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Kuaishou Technology (SEHK: 01024)

Beneficiary of upcoming consumption downgrade

® We expect Kuaishou to report C3Q23 revenue, IFRS operating profit and non-
IFRS net income in-line, 12.4% and 15.3% above vs consensus;

® We upgrade Kuaishou from SELL to BUY and raise TP from HK$47 to
HK$62 based on expectation of consumption downgrade resulting in
merchants focusing on population of low tier cities where Kuaishou holds
influence. We would like to see Kuaishou making inroads in overseas.

Going low-tier is a consensus of all in China today

We expect Kuaishou's to post C3Q23 GMV growth of 32% YoY, a respective
number given today’s retail environment. We expect its revenue to grow 41%
YoY. Kuaishou started its 11.11 promotion on October 18", a week before e-
commerce peers. Kuaishou secured iPhone 15 launch rights and has gained
recognition as a valuable lower-tier platform for brands. Blue Lotus analyst found
widening gap between online social retail sales and parcel volume (Exhibit 4),
suggesting that basket size of e-commerce parcel has declined, benefiting low
basket size platforms like PDD. We believe Kuaishou should also benefit.

It is also a good time to start serving local services

Local services like catering are also entering low tier cities en masse, which we
believe supports Kuaishou’s advertising business targeting this segment.
Company found only 20% of merchants overlap with Meituan and Douyin. We
believe this reflects Kuaishou’s current stage of development and will elevate to
more national chains down the road.

Health user matrices resulting from experience optimization
We anticipate limited impact from the expansion of Tencent Video and expect
Kuaishou to grow DAU on a sequential basis with healthy growth in daily time
spent. We notice that management optimized user experience during the quarter,
likely resulting in better retention and traffic growth. Amid macroeconomic
challenges, overall performance growth has shifted from external advertising to
internal advertising. We expect Kuaishou’s content ecosystem to complement its
e-commerce business through traffic optimization and utilization.

Summary financial data
Highlights (RMB mn F2021A  F2022A  F2023E  F2024E  F2025|

Revenue 81,663 94,183 112,104 128,455 139,290
Non-IFRS operating profit (19,290) (6,309) 7,843 15,000 19,966
Non-IFRS net profit (17,499) (5,778) 8,400 13,011 16,675
Non-IFRS EPS (RMB) (4.19) (1.37) 1.81 2.80 3,59
P/E, non-IFRS NM NM 26.1 16.9 13.2

Source: Kuaishou Technology., Bloomberg, Blue Lotus (as of October 19, 2023); Note: P/E based on last close and
HKD/RMB = 0.9172.
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Target Price: HK$ 62 Current Price: HK$ 56.4

RIC: (SEHK: 01024) BBG: 1024 HK
Market cap (HK$ mn) 242,801.0
Average daily volume (HK$ mn) 1,440.8

Shares out/float (m) 3,590.5/1,800.5

Source: Bloomberg, Blue Lotus (as of October 19, 2023)

Key Changes

New (o][:] Diff
BLRI Recommendation BUY SELL -
BLRI Target Price (HK$) 62 47 31.9%
2023E EPADS (RMB) 1.81 1.39 30.2%
2024E EPADS (RMB) 2.80 2.14 30.8%
2025E EPADS (RMB) 3.59 2.61 37.5%

*Previous estimates rebased for FX change. HKD/RMB = 0.9172.
Source: Blue Lotus (as of October 19, 2023)

BLRI vs. The Street

No. of Bloomberg Recommendations 53

Target price vs. Bloomberg mean (28.9%)
1-year-fwd EPS vs. Bloomberg mean (11.4%)
Bloomberg recommendation 4.81

Source: Blue Lotus, Bloomberg Recommendation (1=SELL,5=BUY) (as of
October 19, 2023)

Price performance and volume data
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Source: Bloomberg, Blue Lotus (as of October 19, 2023)
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All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors.
Data is sourced from Bloomberg, Blue Lotus Capital Advisors Limited and subject companies. Consensus forward estimates are used in analysis. Past performance is not indicative of

future results. Investors should consider this report as only a single factor in making their investment decision.
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Kuaishou Technology: Financial Summary

Fiscal year ends-31-Dec

Exhibit 1. Income statement

RMB mn 20228 20238 2029588 o pany Description

Revenue 94183 112,104 128455 : S :
Live streaming 35,388 39117 42026 Kuaishou is China’s second-largest short-video platform by DAU.
Online marketing services 49042 57881 66533  Kuaishou’s main monetization forms are live streaming, advertising, and
8;2?:;2:5::%3 (52%75513) (516?%18()75) (610?58593 eCommerce. In 1Q23, Kuaishou had 367mn/654mn DAU/MAU, with
Gross profit 42,131 55,917 67,604  average daily time spent per DAU of 134~ minutes. In FY22, Kuaishou’s
SeII|r.19l andlmarketmg (87.121)  (36483)  (38,776) total revenue was RMB 93.2 bn, of which 38% was live streaming. We
Administrative expenses (3,921) (3,788) (4,340)

Research and Development Expenses (13.784) (12,529) (14,356)  cstimate Kuaishou’s DAU/MAU to reach 373mn/657mn in 2023.

Operating income (12,558) 3,650 10,581

Non-IFRS operating income (6,309) 7,843 15,000

(Loss)/Profit before tax (12,558) 3,650 10,581
(Loss)/Income for the year (13,716) 3,522 7,935

Non-IFRS income/(Loss) (5,778) 8,400 13,011 Short video has gained increasing traction among Chinese internet users.
Gross proﬂt HETRJIN 44.7% 49.9% 526% Short video addresses user needs for social entertainment activities during
Operating margin (13.3%) 3.3% 8.2%

Net margin (14.6%) 31% 6.2%  spare time. According to iResearch, average share of short video in
Non-IFRS operating margin (6.7%) 70%  117%  Chinese mobile internet users’ daily time has increased from 1.7% in 2015
Non-IFRS net margin (6.1%) 7.5% 10.1% . .

EPS, non-IFRS (RMB) NM 181 2g o ~40% in 2023 and is expected to reach 45%-50% by 2025.

Source: Kuaishou Technology., Blue Lotus (as of October 19, 2023)

Exhibit2.  Balance sheet Exhibit 3. Cash flow statement

Cash and cash equivalents 13,274 26,967 45,090 Profit/loss before income tax (12,558) 3,650 10,581
Short-term time deposits 8,318 8,734 9,171 Depreciation of property and equipment 4,613 6,379 8,508
Other current assets 24,208 20,011 21,119 Depreciation of right-of-use assets 2,161 2,170 2,448
Total current asset 45,859 55,771 75,438 Amortization of intangible assets 73 76 80
Property and equipment 13,215 26,557 30,895 Finance (expense)/income, net 366 346 390
Right-of-use assets 10,806 10,852 12,242 (Increase)/decrease in trade receivables (1,838) 5,092 (168)
Intangible assets 1,391 1,391 1,391 Increase in prepayments (828) (205) (216)
Financial assets at fair value 3,626 3,590 3,505 Increase in accounts payables 2,847 3,561 5,375
Other non-current assets 14,411 14,411 14,411 Net cash generated from operating activities 2,198 24,298 30,648
Total assets 89,307 112,573 137,883 Purchase of property (9,418) (11,210) (12,845)
Accounts payables 22,868 26,429 31,804 Purchase of investments in non-curr assets (1,796) (1,758) (1,686)
Other payables and accruals 10,190 10,699 11,234 Net cash used in investing activities (17,548) (9,350) (11,507)
Advances from customers 3,240 3,415 3,999 Payment of lease liabilities (1,046) (1,181) (1,026)
Total liabilities 49,470 53,034 61,005 Net cash generated from financing activities (4,482) (1,181) (1,026)
Other reserves 29,239 28,192 29,609 Net increase in cash and cash equivalent (19,832) 13,766 18,115
Retained earnings 39,838 59,538 76,878 Cash balance at beginning of period 32,612 13,274 26,967
Total shareholders' equity 39,838 59,538 76,878 Cash balance at end of period 13,274 26,967 45,090
Total liabilities & shareholder equity 89,307 112,573 137,883

Source: Kuaishou Technology, Blue Lotus (as of October 19, 2023) Source: Kuaishou Technology, Blue Lotus (as of October 19, 2023)
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Exhibit 4. The YoY Growth of Parcel Volume and Online Retails

YoY Growth
40.0%
35.0% |
30.0%
250% r
200%
15.0% r
10.0%
50% r
0.0% Jan&Feb
23 Mar23 | Apr23 | May23 | Jun23 | Jul23 | Aug23 | Sep23 | EOct23 | ENov23 | EDec23
——Parcel volume| 4.6% | 22.7% | 36.5% | 18.9% | 11.4% | 11.7% | 18.3% | 22.0% | 22.2% | 27.1% | 22.3%
——Online retail 53% | 10.9% | 20.8% | 16.9% | 9.2% | 66% | 76% | 66% | 6.7% | 11.1% | 6.9%
Source: National Bureau of Statistics, Blue Lotus (as of October 19, 2023)
Exhibit 5. Kuaishou Technology 3Q23 Earnings Preview Table
Evs.
(RMB mn) C3Q23E  C3Q23C Evs.Cons  C2Q23A QoQ  C3Q22A YoY  C4Q23E  C4Q23C Cons
Revenue 27,656 27,606 0.18% 27,744 (0.3%) 23,128 19.6% 31,486 32,615 (3.5%)
Live streaming 9,604 9,968 (3.7%) 8,947 7.3% 10,226
Online marketing service 14,405 14,347 0.4% 11,590 24.3% 16,066
Other service 3,647 3,429 6.4% 2,592 40.7% 5,195
Cost of Revenue (13,596) (13,810) (1.5%) (12,425) 9.4% (15,276)
Gross Profit 14,060 13,934 0.9% 10,703 31.4% 16,211
Gross margin 50.8% 50.2% 1.23% 50.2% 1.2% 46.3% 9.9% 51.5% 50.3% 2.3%
Operating expense (12,634) (12,638) (0.0%) (13,315) (5.1%) (14,443)
S&M (8,956) (8,636) 3.7% (9,130) (1.9%) (10,169)
G&A (914) (945) (3.2%) (1,059) (13.7%) (1,009)
Y&D (2,920) (3,155) (7.4%) (3,533) (17.4%) (3,392)
Other income 113 113 - 687 (83.6%) 113
Other gains/(losses), net 43 (15)  (383.3%) (280)  (115.2%) 14
OP profit(loss) IFRS 1,284 1,142 12.39% 1,296 (1.0%) (2,612)  (149.1%) 1,768 1,397 26.6%
OP margin, IFRS 4.6% 4.7% (0.7%) (11.3%)  (141.1%) 5.6%
OP profit(loss), non-IFRS 2,284 2,352 (2.9%) (904)  (352.6%) 2,850
OP margin, non-IFRS 8.3% 8.5% (2.6%) (3.9%)  (311.3%) 9.1%
Other income(loss) 135 158 (14.9%) 68 97.0% 146
Pretax Income 1,418 1,454 (2.5%) (2,544)  (155.8%) 1,914
income tax expense 44 45 (3.2%) (137)  (131.8%) 59
Net Income(loss), IFRS 1,462 1,499 (2.5%) (2,681)  (154.5%) 1,973
net margin, IFRS 5.3% 5.4% (2.2%) (11.6%)  (145.6%) 6.3%
Net income(loss), non-IFRS 2,734 2,370 15.33% 2,694 1.4% (672)  (506.9%) 3,328 2,433 36.8%
net margin, non-IFRS 9.9% 9.71% 1.79% 9.7% 1.8% (2.9%)  (440.3%) 10.6% 8.59% 231%

Source: Kuaishou Technology., Blue Lotus (as of October 19, 2023)

Blue Lotus Capital Advisors Limited
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Important Information

This publication has been produced by Blue Lotus Capital Advisors Limited (Blue Lotus), which is authorized and regulated by The Securities
and Futures Commission (SFC), registered institution under the Securities and Futures Ordinance (SFO) (Chapter 571 of the Laws of Hong
Kong SAR) to carry on Type 4 (advising on securities) regulated activities with Central Entity number BFT 876. This document must not be
issued, circulated or distributed in Hong Kong other than to ‘professional investors’ as defined in the SFO. The contents of this publication
have not been reviewed by any regulatory authority. Information on financial instruments and issuers is updated irregularly or in response to

important events.

Analyst certification

The following analysts hereby certify that views about the companies discussed in this report accurately reflect their personal view about the
companies and securities. They further certify that no part of their compensation was, is, or will be directly or indirectly linked to the specific

recommendations or views in this report:

Tianli Wen is employed by Blue Lotus Capital Advisors Limited, which is authorized and regulated by the Securities and Futures Commission
(SEC).

Blue Lotus rating system:
Buy: Stock price above the target price (TP) at the time of publishing is a BUY
Sell: Stock price below the target price (TP) at the time of publishing is a SELL

Blue Lotus equity research rating system is a relative system indicating expected performance against a specific benchmark identified for each
individual stock.

Disclaimer

General: The information and opinions expressed in this publication were produced as of the date of writing and are subject to change without
notice. This publication is intended for information purposes only and does not constitute an offer or an invitation by, or on behalf of, Blue
Lotus to buy or sell any securities or related financial instruments or to participate in any particular trading strategy in any jurisdiction.
Opinions and comments of the authors reflect their cur-rent views, but not necessarily of other Blue Lotus entities or any other third party.
Other Blue Lotus entities may have issued, and may in the future issue, other publications that are inconsistent with, and reach different
conclusions from, the information presented in this publication. Blue Lotus assumes no obligation to ensure that such other publications are
brought to the attention of any recipient of this publication.

Suitability: Investments in the asset classes mentioned in this publication may not be suitable for all recipients. This publication has been
prepared without taking account of the objectives, financial situation or needs of any particular investor. Before entering into any transaction,
investors should consider the suitability of the transaction to individual circumstances and objectives. Any investment or trading or other
decision should only be made by the client after a thorough reading of the relevant product term sheet, subscription agreement, information
memorandum, prospectus or other offering document relating to the issue of the securities or other financial instruments. This publication
should not be read in isolation without reference to the full research report (if available) which may be provided upon request. Nothing in this
publication constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate
to individual circumstances, or otherwise constitutes a personal recommendation to any specific investor. Blue Lotus recommends that
investors independently assess with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting

consequences.

Blue Lotus Capital Advisors Limited
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Information / forecasts referred to: Although the information and data herein are obtained from sources believed to be reliable, no
representation is made that the information is accurate or complete. In particular, the information provided in this publication may not cover
all material information on the financial instruments or issuers of such instruments. Blue Lotus, its subsidiaries and affiliated companies do
not accept liability for any loss arising from the use of this publication. Important sources for the production of this publication are e.g. national
and international media, information services, publicly available databases, economic journals and newspapers, publicly available company
information, publications of rating agencies. Ratings and appraisals contained in this publication are clearly marked as such. All information
and data used for this publication relate to past or present circumstances and may change at any time without prior notice. Statements contained
in this publication regarding financial instruments or issuers of financial instruments relate to the time of the production of this publication.
Such statements are based on a multitude of factors which are subject to continuous change. A statement contained in this publication may,
thus, become inaccurate without this being published. Potential risk regarding statements and expectations expressed in this publication may
result from issuer specific and general developments.

Risk: The price and value of, and income from investments in any asset class mentioned in this publication may fall as well as rise and
investors may not get back the amount invested. Risks involved in any asset class mentioned in this publication may include but are not
necessarily limited to market risks, credit risks, currency risks, political risks and economic risks. Past performance is not a reliable indicator
of future results. Performance forecasts are not a reliable indicator of future performance. Particular risks in connection with specific
investments featured in this publication are disclosed prominently hereinabove in the text of this publication. Any investment should only be
made after a thorough reading of the current prospectuses and/or other documentation/information available.

Miscellaneous: Blue Lotus has the right to terminate or change the contents, product or service provided by this report, requiring no separate
notice. Blue Lotus and its staffs, analysts or directors may provide investment, consultancy, or other services to the companies mentioned in
the contents, or trade (no matter whether he/ she is on be behalf of trustees) or possess the securities of the mentioned companies. Any person,
who read the information in this report, has their own responsibility to comply with their applicable laws and regulations of their jurisdiction
area. If investors have any questions on the contents of this report, please consult their lawyers, accountants or other professional consultants.

© Blue Lotus Capital Advisors Limited, 2023
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