UOBKayHian

COMPANY RESULTS

Baidu Inc (9888 HK)
2Q24: Earnings Beat; Modest Online Ad Growth; Solid Al Cloud Revenue Growth

Baidu’s 2Q24 results were within expectations. Revenue remained flattish yoy at
Rmb33.9b, in line with consensus estimate. Gross margin inched down 1ppt yoy to
51.7%, within consensus expectation. Non-GAAP operating profit was Rmb7.5b, up 2%
yoy, while non-GAAP operating profit margin came in at 22%. Non-GAAP net profit
declined 8% yoy to Rmb7.4b, exceeding consensus estimate by 11%. Maintain BUY with
a lower target price of HK$110.00 (US$123.00).

2Q24 RESULTS
Year to 31 Dec (Rmbm) 2Q23 1Q24 2Q24 goq yoy UOBKH Var  Cons Var
Total Net revenue 34,056 31513 33931 8% 0% 35641 -48% 34108 -0.5%
Online marketing services 21,081 18,490 20,625 12% 2% 21,864 -5.7%
Others 12,975 13,023 13,306 2% 3% 13,778  -3.4%
COGS 16,167 15291 16,398 % 1% 17469 -6.1%
Gross profits 17,889 16,222 17,533 8% 2% 18172  -35% 17594  -0.3%
GPM 525% 515% 51.7% 02ppt (1ppt) 51.0% 0.7ppt 51.6% 0.1ppt
Operating expenses 12,873 10,846 11,735 8% 9% 12,961  -9.5%
Non-GAAP operating income 7,334 6,673 7,500 12% 2% 7,463 0.5%
Non-GAAP OPM 22% 21% 22% 09ppt 06ppt 20.94% 1.2 ppt
Non-GAAP net income 7,998 7,011 7,396 5% 8% 749 -13% 6,682 10.7%
Non-GAAP EPS (RMB) 2255 1991  21.02 6% 1% 2127 -12% 185  13.4%
Non-GAAP Net Margin 235% 222% 21.8% (05ppt) (2ppt) 21.0% 08ppt 19.6% 2.2 ppt

Source: Baidu Corp Ltd, UOB Kay Hian
RESULTS

¢ Flattish top-line growth in 2Q24. Baidu Inc’s (Baidu) core search revenue edged up 1%
yoy to Rmb26.7b in 2Q24 (1Q24: 3.5% yoy), pressured by the retail segment’s soft growth
but bolstered by generative Al-powered ads monetisation. Online marketing revenue
declined 2% yoy in 2Q24 vs a 3% yoy growth in 1Q24, primarily hampered by a challenging
macro environment leading to weakness in verticals including real-estate and franchising.
Baidu believes the advertising recovery visibility remains lacklustre throughout 2H24.
However, we expect Baidu's overall revenue growth to be anchored by Rmb100m
incremental revenue per quarter contributed by generative Al (GenAl), with large language
model (LLM)-related revenue expanding to several billion renminbi in 2024. In Jun 24, Baidu
App’s monthly active users (MAU) grew 4% yoy to 703m. At this current juncture, 18% of
Baidu's search results were generated by Al, up from 11% in May.

Margin overview. Gross margin inched down 1ppt yoy at 51.7%, with higher contribution
from low margin businesses. 2Q24 non-GAAP operating income came in at Rmb7.5b, with
non-GAAP operating margin expanding 1ppt yoy to 22%, despite increased investment in
Ernie Bot. Baidu Core also delivered 26.2% core operating profit margin in 2Q24, improving
marginally from 2Q23's 24.7%. Non-GAAP net profit fell 8% yoy to Rmb?7.4b, translating to a
net margin of 22%.

KEY FINANCIALS

Year to 31 Dec (Rmbm) 2022 2023 2024F 2025F 2026F
Net turnover 123,221 134,598 136,873 146,225 154,026
EBITDA 21,934 29,246 30,763 33,177 30,291
Operating profit 15,457 21,856 24,152 26,390 23,165
Net profit (rep./act.) 7,534 21,549 24,713 27,235 30,517
Net profit (adj.) 20,680 28,747 28,602 31,957 36,398
EPS (Fen) 728.0 1,009.6 1,018.2 1,069.4 1,194.1
PE (x) 10.9 7.8 7.8 7.4 6.6
P/B (x) 1.0 0.9 0.8 0.8 0.7
EV/EBITDA (x) 8.3 6.2 5.9 5.5 6.0
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Net margin (%) 6.1 16.0 18.1 18.6 17.6
Net debt/(cash) to equity (%) (26.5) (10.9) (17.7) (22.3) (26.6)
ROE (%) 3.5 9.2 9.5 9.3 9.3
Consensus net profit - - 26,961 28,524 31,274
UOBKH/Consensus (x) - - 1.06 1.12 1.16

Source: Baidu Inc, Bloomberg, UOB Kay Hian

BUY

(Maintained)

Share Price HK$86.45
Target Price HK$110.00
Upside +27.2%
(Previous TP HK$126.00)

COMPANY DESCRIPTION

Baidu Inc is a leading internet company that
offers algorithmic search, enterprise search,
news, voice assistance, online storage and
navigation services.

STOCK DATA
GICS sector Communication Services
Bloomberg ticker: 9888 HK
Shares issued (m): 2,280.4
Market cap (HK$m): 242,511.2
Market cap (US$m): 31,105.5
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STOCK IMPACT 12-MONTH FORWARD PE BAND

¢ Encouraging Al cloud growth trajectory in 2Q24. Other revenue elevated 3% yoy (vs-1% 4«
yoy in 1Q24), mainly bolstered by the resilient Al Cloud revenue which grew 14% yoy to =
Rmb4.7b (4Q23: 8%). This was primarily spurred by: a) incremental revenue generated from
GenAl and LLM which accounted for 9% of Al Cloud revenue (vs 5% in 4Q23), and b)
integration with Baidu’s traditional CPU cloud business. In Jun 24, Baidu expanded the
ERNIE family of models with the launch of ERNIE 4.0 Turbo, offering capabilities for typical
use cases, and designed to run faster and at lower cost compared with ERNIE 4.0.
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Source: Bloomberg, UOB Kay Hian

Focusing on monetisation and loss reduction progress for Apollo Go. Apollo Go
provided about 899,000 rides in 2Q24, up 26% yoy. As of 28 Jul 24, the cumulative rides
provided to the public by Apollo Go surpassed 7m. On 19 June, Apollo Go started offering
100% fully driverless operations in practically the entire Wuhan municipality, its largest
operational city, marking a significant milestone. Meanwhile, the sixth-generation of
autonomous vehicle, the RT6, is currently undergoing scalable testing.

Glimpse on iQiyi’s 2Q24 performance. iQiyi delivered subdued revenue growth of -5% yoy
to Rmb7.4b (1Q24: -5%), hampered by advertising revenue decline of 2% yoy, mainly
dragged by membership subscription revenue. iQiyi’s operating margin dropped 7ppt yoy to
6.7% in 2Q24, attributed to lacklustre advertising recovery.

Share repurchases. In 2Q24, Baidu returned US$301m to shareholders, bringing the
cumulative repurchase of US$1.2b (4% of market cap) under the 2023 share repurchase
programme. With this, there is an aggregate of US$3.8b remaining under the 2023 share
repurchase programme until the end of 2025.

EARNINGS REVISION/RISK

o We lower our 3Q24/2024 revenue forecast by 5%/4% respectively, translating to revenue
growth of 2%/2% in view of the flattish revenue growth in 2Q24. We trimmed our 3Q24/2024
non-GAAP net profit forecast by 1%/1% and expect Baidu to deliver adjusted net profit of
Rmb7.5b/Rmb28.8b, respectively, with a net margin of 20%/20%.

o Risk: a) Weaker advertising business due to the soft macro environment and fierce
competition in China’s advertising industry, b) uncertainties over the autonomous driving
segment, and c) the US ban on the supply of high-end chips to Chinese tech giants.

VALUATION/RECOMMENDATION

¢ Maintain BUY with a lower target price of HK$110.00 (US$123.00). We assign core PE of
4x for 2025 in view of the lacklustre growth momentum. Our target price implies 8.7x 2025F
PE against 2025-28 EPS CAGR of 8%, with PEG of 1.1x. The company is currently trading
at 6.7x 2025F PE, below its historical mean of 15.5x.

SHARE PRICE CATALYST

¢ a) Market share expansion in the Al cloud segment and autonomous driving segment, b)
higher monetisation rates across all business units, and c) increase in synergies between
Baidu’s core business and new initiatives.

SOTP VALUATION

Valuation Valuation Baidu's stake
Segment (US$mn) Rev 25F NOPAT 25F  P/E (x) 2025F  EV/S (x) 2025F (Rmb m) (US$ m) (%) To Baidu $/share
Core, Advertising 11,059 3,586 4 1 102,976 14,342 100.0 14,342 38
Cloud (ex ADE) 1,626 3 35,017 4,877 100.0 4,877 13
iQiyi, long form video 4,571 0.8 25,209 3,511 56.2 1,973 5
Autos 1,680 3 37,932 5,283 80.4 4,250 11
- Apollo (ADE, Robotaxi) 1,235 26,517 3,693 100.0 3,693 10
- Intelligent EV 446 11,414 1,590 35.0 556 1
Xiaodu 843 3 15,796 2,200 60.0 1,320 4
Subtotal 26,762 72
Total investments 4,554 12
Core op. + investments 30,405 81
Net cash 26,903 72
NAV 22,213 3,622 22 57,308 153
less holdco discount 20% (11,462) (31)
Total, in US$m 22,213 17 45,846 123
Total, in HK$m 330,093 110

Source: Baidu, UOB Kay Hian
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PROFIT & LOSS

Year to 31 Dec (Rmbm)

Net turnover

EBITDA

Deprec. & amort.

EBIT

Total other non-operating income
Associate contributions

Net interest income/(expense)
Pre-tax profit

Tax

Minorities

Net profit

Net profit (ad].)

CASH FLOW

Year to 31 Dec (Rmbm)
Operating

Pre-tax profit

Tax

Deprec. & amort.

Working capital changes
Other operating cashflows
Investing

Capex (growth)

Others

Financing

Dividend payments

Issue of shares

Loan repayment
Othersfinterest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent

Changes due to forex impact
Ending cash & cash equivalent

2023
134,598
29,246
7,390
21,856
1,490
(2,909)
4,761
25,198
(3,649)
1,234
21,549
28,747

2023
36,615
25198
(3,649)

7,390

(13,067)
20,743

50,397)

11,190)

39,207)

14,162)

(1,200)

0
2,120

(15,082)

(27,944)
65,236

282
36,734

(
(
(
(

2024F
136,873
30,763
6,612
24,152
(1,062)
(35)
6,545
29,600
(4,886)
1,146
24,713
28,602

2024F
40,106
29,600
(4,886)
6,612
(15,094)
23,875
(18,796)
(15,112)
(3,684)
(7,138)
103

103

0
(7,344)
14171
37,574
0
51,745

2025F
146,225
33,177
6,787
26,390
(290)
(714)
7,908
33,204
(6,058)
970
27,235
31,957

2025F
44,101
33,294
(6,058)
6,787
(14,499)
24577
(24,139)
(20,408)
(3,731)
103

103

103

0

(103)
20,065
51,745

71,810

2026F
154,026
30,201
7,127
23,165
(194)
(1,071)
9,006
35,057
(4,540)
1,751
30,517
36,398

2026F
53,883
35,057
(4,540)
7,127
(14,721)
30,707
(31,331)
(27,560)
(3,770)
103

103

103

0

(103)
22,561
71,810

95,460

BALANCE SHEET
Year to 31 Dec (Rmbm)
Fixed assets

Other LT assets

LT debt

Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)
Profitability
EBITDA margin
Pre-tax margin

Net margin

ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital
Debt to equity

Net debt/(cash) to equity

2023
27,960
148,544
na.
36,734
193,521
406,759
10,257
66,194
67,700
243,626
9,465
406,759

2023

21.7
18.7
16.0
54
9.2

9.2
33.3
149.2
186.0
39.0
38.7

39
42
(10.9)

2024F
30,589
150,675
na.
51,745
194,883
427,892
3,016
56,479
67,700
274,744
9,465
427,892

2024F

225
21.6
18.1
59
9.5

17
5.2
175
147
(05)
09

11
11
7.7)

2025F
35,540
155,471
n.a.
71,810
196,869
459,690
3,016
54,414
67,700
308,607
9,465
459,690

2025F

22.7
22.8
18.6
6.1
9.3

6.8
7.8
12.5
10.2
11.7
5.0

0.9
1.0
(22.3)

2026F
43,685
160,366
na.
95,460
200,489
501,696
3,016
52,295
67,700
347,227
9,465
501,696

2026F

19.7
20.3
17.6
6.3
9.3

53
8.7

53
121
139
117

08
0.9
(26.6)
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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