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Pinduoduo Inc(NYSE: PDD)

Key metrics are about to slow, DG to HOLD

® We downgrade PDD to HOLD because its traffic, ARPU, and take rate are
seeing increasing challenges.

® Several external issues, including the weak macro environment, increasing
competitive pressure, and regulatory environment will also pose an impact to
PDD.

® We estimate that PDD’s 3Q rev. misses cons by 3%, while non-GAAP NI is
RMB 550mn vs cons (735)mn. PDD’s rev. growth(excluding merchandise
sales) will decelerate from 2Q21°s 73% YoY to 3Q/4Q’s 63%/42% YoY.

Traffic is about to hit the ceiling

We cut our forecast of PDD’s annual active buyer number in 3Q21/4Q21 from
previously 875mn/903mn to 867mn/890mn because: 1) the new regulation over
digital ads poses negative impact to PDD’s user acquisition strategy. Our channel
check suggests that PDD’s spending in traffic acquisition on Bytedance and
Tencent dropped about 30% in September because new regulations impact the
ROI; 2) PDD remains 2nd place in download ranking throughout 3Q21, falling
behind Taobao Deal. Taobao Deal cannibalizes PDD’s users as it offers lower
ASP products and more subsidy; 3) PDD’s former user acquisition methods, like
social sharing and social games, are showing less satisfying result as PDD users
reached to a large number, and users are less interested in those techniques.

ARPU growth also sees challenge

We estimate that PDD’s GMV (excluding community group buying) will reach
RMB 2.45tn in 2021, representing annual per-user spending of RMB 2750, which
could further break down to ASP RMB 50 and 55 placed order per user. PDD
made some progress in introducing certain brand products in FMCG, food, and
3C products, but shows limited achievement in attracting high-tier brands.
Therefore, the ASP remains to be flattish throughout 2021. Meanwhile, PDD’s
user purchasing frequency is about 80-90% of Taobao and Tmall’s, so there is

also limited incremental space.

Take rate has limited incremental potential

We estimate that PDD’s 3Q21 take rate to be 3.9%, slightly higher than 2Q21’s
3.8%. PDD is launching a series of new ads products, like automatic (TBC)

Summary financial data

Highlights F2018A F2019A F2020A F2021E F2022E
Revenues (RMB mn) 13,120 30,142 59,492 106,586 147,455
Non-GAAP operating profit (RMB mn)  (3,958) (5,981) (5,767) 1,342 17,880
Non-GAAP EPADS (RMB) (4.55) (3.69) (2.49) 343 16.20
GAAP EPADS (RMB) (13.8) (6.02) (6.02) 0.10 12.34
P/E (non-GAAP) (134) (166) (246) 178 38

Source: Bloomberg, Blue Lotus (as of Oct. 15, 2021)

Blue Lotus Capital Advisors Limited

Oct 15, 2021

Internet & Media @ eCommerce

Target Price: US$ 98 Current Price: US$ 94

RIC: (NYSE: PDD) BBG: PDD US
Market cap (US$ mn) 117,847
Average daily volume (US$ mn) 1049
Shares out/float (m) 1253.3IN.A.
Source: Bloomberg, Blue Lotus (as of Oct. 15, 2021)
Key Changes

New Old Diff
BLRI Recommendation HOLD BUY -
BLRI Target Price US$98 US$130  (32.0%)
F2021E EPADS (US$) 0.53 0.55 (3.6%)
F2022E EPADS (US$) 249 297 (16.2%)
F2023E EPADS (US$) 4.51 547  (17.6%)

Source: Blue Lotus (as of Oct. 15, 2021), 1US$=6.7RMB

BLRI vs. The Street
No. of Bloomberg Recommendations 44

Target price vs. Bloomberg mean (28.5%)
1-year-fwd EPS vs. Bloomberg mean (48.7%)
Bloomberg recommendation 453

Source: Bloomberg Recommendation, Blue Lotus (1=SELL,5=BUY) (as
of Oct. 15, 2021)

Price performance and volume data
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Source: Bloomberg, Blue Lotus (as of Oct. 15, 2021)
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Dingkun Chen

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.



QW &
Q>

ii>2£<

LE LOTUS BLEU

China|Asia eRating Change

Internet & Media @ eCommerce

Pinduoduo Inc: Financial Summary

Fiscal year ends-31-Mar
Exhibit 1. Income statement

RMB mn) F2020A F2021E F2022E
Total GMV 1,667,600 2,451,199 3,261,429
Revenues 59,492 106,586 147,455

Online marketing services 48,347 77,644 106,570

Commission fees 5,787 13,678 24,578
Cost of products (11,732) (18,405) (24,196)
Gross profit 43,205 61,919 85,410
Sales and marketing expenses (41,195) (52,785) (58,279)
General and administrative expenses (1,507) (1,834) (1,902)
Research and development expenses (6,892) (9,627) (11,987)

Impairment of a long-term investment - 276 -
Share-based compensation 3,613 3,944 4,638
Operating profit(loss), GAAP (9,380) (2,326) 13,242
Operating profit(loss), non-GAAP (5,767) 1,342 17,880
Other income/(loss) 2,117 2,306 4,206
Pre-tax (Loss)/income, GAAP (7,263) (21) 17,447
Income taxes expenses - - (2,617)
Net (loss)/income, GAAP (7,180) 125 14,830
Net (loss)/income, non-GAAP (2,965) 4111 19,469
Number of ADS, diluted (mn) 1,192 1,197 1,202
EPADS , GAAP, diluted (RMB) (6.02) 0.10 12.34
Gross margin 72.6% 58.1% 57.9%
EBIT margin, GAAP (15.8)% (2.18)% 8.98%
Net margin, GAAP (12.1)% 0.12% 10.06%
Source: Pinduoduo Inc, Blue Lotus (as of Oct. 15, 2021)

Exhibit 2. Balance sheet

(RMB mn) F2020A  F2021E F2022E
Cash and cash equivalents 22421 48,117 85,207
Restricted cash 52,422 52,422 52,422
Receivables from online payment 730 1,161 1,606
Short-term investments 64,551 64,551 64,551
Amounts due from related parties 4,240 7,597 10,509
Prepayments and other current assets 5,160 9,244 12,788
Total current assets 149,524 183,092 227,084
Long-term investment - - -
Property and equipment, net 203 8,695 17,804
Intangible asset 1,277 16,465 19,717
Loan to a related party and others 7,905 - -
Total non-current assets 9,385 25,160 37,521
Total asset 158,909 208,252 264,605
Amounts due to related parties 3,386 6,066 8,392
Customer advances 2,423 4,341 6,006
Payable to merchants 53,834 65,699 78,480
Accrued expenses and other 11,193 22,270 30,935
Merchant deposits 10,926 19,576 27,082
Total current liabilities 83,882 120,072 153,014
Total liabilities 98,733 134,923 167,865
Total shareholders’ (deficits)/equity 60,176 73,329 96,741
Total liabilities and equity 158,909 208,252 264,605

Company Description

PDD is China’s 3™ largest online mobile e-business company in terms of
GMV. We estimate that in 2020, 760mn (+30% YoY) customers placed
24,000 mn orders (+36% YoY) on the PDD platform, generating GMV of
RMB 1,700 bn (+70% YoY), accounting for about 15% of China e-

commerce retail market shares.

Industry View

We estimate China’s eCommerce market to grow by 13%-15% in 2021,

after growing 15% in 2020. We estimate traditional eCommerce and social

eCommerce sub-sectors to grow at 3-year CAGR of 10% and 50%

respectively, and we expect the total online retail market to grow at 11%-

12% CAGR from 2021 to 2023.

Exhibit 3. Cash flow statement

(RMB mn) F2020A  F2021E F2022E
Net income (7,180) 125 14,830
Depreciation & amortization 652 1,346 2,756
Interest income (469) (210)  (210)
Share-based compensation 3,613 3,944 4,638
Restricted cash - - -
Receivables from online payment platforms 321 (432)  (445)
Amounts due from related parties (current assets) (1,637)  (3,356) (2,913)
Prepayments and other current assets (4,049)  (4,084) (3,544)
Amounts due to related parties (current liabilities) 1,883 2,680 2,326
Customer advances 1,817 1,918 1,665
Payables to merchants 23,934 11,865 12,781
Accrued expenses and other liabilities 6,225 12,036 8,577
Merchant deposits 3,085 8,649 7,506
Net cash flow generated from operating activities 28,196 34,482 47,967
Proceeds from sales of short-term investments and others  (38,315) - -
Purchase of property and equipment (43)  (9,072) (11,076)
Net cash flow generated from investing activities (38,358)  (9,072) (11,076)
Net cash flow generated from financing activities 51,799 - -
Exchange rate effect on cash and cash equivalents (140) 286 199
Change in cash 41,498 25,696 37,090
Cash at beginning 33,346 74,843 100,539
Cash atend 74,843 100,539 137,629

Source: Pinduoduo Inc, Blue Lotus (as of Oct. 15, 2021)

Blue Lotus Capital Advisors Limited

Source: Pinduoduo Inc, Blue Lotus (as of Oct. 15, 2021)
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Contribution from new initiative is small in near term

® (Continued) ads (7% ) by the end of 4Q20, and largely increase take rate in 1H21. Yet,
PDD didn’t promote many new ads products after 2Q21. PDD’s take rate is only about 0.1-0.2

ppts lower than Taobao and Tmall’s, so there will be limited incremental growth.

® PDD also has a reasonable portion of discretionary goods: There has been a thesis that PDD
will be less impacted by the weak macro environment because it sells more low-cost items. We
don’t agree with the thesis because: 1)Using 1Q20 as an economic downturn example, consumer
discretionary consumptions bear more severe drawback. According to NBS 1Q20 data,
consumption of food&beverage/apparel/traffic&communication each recorded
2.1%/(17.8%)/(17%) YoY growth; 2) discretionary goods now take about 40%-45% as of PDD’s
total GMV, including apparel (~20%), 3C (~12%), and beauty make-up (~8%), etc., according
to our estimation.

® Community group buying and new social sharing methods make limited contribution: We
estimate that GMV of Duoduo Grocery (£Z££5¢) and Qunmaimai (#F=£3L) reach about
25bn-30bn/5-10bn in 3Q21, or about 5%/1% of total GMV. PDD reached average daily CGB
order volume of ~35mn in Q3, with op loss of ~(15%). We believe that despite high growth,
these new business are still relatively small both in terms of GMV and revenue, and will not be
able to make up the deaccelerated GMV growth of online sales.

® Rev. growth slow while margin beats: We suggest that PDD’s GMV growth is under
increasing challenge in September and October. We now adjust our forecast of PDD’s FY21/22
revenue growth to RMB 106bn/147bn, or 79%/38% YoY growth. Meanwhile, because of
improved user stickiness and better cost control, PDD may continuously contribute profits in
coming quarters. We estimate that PDD’s FY21/22 non-GAAP NI to be RMB 4.1bn/19bn, vs
cons est. of RMB 468mn/8.6bn. Our view is that PDD”’s user retention and rev. growth is more
important than profit. We DG PDD to HOLD rating and cut TP to US$98, implying 7.5X/5.4X
PS or 178X/38X PE in FY21/22.

Blue Lotus Capital Advisors Limited
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Exhibit 4. PDD C3Q21 preview table

GMV(ttm) 2,259,964 2,097,645 7.7% 1,457,600 55% 2,451,199

GMV(quarterly) 601,019 556,320 8.0% 438,700 37.0% 770,735

Revenue 25,705 26,513 (3.00% 23,046 11.5% 14,210 80.9% 35,668 36,692
Online marketing services 19,746 18,080 9.2% 12,878 53.3% 25,706
Commission fees 3,413 3,008 13.5% 1,332 156.2% 4,326

Cost of products (10,983) (7,898) 39.1% (3,260) 236.9% (15,040)

Gross profit 14,722 15,288 15,148 (2.8)% 10,950 0.34ppt 20,628 22,067
Gross margin 57.3% 57.7% 65.7% (8.46ppt) 771% (19.79ppt) 57.8% 60.1%

Sales and marketing expenses (12,503) (10,388) 20.4% (10,072) 24.1% (16,896)

General and administrative (538) (434) 24.0% (369) 46.0% (509)

expenses

Research and development (2,494) (2,329) 7.08% (1,805) 38% (2,586)

expenses

Share-based compensation 955 1,188 (19.6)% 956 (0.1)% 829

Operating loss, GAAP (814) (2,102) 61.3% 1,997 NM (1,296) NM 637 62
Op Margin, GAAP (3.2)% (7.9% 4 8ppt 8.7% (11.8ppt) 9.1)% 6.0ppt 1.79% 0.2%

Operating loss, Non-GAAP 141 3,185 (95.56)% (340) NM 1,466
Op Margin, Non-GAAP 0.6% 138%  (13.27ppt) (2.4)% 2.9ppt 4.11%

Interest income 509 545 (6.5)% 485 4.9% 509

Foreign exchange gain/(loss) 445 445 97.86 44 45

Other (loss)/income, net 1234 1234 57.9 123

Loss before income tax (405) (1,769) 77.1% 2,416 NM (820) 50.65% 1,020 701

Income tax expenses 0 0 0 0

Net (loss)/income, GAAP (405) (1,907) 78.8% 2,415 NM (785) 48.42% 1,020 207
Net Margin, GAAP (1.6)% (7.2)% 10.5%  (12.05ppt) (5.5)% 3.9ppt 2.86% 0.56%

Net (loss)/income, Non-GAAP 550 (735) NM 4,125 (86.7)% 466 18.00% 1,849 1,526
Net Margin, Non-GAAP 2.1% (2.8)% 179%  (15.76ppt) 3.3% (1.1ppt) 5.18% 4.16%

Source: Pinduoduo Inc, Blue Lotus (as of Oct. 15, 2021)

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:

Zixiao Yang, is employed by Blue Lotus Capital Advisors Limited, which is authorized and regulated by the The Securities and Futures
Commission (SFC).

Blue Lotus rating system:
Buy : The stock is expected to have an absolute return of more than 15-20% within 12 months
Hold: The stock is expected to have an absolute return of between 0-15% within 12 months

Sell: The stock is expected to have negative absolute return within 12 months

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, 2021

Blue Lotus Capital Advisors Limited



