI, TencentVideo
18 Nov 2020 Glory is Back <% 7! 32> iQIY1, Zhiliaogingnian (4= T 4 )
29 Nov 2020 The Tea Party of Beautiful Girls of the World < iQIY1
HIRAT 89 F1E 2>
4 Dec 2020 Fourtry?2 < ik &4k A 2> QY1
| Can | BB <# i 7> iQIY1, MeWe (k 4)
4Q20 Stage Boom <& Z & &> iQlYl
Drama Life <% &4 & &> iQIY1
Youthwith You3<# &4 1 3> iQIY1, Caviar Communications (& -3 s it)
Winter Ski House <4 B & & &> iQlIY1
The Romance <&/ #$ 5 & Fve> iQlYl
1021 Brother is Here <kk 4k 4 <F 2> iQ'Yl
Sister Club <4f 4k 48 47> iQIYI
| Want To Live Like This 2 <& ZiX #£ 4 & 2> iQIYI, Caviar Communications
Working Mom < Egev! 445> iQIY|, The Better Life (it 0 k)
Scream Carnival Night < » Z 4= sk &> iQIYI
The Big Band 3 <& # B X 3> iQlY1l, MeWe
New Indie Folk <74 w48 47> iQIYI
The Adventures of Detective < # X458 £> iQIY|, Transmit Entertainment (4% i%4% ),
Houhai Culture (/& i S At)
2021 To the Top <TF —3k ik iE> iQlY1
Mr. Housew ork 2 <# % 4-49 5 A 3> iQIY1, Yuehua Entertainment (/& 442 &)
1/100 <¥zk 7B > iQlIY1
Love Timing <& sk ik & 42 3> iQIYI, Transmit Entertainment, Houhai Culture
Amazing LARP <3 3] A &> iQIYI
Chunri Jiang <4 B %> iQIYI
The Rap of China 2021 <+ & #74t.7g 2021> iQlY1
Hahahahaha 2 <#-wA-vA-ehvh 2> iQIYI, TencentVideo
The Adjustment Bureau <+#-i& #LR| 5> iQlY1
321 Let's Party <3F B % Jk 2> fQIYI
Dimension Nova 2 <%k ;U#7 £ 2> iQIY1
Summer Surf Shop 2 <H B # iR JE 2> iQIY1
Last Winner <% )z & s %> iQIY1
Summer Super Night <E B #8 28 1> iQIYI

Genre
Talent show

Comedy
Culture

Forum
discussion

Business
Comedy/ debate
Talent show
Opera
Talent show
Business
Romance
Family

Talk Show
Life
Business
Gala

Talent show
Music
Detective

Talent show
Family
Talent show
Romance
Detective
Travelling
Talent show
Comedy
Detective
Game
Talent show
Business
Detective
Gala

Source: Company data, CMBIS

Short series theater to gain tractions with higher ROI
iQIYI launched its short-episode drama series, Light on Series (i £/ 3%), in Jun 2020,

which gained wide popularity. The five drama series launched in Light on Series this year
all have 12 episodes each, and among them, The Long Night <z % # f 48>, The Bad Kids
<RHbey A %>, Kidnapping Game < H # %> were rated 9.2/8.9/7.3 on the Chinese review
website Douban. iQIYl has been the long-established leader among Chinese \ideo
platforms in suspense drama production. In 2014-2020, the platform launched the largest

number of suspense drama series/exclusive suspense drama series ranking Top 10 in the
respective year, according to Endata.

The online theater enhances user stickiness by increasing the anticipation for the next
series in the theater. The targeted user groups of long-video platforms are highly
owverlapped, and users typically tend to subscribe the exclusive blockbuster content at the
time. Lewveraging the success of Light on Series, iQIYI plans to add three new theaters in
the coming two years, including Romance Series <# % &| %>, Promise Series <#j T &) 3>,

and New Year Series <7 % &) 3>.

PLEASE READ THE ANALY ST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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iQIYI's priority shift to short series can enhance the owverall ROI. In the TV drama era, series
length tended to be prolonged as it affects ad revenue and content price. In comparison,
short series tend to have higher single-episode quality and lower production cost, and the
condensed plot caters to users with fragmented spare time. Therefore, short series prove
to be highly effective in acquiring users, ads & subs monetization and improving ROI.
According to Endata, Top 10 suspense series' average series length dropped from 39 in
2019 to 22 in Sep 2020. iQIYI took a forward-looking position to shorten the series length
in 2018, and it aims to strike a balance of 50%/50% between short and long series in the
long run.

Figure 25: Number of suspense Internet drama series by platform in 2014-2020

) Cross-platforms H H
£ » 19 series 1 [l IY 9
2015 — Wu Xin: The Monster Killer < i Jfi> ‘}) O"ﬁr s;iztg;rm ™% S
— i i L Qin <k E AW> .
2016 — Medical Examiner Dr. Qin <:k & % #] Sohu 4% Times of exclusivel
18 seri Y
series broadcasting aTo
2017 — Derective Samoyeds <k @'@ % HiTYil 10 suspense Iatern:t
— Detective oyeds < fn %> — A A
2017 — Day and Night <& 70t %> .;\. 11(;QIYI» series in 2014-2020
2018 — Eagles and Youngster < X3/ ##> \ 4;;;|es
2018 — Guardian <#i#L> Youku 2014 — Ferryman < 2 #L42 >
2019 — The Longest Day in Chang'an <4+ = it &> 53123/”95 2015 — The Lost Tomb < # i iz>
° 2015 — Ferryman < # #Li% % 2>
2015 — Evil Minds <. 22 8>
2016 — Yu Zui <4 1>
2014 — Death Notify: The Darker <#& 2 %> )(6 ) 2016 — YE zﬂ: zfgggb
2015 — Death Notify: The Darker 2 < 242> -) 2016 — The Mystic Nine <#J.17>
2016 — When a Snail Falls in Love <4 844 % 15> 2019 — The Thunder <z k47>
2018 — Tomb of the Sea <> Tencent Video S T B A
2019 - Candle inthe Tomb: The Wrath of Time <& & # &> 59 series =
2020 — Candle inthe Tomb: The Lost Caverns < ## i &> 21%

Source: Endata
Note: Including Internet drama series launched betw een 1 Jan 2014 and 20 Sep 2020

Figure 26: Average number of episodes in Top 10 Figure 27: Top 10 acclaimed suspense Internet drama

suspense Internet drama series series in Jan-Sep 2020

45 Popularity ~ # episodes

The Long Night <i 2k fita> HEEE {0Vl 12

° The Bad Kids <iaf49 /4 %> mmm {IYl 12

35 The Lost Caverns <& 2> HE [ 18

The Last King of Banshan Taoist </t 2 f 6 a9l A> I 6

® Reunion: The Sound ofthe Providence 2 <& /2 2477 §2> I {0Y] 40

2 2 Ancient Defective < i 74> mm (3

A Murderous Affair in Horizon Tower </# X k4> Wl (P 17

? Reunion: The Sound of the Providence <& & 2t G 1> Ml 0V (3 32

15 My Dearly Sinful Mind <u it x> mm (3 28
Tientsin Mystic 2 <77¢2> BB @Y o4

0 Tom " 2015 " 2016~ 2017 ' 2018 © 2019 ' 2020 202

Source: Endata, includina Internet drama series launched between1  Source: Endata, including Internet drama series launched between 1 Jan
Jan 2014 and 20 Sep 2020 2014 and 20 Sep 2020
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Leveraging valuable IP chain and content ecosystem to expand TAM

iQIYI's fully-fledged pan-entertainment ecosystem laid the foundation for its IP
dewelopment and monetization. The Company uses multiple Apps to penetrate into users
with different demographics and embeds most products into its main App. The main App
also redirects users to subcategory Apps, including UGC (Suike), live streaming (Qiuxiu),
and children-oriented videos (Qibabu). The close-knit ecosystem helps to capture users'
attention, expand the TAM, and enrich the content offering on the main App.

iQIYI leverages its high-quality original and licensed PGC to dewelop valuable IP across
different media, including drama series, movies, variety shows, comics, and courses. As
iQIYI's The Long Night became a hit, the Company launched the original novel on iQIYI
Literature and crime-related courses on iQIYlI Knowledge. After adopting the nowvel, The
World of Fantasy < ® 3>, into comics, iQIYI later produced animation and drama series to

fully monetize the popular IP.

iQIYI's UGC platforms supplement its PGC content and encourage user interaction. After
iQIYI launched The Long Night, users actively post UGC videos to discuss the plot or write
fanfictions to explore alternative plot dewelopment possibilities. The UGC platforms
enhance the sense of community on iQIYI and sustain iQIYI IPs' life cycle.

Figure 28: iQlYI’s pan-entertainment offerings embedded in its main App

Source: Company data

Figure 29: iQlYI’s all-around monetization on one IP

;
Drama series Original novel Courses ‘ Fanfiction

7% ]

: Eéi

| k‘ﬂ% PR ﬁ‘f"ﬁ! “
B

Launch

WO

Produce

Source: Company data
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User expansion and price hike to unlock membership upside

Still room for user expansion

We believe iQIYI has ample room to increase its MAU and subs, and reach an achievable
subs target of 150mn in the long run. Its subs declined QoQ inrecent two quarters due to
content delay, and might see subs fluctuation in next one/ two quarters for price hike.
Howewer, this new price plan only affects android users (3/4) and non-recurring packages
(20% of total subs), and mgmts. stated that acceptable price should be higher than its
announced price based on their survey. We see high visibility for IQIYI's subs to recover,
with richer content to launch in FY21E. Next growth driver of users would derive from: 1)
richer exclusive original content; 2) lower-tier cities penetration with growing paying ratio;
and 3) iQIYI's all-screen strategy.

iQIYI is well-positioned to ride on the growing paying willingness trend in lower-tier cities.
According to iResearch, the aggregated time spent on online movie ticketing in lower-tier
cities increased by over 40% YoY in Sep 2020, suggesting enhanced entertainment
spending and online penetration. On top of that, <50% of iQIYI's subscribers came from
third-or-lower-tier cities in Sep 2020, based on QuestMobile.

We expect iQIYl to gain share in diversified video entertainment scenarios as iQIYI
advances its all-screen strategy with Qiyiguo TV, iQIYI VR, iQIYI smart home, and iQIYI
in-car entertainment. The co-membership programs sere as another driver to expand TAM
and direct traffic to iQIYI's core App. We believe the rising willingness to pay for high-quality
content will boost the paying ratio and subs.

Figure 30: Pan-entertainment expected to gain share Figure 31: Volume and effective time of China's lower-

in growing online economy tier city users on online movie ticketing
(RMB bn) ('000) ("000 hours)
L 20% 2,000 1,400
6,000 1 18% 1,800 1,200
1,600
7,000 1 16% 1,000
1 149 1,400 ,
6,000 14%
5000 1 12% 1,200 800
’ 4 10% 1,000
4,000 1 o 800 600
3,000 4 6% 600 400
2,000 1 4% 400
200
1,000 1 2% 200
0 0% 0 T 0
2015 © 2016 ' 2017 ' 2018 ' 2019 ' 2020E ' 2021E ' 2022E Sep2019 Sep 2020
mmmmm Annual interneteconomy ~—®— Pan-entertainments share = User volume —®— Aggregate monthly usage time
Source: iResearch Source: iResearch

Figure 32: Top 5 subsectors in terms of user time Figure 33: Top 5 APP in terms of user time growth in

growth in lower-tier cities in Aug 2020 lower-tier cities in Aug 2020
25 . (How) o 60% 70  (How) 4 90%
{ 0% 60 | 1 80%
20 1 70%
1 40% 50 |
1 60%
15 4 30% 40 F 4 50%
10 1 20% 30 1 40%
1 30%
1 10% 20 |
5 1 20%
1 0% 10 1 100
-10% 0 . T T T T 0%
Online video Instant Shortvideo = Card and MOBA QY| o Mengh, ~ Duok Boke p Pang, )
message chess Qibaby Shuan Xiyoy baohuang Oker aReadmg
Monthly usage duration —&— YoY growth Monthly usage duration —&8&— YoY growth
Source: iResearch Source:iResearch
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Figure 34: iQIYI's subscriber by city tierin Sep 2020 Figure 35: Smart home device volume and usage

duration growth in Sep 2019-Sep 2020
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Source: QuestMobile Source:iResearch

ARPU into growth trajectory with initial price hike

We expect iQlYI's ARPU to be another growth driver as it has entered the price hike stage.
On 13 Nov 2020, iQIYI raised its pricing for the first time in nine years, lifting Gold VIP and
Student VIP prices on android and PC to iOS device's level. We believe the price hike's
negative impact on subs wlume will be short-term, as iQIYI's current price is stil
significantly lower than its overseas peers.

The leading PGC video platform Netflix has increased its price six times while retaining
fast-growing user base and healthy financials. To increase subscription revenue, Netflix
has launched tiered plans and ramped up the monthly fee by US$1-2 per price rise. Backed
by its abundant quality content, Netflix's price rise creates a \irtuous circle, as adequate
subscription income allows Netflix to create better content and attract more users.

iQIYI's VAS innovation also drives its ARPU growth. In Dec 2019, iQlYI followed Tencent
Video to launch an advance-viewing program on its blockbuster show Joy of Life <& 4<>,

allowing users to watch more exclusive content ahead of others after paying a premium for
each episode. iQIYl also launched the Star VIP plan in May 2020, which charges
RMB40/month for the continuous monthly subscription (vs. Gold VIP's RMB19 after the
price rise). Star VIP offers additional privileges than Gold VIP, including advance-viewing
and all-screen viewing.

Figure 36: iQlYI and Tencent Video subscription fee comparison

Platform Type Continuous subscription
(cancel at any time)

Standalone subscription

Gold VIP iOS, Android, PC 1-month: RMB19 1-month: RMB25
3-month: RMB58 (RMB19.3/month) 3-month: RMB68 (RMB22.7/month)
12-month: RMB218 (RMB18.2/month) 12-month: RMB248 (RMB20.7/month)
Qv Star VIP iOS, Android, PC 1-month: RMB40 1-month: RMB60
3-month: RMB118 (RMB39.3/month) 3-month: RMB138 (RMB46.0/month)
12-month: RMB398 (RMB33.2/month) 12-month: RMB418 (RMB34.8/month)
Student VIP  iOS, Android, PC 1-month: RMB12 12-month: RMB123 (RMB10.3/month)
(maximum 24 months) (maximum 2 years)
iOS 1-month: RMB19
3-month: RMB53 (RMB17.7/month)
Standard 12-month: RMB208 (RMB17.3/month)
Tencent VIP Android, PC 1-month: RMB15 1-month: RMB20
Video 3-month: RMB45 (RMB15/month) 3-month: RMB45 (RMB15/month)
12-month: RMB178 (RMB14.8/month) 12-month: RMB198 (RMB17.3/month)
Super VIP iOS, Android, PC 1-month: RMB30 1-month: RMB50

3-month: RMB88 (RMB29.3/month)
12-month: RMB348 (RMB29.0/month)

3-month: RMB148 (RMB49.3/month)
12-month: RMB488 (RMB40.6/month)

Source: Company data, CMBIS. Not considering new member/limited-time discounts
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Figure 37: Netflix’s price rise history
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Expecting subs to grow at 11% CAGR in FY20-22E

We forecast IQIYI's subs revenue to grow at 11% CAGR in FY20-22E, driven by 5%/7%
subs /ARPPU CAGR. Subs would see short-term fluctuation (expecting QoQ decline in
4Q20E) due to price hike, but long-term trend intact. We expect ARPPU to see double-digit
YoY growth in 4Q20E.

Figure 38: iQIYI's subscriber rev estimates Figure 39: iQlYIl's subs trend
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Figure 40: iQIYI's subs ARPPU estimates
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Ads recovery in sight

Ads sentiment to recover in post COVID-10 period

Ads saw gradual recovery in post COVID-1P period, backed by rising ads demand & richer
ads format under macro recovery. According to CTR, advertisement expense declined YoY
in 1H20 for all industries except for IT products and senices, with
transportation/commercial and senices/cosmetics dropping by 42.6%/36.8%/33.7% Y oY.
With China’'s effective epidemic prevention and gradual macro recovery, the aggregate ads
YoY decline narrowed to -7% in Jul 2020.

The launch of delayed drama series and variety shows also supported iQIYI's ads revenue
recovery, since over 50% of brand advertisement is content-directed. According to CTR,
the market witnessed a substantial recovery of brand advertisement in drama series and
variety shows. In particular, the number of clothes/home appliance/personal care brands
appearing in drama series increased by 30% QoQ in 3Q20, so does the number of
alcohol/commercial and senices/transportation brands showing in variety shows.

We expect iQlYI's ad revenue to pick up as ads demand and content production recowered
from the epidemic. Mgmt. guided a single-digit YoY decrease in ads revenue in 4Q20E.

Figure 41: Advertisement expense YoY change in Figure 42: Advertisement expense changes in Jul
1H19 and 1H20 by industry verticals 2019 - Jul 2020
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Figure 43: Drama series advertisement brand name Figure 44: Variety show advertisement brand name
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Multiple engines to stimulate ads growth
In the long term, we expect iQIYI's ad revenue to be driven by algorithm optimization and
enriched ad formats.

We expect iQIYI's advanced technology to enhance advertising efficiency and stimulate
adwertisers’ paying willingness. iQIYIl introduced the QME (Quality, Monitoring, and
Evaluation) in Jul 2020 to enhance the efficiency of massive in-frame ads. The QME
standard simplifies adwertisers' input, and Al will automatically post the ad into pre-
determined spots. iQIYI also real-time monitors and evaluates ad effect, reporting average
screen share, viewing time, and viewership per person.

To enrich the in-App advertisement, iQIYI launched the huge-screen Plus ad in Aug 2020.
The huge-screen ad inwlves user interaction, as users can use adwertiser-customized
unlock pattern to click into the full-screen ad. Such an adwertisement generates twice the
click rate than an ordinary huge-screen ad. iQIY|l also cooperates with brand names to
launch innovative promotion campaigns, including the crossover between Light on Series
and KFC, as well as Mengniu's all-around title sponsorship for Youth with You 2.

Figure 45: iQlIYI’'s huge-screen Plus ad
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Source: iResearch, CMBIS

Figure 46: Enriched advertising format for drama series and variety shows
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Expecting ads to bottom out

We forecast 11% ad rev CAGR in FY20-22E, with gradual ads demand recovery in post
COVID-19 period. Backed by its high-quality content pipeline, as well as enriched ads
formats, we expect its ads rev to bottom out, and grow at 14% /9% YoY in FY21/22E. Its
ads rev has seen sequential growth since 2Q20, and we forecast it to continuously increase
QoQ in next few quarters.

Figure 47: iQIYI's ads rev estimates Figure 48: iQlYl's quarterly ads rev trend
10,000 - 50% 2500 ¢ - 5%
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9,000 - 40% L 0%
8,000 2000 |
L 30%
7,000 F 5%
L 20%
6,000 1500 | - -10%
5,000 b 10%
- -15%
4,000 L 0% 1000 F 0
3,000 L.
| 1o% 20%
2,000 500 |
1,000 [ -20% [ 2%
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Source: Company data, CMBIS estimates Source: Company data, CMBIS estimates
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Financial Analysis
Revenue Breakdown

We forecast iQlYI revenue to grow at 3%/9%/13% in FY20/21/22E, in which membership
senice continues to be the largest revenue contributor in the long run. By segment, we
expect membership/ads to grow at CAGR of 11%/11% in FY20-22E.

Key topline drivers come from:

1) Membership: forecasting 11% rev CAGR in FY20-22E, mainly supported by rising
subs & price hike, coupled with enriched original content offerings. We expect its subs
to decline QoQ in 4Q20E, as new subscription pricing plan took effect on 13 Nov, while
blended ARPU to see low-teens YoY growth. Subscribers would see negative effect
from new pricing plan in one or two quarters, but would pick up in 2H21E.

2) Online advertising: 11% rev CAGR in FY20-22E, with gradual ads demand recovery
in post COVID-19 period. Backed by its high-quality content pipeline, as well as
enriched ads formats, we expect its ads rev to bottom out, and grow at 14% /9% YoY
in FY21/22E.

3) Content distribution & Others: forecasting this segment with 20% rev mix in FY20-
22E. We expect its IP value chain enhancement to unlock its potential, if executed well.

Figure 49: Rev estimates Figure 50: Rev growth breakdown
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30,000 f 60% b
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40% |
20,000 f
20% |
15,000 f /
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0 x v v v v -40% *
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Source: Company data, CMBIS estimates Source: Company data, CMBIS estimates
Figure 51: Rev mix trend Figure 52: FY21E revenue breakdown
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Figure 53: Revenue driver estimates

Revenue (RMB mn, Dec-YE FY1l7 FY18 FY19 FY20E FY21E FY22E
Membership services 6,536 10,623 14,436 16,901 18,125 20,701
Online advertising services 8,159 9,328 8,271 6,847 7,787 8,463
Content distribution 1,192 2,163 2,519 2,339 2,189 2,277
Others 1,492 2,876 3,768 3,669 4,295 5,033
Total 17,378 24,989 28,994 29,756 32,395 36,473
% YoY FY17 FY18 FY19 FY20E FY21E FY22E
Membership services 74% 63% 36% 17% 7% 14%
Online advertising services 44% 14% -11% -17% 14% 9%
Content distribution 138% 81% 16% -7% -6% 1%
Others 13% 93% 31% -3% 17% 17%
Total 55% 44% 16% 3% 9% 13%
% of revenue contribution FY17 FY18 FY19 FY20E FY21E FY22E
Membership services 38% 43% 50% 57% 56% 57%
Online advertising services 47% 37% 29% 23% 24% 23%
Content distribution 7% 9% 9% 8% 7% 6%
Others 9% 12% 13% 12% 13% 14%
Total 100% 100% 100% 100% 100% 100%

Source: Company data, CMBIS estimates
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Income Statement

We expectbetter margin outlook in the long run, but priority is still content initiatives.
As mgmt. prioritizes content enhancement owver profitability, iQIYl would still invest in
content in the short to middle term, especially in its original content. But in the long run, we
expect margin improvement for scale effect, price hike and operating leverage.

We expect gross margin to improve to 5%/12%/19% in FY20/21/22E, in which content
cost/rev ratio decreased to 63% in FY22E, from 77% in FY19 (absolute number still
increases) for actor salary cap, decreasing production cost & licensed content cost.

We forecast opex ratio to decrease to 22.7% in FY22E from 27.3% in FY19, attributable to
1) scale effect; 2) enhanced productivity and operating leverage; and 3) efficient marketing
strategy with moderate discount, under relatively stable competitive landscape.

As aresult, we forecast its adj. net loss to reach RMB4.2bn/RMB1.3bn in FY21/22E, with
adj. net loss margin narrowing to-3% in FY22E.

Figure 54: Income statement

RMB mn, Dec-YE FY17 FY18 FY19 FY20E FY21E FY22E
Net revenue 17,378 24,989 28,994 29,756 32,395 36,473
Cost of revenue (17,387)  (27,133) (30,348) (28,371) (28,465) (29,614)
Gross profit (8) (2,144) (1,355) 1,384 3,930 6,859
Selling and distribution expenses (2,146) (3,379) (3,888) (3,889) (4,092) (4,188)
Administrative expenses (529) (789) (1,348) (1,352) (1,384) (1,175)
R&D (1,270) (1,995) (2,667) (2,702) (2,807) (2,941)
Operationg (loss)/profit (3,953) (8,306) (9,258) (6,559) (4,352) (1,445)
Other expenses 209 (676) (967) (1,234) (1,117) (1,228)
(Loss)/profit before income tax (3,744) (8,982)  (10,225) (7,793) (5,469) (2,673)
Income taxes (expense)/credit 8 (79) (52) 47) (50) (50)
(Loss)/profit for the year 973 (9,409)  (10,325) (7,858) (5,519) (2,723)
Adj. net profit (3,867) (8,599) (8,765) (6,331) (4,223) (1,264)

Margin Analysis

Gross margin 0% -9% -5% 5% 12% 19%
Operating margin -23% -33% -32% -22% -13% -4%
Adj. net margin -22% -34% -30% -21% -13% -3%

Growth Analysis

Revenue 44% 16% 3% 9% 13%
Gross profit NA NA NA 184% 75%
Operating profit NA NA NA NA NA
Ad. net profit NA NA NA NA NA

Source: Company data, CMBIS estimates

Figure 55: CMBIS estimates vs consensus
CMBIS Consensus Diff (%)
RMB mn, Dec-YE FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E

Revenue 29,756 32,395 36,473 29,878 33,855 38,769 -0.4% -4.3% -5.9%
Gross Profit 1,384 3,930 6,859 1,262 3,794 6,534 9.7% 3.6% 5.0%
Operating Profit (6,559) (4,352) (1,445) (6,525) (4,654) (1,736) NA NA NA
Adj. net profit (6,331) (4,223) (1,264) (7,064) (4,731) (1,746) NA NA NA
EPS (RVB) (8.55) (5.58) (1.65) (9.48) (5.81) (2.24) NA NA NA
Gross Margin 4.7% 12.1% 18.8% 4.2% 11.2% 16.9% +0.4ppts +0.9ppts +2.0ppts
Operating Margin -22.0% -13.4% -4.0% -21.8% -13.7% -4.5% -0.2ppts +0.3ppts +0.5ppts
Net Margin -21.3% -13.0% -3.5% -23.6% -14.0% -4.5% +2.4ppts +0.9ppts +1.0ppts

'Source: Company data, Bloomberg, CMBIS estimates
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Balance Sheet

According to our estimates of profit before taxation and change in working capital, MD has
solid operating cash flow & financing cash flow in supporting CAPEX in the next three years,
despite net loss position in FY19-22E. We expect iQlYI to hold RMB1.4bn/RMB556mn
cash and cash equivalent as of 31 Dec of 2020E and 2021E.

Figure 56: Balance Sheet

RMB mn, Dec-YE FY17 FY18 FY19 FY20E FY21E FY22E
Non-current assets 14,500 24,906 24,520 28,622 29,064 30,187
Fixed asset 1,249 1,618 1,754 1,956 2,171 2,483
Long-term investments 568 2,572 2,982 2,982 2,982 2,982
Licensed copyrights, net 4,558 6,641 6,287 6,687 8,312 10,169
Others 8,125 14,075 13,496 16,997 15,600 14,553
Current assets 5,701 19,853 20,273 15,306 14,968 16,588
Cash 733 4,586 5,935 1,404 556 1,030
Restricted cash 0 2,174 975 975 975 975
Short-term investments 780 6,062 4,579 4,579 4,579 4,579
Account receivable 2,235 2,889 3,628 3,263 3,463 3,799
Others 1,952 4,142 5,156 5,085 5,395 6,205
Current liabilities 11,626 19,812 20,173 25,812 30,140 32,147
Account payable 7,041 10,162 8,212 9,172 9,202 9,574
Customer advances and deferred revenue 1,634 2,195 3,081 3,162 3,443 3,876
Accrued liabilities 2,511 3,632 3,795 3,498 3,509 3,651
Short-term borrowings 299 3,046 2,618 7,618 11,618 12,618
Others 140 776 2,466 2,362 2,367 2,428
Non-current liabilities 293 6,792 14,904 14,904 14,904 14,904
Convertible senior notes 0 4,712 12,297 12,297 12,297 12,297
Others 293 2,079 2,608 2,608 2,608 2,608
Mi 4 119 42 42 42 42
Total Equity (14,315) 18,274 9,656 3,152 (1,071) (2,335)
Shareholders' equity (14,319) 18,156 9,613 3,110 (1,114) (2,378)

Source: Company data, CMBIS estimates
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Cash Flow and Working Capital

Vast user base and solid cross-selling ensure strong operating cash flow

Given its rising subs, price hike and margin improvement, we expect iQIY| to maintain its
solid operating cash inflow trend and record RMB6.5bn/ RMB5.7bn/RMB8.6bn of operating
cash inflow in FY20/21/22E, respectively.

Figure 57: Operating cash flow projections
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Source: Company data, CMBIS estimates

Figure 58: Cash flow and working capital analysis

RMB mn, Dec-YE FY17 FY18 FY19 FY20E FY21E FY22E
Cash Flow

Operating cash flow 4,012 2,884 3,907 6,468 5,727 8,632
CAPEX (10,220)  (15,060) (12,831) (16,013) (10,575)  (11,158)
Others (441) (5,890) 1,081 ()] 0 0
Investing cash flow (10,661)  (20,949) (11,750)  (16,014) (10,575)  (11,158)
Proceeds from share issuance 46 14,916 107 0 0 0
Others 6,516 8,559 7,774 5,014 4,000 3,000
Financing cash flow 6,561 23,475 7,880 5,014 4,000 3,000
Cash at period end 733 6,760 6,910 2,378 1,530 2,004

Source: Company data, CMBIS estimates
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Valuation

Investment Thesis

We initiate BUY with DCF-based TP of US$23.2, implying 3.8x/3.5x FY20/21E P/S.
Despite short-term subs fluctuation for prick hike, we keep confident on iQIYI's long-term
sub trend and ads recovery, backed by its vibrant original content pipeline. iQIYI's positive
price drivers and catalysts would originate from: 1) hit dramas to be launched; 2) better-
than-expected ads recovery; and 3) subs pick up. iQlYI's share price pulled back recently
for fundraising dilution (proposed CB and ADS offering on 16 Dec, 2020) and soft subs
momentum. We initiate BUY at this moment for its attractive valuation and already-low
expectation with potential subs fluctuation in next few quarters.

Initiate with BUY

We use DCF valuation as our primary method since it is suitable to apply DCF valuation to
internet companies with healthy cash flows in the long run, but at net loss currently.
Assuming a WACC of 13.0% and a terminal growth rate of 3%, our estimated TP is
US$23.2, representing 3.8x/3.5x FY20/21E P/S, still below industry average of 8.0x/6.2x
FY20/21E P/S.

Figure 59: DCF valuation
DCF valuation (RMB mn

2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E

EBIT (5,034) (2,948) 128 3,652 6,573 10,385 14,280 18,564 23,205 27,846
Tax (47) (50) (50) (100) (200) (250) (1,035) (1,517) (1,688) (1,850)
D&A 15,662 13,643 13,171 12,136 10,937 10,373 10,379 11,097 11,853 12,468
Working capital -3,288 -3,693 -3,275 -1,910 -2,948 -2,419 -2,121 -2,288 -1,741 -2,795
CAPEX (16,013) (10,575) (11,158) (14,030) (10,224) (8,462) (15,831) (6,898) (17,731) (7,154)
FCF (8,720) (3,623) (1,184) (251) 4,138 9,627 5,671 18,958 13,898 28,516
FCF Growth -58% -67% -79% -1747% 133% -41% 234% -27% 105%
Terminal Value 305,440
PV (FCF+ Terminal Value) (8,720) (3,217) (934) (176) 2,572 5,315 2,780 8,252 5372 114,627

Assumptions

WACC 12.6%

Taxrate 15.0%

Risk free rate 3.6%

Beta 1.10

Market risk return 11.8%

Debt/Assets 0.0%
Terminal growth rate 3.0%
Debt value 0

11% 12% 13% 14% 15%

15% [ 269 223 200 157 131
PV 125,872 2.0% 28.4 235 21.0 16.3 13.7

minus: Net cash 13,963 Growth 2.5% 30.1 247 22.0 171 14.3

minus: Minority Interest 0 3.0% 32.0 26.1 17.9 14.9
Equity Value 111,909 3.5% 34.1 27.7 24.5 18.8 15.6
Shares (mn) 739 4.0% 36.5 29.5 26.0 19.8 16.4
Target Price (US$) based on DCF 23.2 4.5% 39.4 314 27.6 20.9 17.2
Source: Company data, Bloomberg, CMBIS estimates
Note: FX = 6.53
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Peers comparison

As a crosscheck, we selected 4 entertainment giants, 8 subs peers and 5 ads peers for
comparison. The industry multiple is 6.2x FY21E P/S, 68% higher than our DCF-based
multiple of 3.8x/3.5x FY20/21E P/S.

Netflix and Mango could be the most comparable one, for the similar business. Currently,
Netflix and Mango’s FY21E P/Swas 8.0x/6.2x, largely above our TP-based multiple of 3.5x.
Since Netflix is a clear leader in global market and 98% rev mix from subs, market might
prefer to value iQIYI with a multiple at a discount of Netflix. Howewer, iQIYI is now trading
at 2.6x FY21E P/S, with attractive valuation. And we think our TP is not demanding for
iQIYI, since iQIYI exceled itself with high-quality original content creation, data analytics to
better target user preference and valuable IP resene. Its potential hit drama, ads recovery
and subs pick-up would bring further upside, if executed well.

Figure 60: Peers valuation

Ticker Mkt cap CMBI CMBI Currency Price EV/EBITDA FY0-2
(USD mn) Rating TP EPS

iQiyi IQ US 13,499 BUY  23.2 CNY 17 NA NA NA 30 26 23 NA  NA NA  NA
Internet giants
Tencent 700 HK 717,294 BUY 669 HKD 580 383 30,7 255 97 79 66 273 225 187 23%
Alibaba BABAUS 703,466 BUY 359 UsD 260 254 21.0 171 66 50 42 206 162 134 22%
Disney DIS US 313,015 NR NA UsD 173 1143 921 363 48 45 36 391 355 210 75%
Netflix NFLXUS 236,117 NR __NA USD 534 807 556 422 95 80 69 484 385 292 38%
Average 647 499 302 7.7 63 53 339 282 206 40%
VAS & Subscribers
Mango 300413C+ 17,885 NR NA CNY 66 662 544 452 75 62 53 215 17.6 147 21%
Bilibil BILI US 29,421 BUY 62 Usb 8 NA NA 2407.9 163 112 83 NA NA 1551 NA
TME TME US 31,303 NR NA Usb 19 416 335 263 7.0 57 48 403 300 231 26%
Huya HUYA US 492 NR NA UsD 21 264 199 148 30 24 20 216 135 94 34%
Douyu DOYU US 3880 NR NA UsD 12 295 201 156 26 21 1.8 238 118 7.9 37%
Momo MOMO US 2,872 HOLD 16 usb 14 7.8 73 62 13 1.2 1.0 43 46 37 12%
YY YY US 6,663 BUY 130 uUusb 82 198 164 119 1.7 15 13 103 90 63 2%
China Literature 772 HK 7,580  NR NA HKD 58 NA 369 281 62 48 40 NA 346 244 NA
Average 319 269 3195 57 44 36 203 17.3 306 26%
Advertising
Baidu BIDU US 65,722 BUY 173 UsD 193 200 191 166 40 35 31 137 122 104 10%
Weibo WB US 10,469 NR NA UsD 46 232 186 163 64 56 52 199 155 136 19%
Facebook FB US 787,268 NR  NA UsD 276 27.7 248 208 94 75 63 166 144 119 15%
Snapchat SNAP US 78,954 NR NA USD 53 NA 2704 936 323 226 169 6233.8 1543 686 NA
Twitter TWTRUS 44,436 NR __NA USD 56  NA 651 481 123 10.0 86 381 293 245 NA
Average 236 796 391 129 99 80 12644 451 258 15%
Total Average 401 491 169.0 80 62 51 4386 287 268 28%

Source: Bloomberg
Note: Data updated by Dec 20, 2020; Snapchat w as excluded as an outlier to estimate total average multiple

Key Investment Risks

Key investment risks may derive from: 1) intensified competition landscape; 2) slowdown
of subs due to price hike; 3) regulation uncertainty; 4) content delay; 5) slower-than-
expected ads recovery for macro uncertainty; and 6) external financing need.
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 24,989 28,994 29,756 32,395 36,473 Netincome (9,061) (10,277) (7,840) (5,519) (2,723)
Membership services 10,623 14,436 16,901 18,125 20,701 D&A 14,980 17,169 15,662 13,643 13,171
Online advertising 9,328 8,271 6,847 7,787 8,463 Changein WC (3,574) (4,206) (3,288) (3,693) (3,275)
Segtl)cne:;ntdis;tribution 2,163 2,519 2,339 2,189 2,277 Others 539 1,221 1,935 1,296 1,459
Others 2,876 3,768 3,669 4,295 5,033 Operating CF 2,884 3,907 6,468 5,727 8,632

COGS (27,133) (30,348) (28,371) (28,465) (29,614)

Gross profit (2,144) (1,355) 1,384 3,930 6,859 Capex (15,060) (12,831) (16,013) (10,575) (11,158)
Purchase of long-tem (883) (706) - - -
investments

S&M (3,379) (3,888) (3,889) (4,092) (4,188) Others (5,006) 1,788 0) - -
Admin.Exp. (789) (1,348) (1,352) (1,384) (1,175) InvestingCF (20,949) (11,750) (16,014) (10,575) (11,158)
R&D (1,995) (2,667) (2,702) (2,807) (2,941)

Operating profit (8,306) (9,258) (6,559) (4,352) (1,445) Equityraised 14,916 107 - - -

Change of Debts 3,752 350 5,000 4,000 1,000
Other income/(exp), (676) (967) (1,234) (1,117) (1,228) Cash from CB raised 5,035 7,910 - - 2,000

;ite-tax Income (8,982) (10,225) (7,793) (5,469) (2,673) Others (228) (486) 14 - -

Financing CF 23,475 7,880 5,014 4,000 3,000
Income Tax (79) (52) 47) (50) (50)

Net profit (9,409) (10,325) (7,858) (5,519) (2,723) Netchangeincash 6,027 150 (4,532) (848) 474

Adj. net profit (8,599) (8,765) (6,331) (4,223) (1,264) Cash (begofyr) 733 6,760 6,910 2,378 1,530
FX 617 112 - - -
Cash (end of yr) 6,760 6,910 2,378 1,530 2,004

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 24,906 24,520 28,622 29,064 30,187 Sales mix (%)

Fixed asset 1,618 1,754 1,956 2,171 2,483 Membership 42.5 49.8 56.8 55.9 56.8

Long-term investments 2,572 2,982 2,982 2,982 2,982 sErc\)”nclier?e advertising 37.3 28.5 23.0 24.0 23.2

Licensed copyrights, 6,641 6,287 6,687 8,312 10,169 Segcl)Cnethtdistribution 8.7 8.7 7.9 6.8 6.2

?)?fgers 14,075 13,496 16,997 15,600 14,553 Others 11.5 13.0 12.3 13.3 13.8
Total 100.0 100.0 100.0 100.0 100.0

Current assets 19,853 20,273 15,306 14,968 16,588

Cash 4,586 5,935 1,404 556 1,030 Growthrate (%)

Restricted cash 2,174 975 975 975 975 Revenue 43.8 16.0 2.6 8.9 12.6

Short-term investments 6,062 4,579 4,579 4,579 4,579 Gross profit 26001.2 (36.8) (202.2) 183.9 74.5

Accountreceivable 2,889 3,628 3,263 3,463 3,799 EBIT NA NA NA NA NA

Others 4,142 5,156 5,085 5,395 6,205 Adj. net profit NA NA NA NA NA

Current liabilities 19,812 20,173 25,812 30,140 32,147 P&L ratios (%)

Account payable 10,162 8,212 9,172 9,202 9,574 Operating margin (33.2) (31.9) (22.0) (13.4) (4.0)

Customeradvances 2,195 3,081 3,162 3,443 3,876 Pre-tax margin (35.9) (35.3) (26.2) (16.9) (7.3)

and deferred revenue

Accrued liabilities 3,632 3,795 3,498 3,509 3,651 Adj. net margin (34.4) (30.2) (21.3) (13.0) (3.5)

Short-term borrowings 3,046 2,618 7,618 11,618 12,618 Effective taxrate (0.3) 0.2) 0.2) 0.2) (0.1)

Others 776 2,466 2,362 2,367 2,428
Returns (%)

Non-current liabilities 6,792 14,904 14,904 14,904 14,904 ROE (49.5) (105.2) (242.7) 540.4 968.0

Convertible senior 4,712 12,297 12,297 12,297 12,297 ROA (19.2) (19.6) (14.4) 9.6) 2.7)

(rl)ct)éisrs 2,079 2,608 2,608 2,608 2,608
Per share

MI 119 42 42 42 42 EPS (RMB) (11.81) (11.97) (8.55) (5.58) (1.65)

Total Equity 18,274 9,656 3,152 (1,071) (2,335) DPS (RMB) 0.00 0.00 0.00 0.00 0.00

Shareholders' equity 18,156 9,613 3,110 (1,114) (2,378) BVPS (RMB) 9.33 9.49 3.22 2.02 2.62

Source: Company data, CMBIS estimates
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