Cheetah Mobile (CMCM US)

B Strong mobile MAU growth momentum (up 20%QoQ in 3Q14)
B Monetization outlook remains promising

B Operating efficiency to further improve OPM

Mobile MAU kept strong growth momentum

Cheetah Mobile (CM) 3Q mobile MAU reached 341mn, up 20% QoQ. CM
was ranked as No.3 non-game mobile apps developer on GooglePlay in
terms of total downloads in Sep. Also, CM achieved breakthrough in
terms of mobile MAU addition in China, driven by expansion of
partnership with BAT in mobile front. China contributed 45% of new MAU
net adds in 3Q. We expect CM’s mobile MAU to reach over 390mn in 4Q.

Monetization outlook remains promising

Mobile revenue accounted for 24% of total revenue in 3Q compared to
20% in 2Q. Overseas mobile revenue contributed over 10% of total
revenue in 3Q, indicating proven mobile ads monetization capability in
overseas market. We believe 1) large user base 2) big data analysis
capability 3) rich product portfolio and 4) better acceptance of mobile ads
overseas are main reasons behind the success. Mobile ads has been the
main mobile revenue contributor so far, we expect monetization capability
to further strengthening after full operation of mobile game business.

Operating efficiency to further improve OPM

Backed by fast QoQ revenue growth and more mature monetization
model in overseas market, we expect more efficient promotion for every
dollar spent in coming quarters. We expect Non-GAAP OPM to reach
22% and 26% in 2015 and 2016 respectively from 13.5% in 2014.

Valuation

We revised up 2014 earnings by 11% due to higher revenue and OPM
assumption; revised down 2015 and 2016 earnings by 2% and 13% to
reflect lower SBC assumption. We have higher revenue but lower
earnings forecast than consensus. We cut TP to US$35.8. Our TP is
based on 126% 2014-2016E Non-GAAP EPADS CAGR and 0.37x PEG.
CM is trading at 0.21x PEG vs. 0.68x peers average. Our TP implies 46x
2015E and 23x 2016 E PE.

Financials

Revenue 288 750 1,748 3,547 6,571
Growth (%) 106% 160% 133% 103% 85%
Non GAAP Net profit 29 90 242 704 1,482
Growth (%) N/A 209% 169% 191% 111%
Non-GAAPEPADS (RMB) 0.09 0.54 171 4.72 9.47
DPADS (RMB) 0.00 0.00 0.00 0.00 0.00
P/E () 1,576.4 275.4 72.1 26.0 13.0
P/B () 96.9 28.3 20.9 11.9 6.4
ROE (%) 18% 15% 29% 46% 49%

Source: Company data, CMS (HK) estimates
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2014E 2015E 2016E 2014E 2015E 2016E
Online marketing services 1,237 2,240 3,673 1,310 2,200 3,366
Internet value-added services 378 1,144 2,517 394 1,311 3,172
Internet security services & 38 34 31 44 36 33
Revenue 1,653 3,418 6,220 1,748 3,547 6,571
Cost of revenue -395 -1,059 -2,115 -400 -1,135 -2,300
Gross profit 1,258 2,358 4,105 1,348 2,412 4,271
Research and development -437 -752 -1,120 -458 -685 -1,183
Selling and marketing -559 -752 -995 -583 -880 -1,051
General and administrative -241 -376 -622 -245 -355 -657
Operating profit (loss) 20 478 1,368 60 493 1,380
Interest income 17 30 61 24 31 60
Other income/expenses 1 - - - - -
Income (loss) before taxes 38 508 1,430 84 524 1,439
Income tax benefit/(expenses) -8 -102 -286 -18 -105 -288
Net profit to majority 30 407 1,144 66 419 1,152
Share-based compensation 188 308 560 176 284 329
Non-GAAP OP 30 407 1,144 302 1,196 2,860
Non-GAAP NP 218 714 1704 242 703 1,480
K BEIER (FB) TN
K8 B MMVS. T F M
2014E 2015E 2016E 2014E 2015E 2016E
Revenue 1,748 3,547 6,571 1704 3338 6106
Gross Margin 77% 68% 65% 76% 69% 67%
Non-GAAP net income 242 703 1,480 237 737 1737
Non-GAAP EPADS 1.71 4.72 9.46 1.74 4.74 11.29
#J&: Bloomberg, #BAEX (F&K) 7N
E9 Rk
Name Ticker Price (HK$) Mkt Cap (US$m) FY14E FY15E FY14E FY15E
TENCENT 700 HK 127.6 154156.8 38.6 29.1 1.11 0.83
QIHOO 360 QIHU US 74.0 9318.6 30.5 18.6 0.87 0.53
BAIDU BIDU US 247.6 86803.9 38.0 27.7 1.10 0.80
YY YY US 82.4 4607.4 30.0 20.9 0.30 0.20
CTRIP CTRP US 56.5 7305.7 50.1 31.3 1.64 1.03
Average 374 25.5 1.00 0.68
CHEETAH MOBILE CMCM US 20.6 2876.7 72.4 27.7 0.56 0.21

#%: Bloomberg, #BEEX (#FHK)
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Online marketing services 118 134 149 213 232 283 361 433
IVAS 4 13 24 42 72 85 107 130
Internet security servises and others 14 13 13 15 12 12 10 10
Total Revenue 136 159 185 269 316 380 479 573
Cost of revenue -23 -29 -37 -51 -70 -82  -110 -137
Gross Profit 113 129 148 219 245 299 368 435
Research & Development -39 -53 -68 -58 -78 -103  -136 -142
Selling and marketing -39 -28 -47 -87 -112 -118  -167 -187
General and admin -13 -36 -25 -23 -37 -64 -70 -74
Operating profit 22 11 8 50 19 13 -5 32
Interest income 0 0 0 0 2 5 11 6
other income (expenses) 0 0 0 0 2 -1 -2 0
Income before taxes 26 12 13 59 23 18 5 38
Income tax 3 -11 -8 -33 -5 -4 -1 -8
Loss attributable to non-controlling interest 0 0 0 0 0 0 0 0
Net income 29 1 5 26 19 13 4 30
Share Based Compensation 5 15 8 10 14 52 57 53
Non-GAAP Net income 34 16 13 36 33 65 60 84
QoQ Growth

Revenue 12% 17% 17% 45% 17% 20% 26% 20%
Gross profit 16% 14% 14% 47% 12% 22% 23% 18%
Operating income -20% -49% -25%  497% -62% -30%  -135% 783%
Non-GAAP Net profit 33% -53% -20%  172% -8% 100% -8% 39%
YoY Growth

Revenue 256% 193% 152%  121%  132%  139%  158% 113%
Gross profit 394% 230% 162%  124% 117%  131%  149% 99%
Operating income -240% -507% -41% 81% -14% 19%  -156% -35%
Non-GAAP Net profit 468% 751% 10% 38% 5%  302%  360% 135%

Operating expenses as % of revenue

Research and development expenses 28% 34% 36% 22% 25% 27% 28% 25%
Selling and marketing expenses 29% 18% 25% 32% 35% 31% 35% 33%
General and administrative expenses 10% 23% 13% 9% 12% 17% 15% 13%
Share based comp 4% 9% 4% 4% 4% 14% 12% 9%
Margin

Gross margin 83% 81% 80% 81% 78% 78% 77% 76%
Operating margin 16% % 5% 19% 6% 4% -1% 6%
Net margin 21% 1% 3% 10% 6% 4% 1% 5%
Non-GAAP OPM 0% 0% 9% 0% 11% 17% 11% 15%
Non-GAAP NPM 25% 10% 7% 13% 10% 17% 13% 15%
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R > 260 765 1,403 2,632 4,910 EEIKA 288 750 1,748 3,547 6,571
e RNEENH 134 531 1,051 2,055 4,046 JEABA 72 -141 -400 -1,135  -2,300
IR 40 56 56 56 56 £ 216 609 1,348 2,412 4,271
SR8 45 100 218 443 730 AFRFE -114 218 -458 -685 -1183
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i3 3E AL 3 2 2 2 2 —RRAATHEIF L -34 98 -245 -355 -657
Y ik g 57 145 139 155 200 ZF#A)H 10 92 60 493 1,380
e ) B Bk A 15 31 40 64 112 M4 3 7 24 32 62
RSy 0 12 12 12 12 HfFL 1 11 -1 0 0
R 21 33 17 10 6 FLATEA 15 111 84 525 1,441
HE 13 53 53 53 53 #A 5 -49 -18 -105 -288
AR £ AR T ~ 1 9 9 9 9 HEEA 10 62 66 420 1,153
HERALI K 6 7 7 7 7 Non-GAAP ##|# 29 90 1.71 4.72 9.47
a1 317 910 1,543 2,789 5,110 Non-GAAP EPADS (i) 0.09 0.54 1,748 3,547 6,571
W A 152 264 653 1,196 2,037
R AT IR 11 23 67 189 383
FEAT 9% ) A A 5 A 3 127 219 538 922 1,508
BN 12 8 35 71 131
R AT AL 3R 2 14 14 14 14 HmkE
K4 Rk 5 52 52 52 52 FAIEA 106% 160% 133% 103% 85%
EE T O &2 4 12 12 12 12 FLAE n.a 781% -34% 716% 180%
HIERLR 1 39 39 39 39 %09 133% 530% 6% 538% 175%
R A4t 157 316 705 1,248 2,088 ZKFIEEH
R A 0 0 0 0 0 £AFE 75% 81% 77% 68% 65%
%% 147 519 695 979 1,308 & F|%E 3% 8% 4% 12% 18%
B3 & 13 75 141 560 1,714 ROE 6% 10% 29% 46% 49%
R A RAR S A 317 910 1,541 2,787 5,109 ROIC
258 A 49% 35% 46% 45% 41%
T RRE 171 2.90 2.15 2.20 2.41
AR 1.71 2.90 2.15 2.20 2.41
BEEHAER 46 198 546 1,058 2,090 % #hbE
FIEF AL 2 25 272 318 554 #Fizfe A 0.91 0.82 1.13 1.27 1.29
BREHAELR 51 -101 -26 -53 99 K EREE 6.45 7.47 8.00 8.00 9.00
W 3%~ -18 34 26 53 99wk A F 6.53 6.00 6.00 6.00 6.00
BER 0 0 0 0 0 RATIKIK A F
R A 5 0 53 0 0 0 fEfhirbE
) 5 = R R -8 -20 0 0 0 PE 1,576.4 275.4 72.1 26.0 13.0
BaapEE 2 5 0 0 0 PB 96.9 28.3 20.9 11.9 6.4
[CEFSEE ISy 95  -142 0 0 0 EV/EBITDA 455.2 121.8 70.3 23.3 10.7
B AT 71 145 0 0 O FHFEE: 23 KE, BREELX (F4H&) T
A -3 -3 0 0 0
BEEHALR 1 304 0 0 0
RAT RS R 1% 1 0 0 0 0
AT A AR RLPTF 0 0 0 0 0
RAT B £ FTIE 0 322 0 0 0
LR 0 -18 0 0 0
R BREFN W3R 5402 520 1,004 1,991
SFAIR 139 134 531 1051 2055
LR YR 0 -6 0 0 0
FRALEBAEEN W 134 531 1,051 2,055 4,046
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