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o Weibo is the best entertainment social media platform in China. In 3Q17, ]
Weibo’s revenue reached USD320.0 mn, up 80.9% yoy, above market Rating: Buy
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Company Profile

Weibo Corporation (“Weibo” or “the Company”) is the best entertainment social media platform in China. Weibo
combines a means of public self-expression in real time with a powerful platform for social interaction, as well as content
aggregation and distribution. User relationships on Weibo may be asymmetric; any users can follow any other users and add
comments to a feed while reposting. The simple, asymmetric and distributed nature of Weibo allows an original feed to become a
live conversation stream. Weibo allows people to be heard publicly and exposes them to rich ideas, cultures and experiences of
the broader world. Media outlets use Weibo as a source of news and a distribution channel for their headline news. Government
agencies and officials use Weibo as an official communication channel for disseminating timely information and gauging public
opinion to improve public services. Individuals and charities use Weibo to make the world a better place by launching charitable
projects, seeking donations and volunteers and leveraging celebrities and organizations on Weibo to amplify social influence.

Milestones

Weibo announced Alibaba Group as the Company’s most important shareholder. In 4M13, Alibaba Group invested
USD585.8 mn in ordinary and preferred shares through Ali-WB Investment Holding Limited, representing approximately 18% of
total outstanding shares on a fully diluted basis. Ali-WB was granted an option to increase its ownership in Weibo to up to 30% on
a fully diluted basis. In 3M14, Ali-WB fully exercised the option upon the completion of this offering. Upon the completion of this
offering, Ali-WB held 31.0% of Weibo’s shares. Weibo and Taoabo are focusing more on building up their e-commerce fashion
icon platform, which might be a key player in China’s fashion apparel industry.

Table 1: The Company’s Milestones

Date Event

Aug-2009 Weibo was established.

Oct-2010 Weibo has over 50mn users who posted 25mn articles every day.

Apr-2013 Weibo and Alibaba Group signed strategic cooperation. Alibaba Group invested USD586mn in Weibo for 18% shares.
Aug-2013 Weibo began to cooperate with Yixia Technology in short video streaming.

Oct-2013 Weibo issued subscription platform.

Apr-2014 Weibo Corporation went publish in NASDAQ. Alibaba Group increased its shares in Weibo from 18% to 32%.
Jun-2015 Weibo began to cooperate with over 100 variety shows in TV stations.

Sep-2015 Weibo began to explore vertical contents, such as auto and finance. Ad loads reached 2.3% of total information flows.
Dec-2015 Weibo has shared RMB250mn to we-media. Ad loads reached 2.7% of total information flows.

May-2016 Weibo and Yixia Technology jointly published One Live to provide star live shows.

Sep-2016 Weibo's video ads have contributed around 10% ad revenues. Ad loads reached 4% of total information flows.
Nov-2016 Weibo cancelled 140 words limits.

Mar-2017 Weibo and Taobao established Fashion Icon E-commerce platform to serve fashion icons and small e-commerce players.

Source: the Company, Guotai Junan International.

Shareholders
Sina Corporation is the largest shareholder of Weibo. By the end of 2016, Sina Corporation had 108.9 mn B shares in Weibo,
or 49.9% of Weibo's total shares, with 74.9% voting rights. Alibaba Group was the second largest strategic shareholder of Weibo.

By the end of 2016, Alibaba Group had 68 mn A shares, with 15.6% voting rights. Total shares reaches 218.6 mn shares.

Table 2: Shareholder Structure of the Company

Key shareholders A Share B Share A+B Share Share percentage Voting rights
Sina Corporation 108,921,106 49.8% 74.9%
Alibaba Group 67,883,086 31.0% 15.6%
The Management Group 5,035,234 2.3% 1.2%
Others 36,798,810 16.9% 8.3%
Total 109,717,130 108,921,106 218,638,236 100% 100%

Source: the Companies.

21 December 2017

(WB US)

c
=
=
1
o
a
2
o
®)
o
2
2

- Company Report

See the last page for disclaimer Page 3 of 21



O ERERIES

GUOTAI JUNAN SECURITIES Weibo Corporation (WB US)

Weibo holds around 19% share in Yixia Technology, a key strategic partner to Weibo. Since 8M13, Yixia Technology has
cooperated with Weibo to provide short video streaming through Miaopai. Yixia and Weibo’s cooperation has improved Weibo’s
content quality. In 5M15 and 6M16, Yixia published Xiaokaxiu (/\Ifi75), introducing live grass roots anchor shows and One Live
(—HE1%), star live shows. Before E round finance, Weibo invested around USD70 mn in Yixia. In 11M16, Yixia financed about
USD500 mn, with valuation of USD3.0 bn. Weibo invested another USD120 mn in Yixia. After E round financing, Weibo held
around 19% share of Yixia. However, currently, Yixia’'s 3 apps have very low MAU. It's possible that Weibo might acquire more
shares in Yixia.

Figure 1: Yixia Technology
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Source: the Company, Guotai Junan International.

Business Model
Information Flow

Information flow, relation chain, and monetization are the 3 key pillars of the social media ecosystem. When the 3 key
pillars strengthen each other, social media could grow bigger and bigger. Information flows when users choose to follow certain
media categories or interesting people keep users using social media. Relation chains begin to form when more and more users
become followers, and followers can get personalized information flows generated by those who are followed. Differentiated
personalized information flows will become entry barriers for competitors. When information flows become strong and MAU
increases to over 10 mn, information flows bring value from ads. Other monetization methods include casual games, live shows,
virtual gifts, paid stickers, and online payments. These monetization methods could increase more interactions among followers
and those who are followed. When social media becomes more profitable, companies tend to create and purchase more
expensive and high quality content to generate high quality traffic. When positive loops begin, social media will grow bigger and
bigger. The relation chain is key to social media.
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Figure 2: Weibo and its Competitors' Ecosystem
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Source: the Company, Guotai Junan International.

Half of Weibo's users are fans of stars. In 3Q17, Weibo had MAU of 376 mn, up 25% yoy. According to Weibo Star White
Book in 2016, 51.5% of Weibo's users were fans of stars. Weibo has around 280,000 star accounts. Every Weibo star posted 2
articles in Weibo per day on average. Every Weibo star’s articles were viewed 28.8 mn times per day, and were also liked, shared,
or commented 12,400 times per day. In 7M15 to 7M16, Weibo created 85,000 topics of stars, with total topic views of 689.8 bn
times and 1.4 bn topic discussions. In 2016, Weibo stars were mentioned around 6.0 bn times, up 50% yoy. Original articles
posted by Weibo stars, the most valuable parts of Weibo's entertainment news flows, increased by over 400% compared to that in
2014, accounting for 67.6% of total articles they posted, up 5.6 ppt yoy. Total videos posted by Weibo stars tripled in 2016
compared to that in 2013. Weibo has become the main interaction place for stars and fans in China.

Big V, topics, and short video streams are the 3 main drivers of Weibo's information flows. 1) Big V is actually the core
driver of Weibo's information followers. Big V mainly includes Blue V accounts and Orange V accounts. Blue V accounts are
verified company users, mainly including large media, we-media, video media, government portals, and brands, all verified by
Weibo. Orange V accounts are verified active individual users, mainly including key opinion leaders (KOL), fashion icons and film
& TV drama stars. The Big V usually has millions of followers. For example, the hottest actress Yang Mi (#%) has over 70 mn
fans. The Big V can deliver news to millions of people in the first seconds of posting, which can also be shared by other Big V to
millions of followers in another second. As a result, Weibo can generate original content from stars or gossip news from we-media
to attract young users constantly. Other social media platforms can not generate such kinds of content. As a result, Weibo has the
best entertainment news flow in China. 2) Film & TV drama topics are the key drivers of Weibo's mobile traffic. According a
Weibo report, over half of Weibo users are fans of film & TV drama stars and 7 of the 10 hottest topics are about films, TV dramas,
and variety shows, the core part of China’s mainstream culture. Usually, TV drama with 10 bn video views can generate 4 bn topic
views in Weibo and bring millions of fans to stars of TV dramas. In the topics, actors and actresses can constantly interact with
their fans. In 2016, the 3 largest mobile video portals' total user time spent reached 283 bn minutes, up 46.5% yoy. 3) Short video
streaming is a new growth driver. Short videos could deliver factors that pictures and words can not, such as funny actions,
facial expressions, emotions, film & TV drama highlights, and grass root talent shows. Short video streams are becoming more
and more popular to readers. As a result, the short video media ecosystem is becoming more and more important to social media.
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Table 3: Video and Social Apps User Time Spent and Growth in 2016

Video bn

12M15 1M16 2M16 3M16 4M16 5M16 6M16 ™16 8M16 9M16 12M16
minutes
Tencent

83 78 58 75 80 0 92 100 113 103 114

video
iQiyi 63 64 53 65 73 78 80 96 100 95 101
Youku 48 43 35 49 53 55 58 63 75 79 67
Total video 193 184 145 189 205 223 230 259 288 211 283
Taobao 85 78 48 80 85 108 118 123 124 126 128
uc 158 140 120 155 148 148 138 145 150 145 151
Mobile Baidu 73 70 60 80 85 100 98 103 108 103 106
QQ browser 90 78 68 80 85 9 93 90 93 91 98
Toutiao 45 48 45 63 65 75 80 96 118 130 161
Total search 450 413 340 458 468 526 526 557 592 595 645
Weibo 43 45 38 60 63 70 64 70 95 93 104
WeChat 1,100 1,050 1,000 1,300 1,225 1,375 1,239 1,450 1,475 1,550 1,685
Mobile QQ 510 420 350 375 360 400 380 420 420 375 567
Total social 1,653 1,515 1,388 1,735 1,648 1,845 1,683 1,940 1,990 2,018 2,356
Andriod 2,315 2,149 1,880 2,456 2,389 2,652 2,692 2,927 3,008 3,109 3,615
108 1,078 1,081 874 1,131 1,114 1,331 1,275 1,284 1,318 1,299 1,426
Total 3,393 3,230 2,754 3,587 3,503 3,983 3,967 4,211 4,416 4,407 5,041

Source: Questmobile, Guotai Junan International.

Generally speaking, Weibo has become a source of entertainment news and social news, compared to WeChat. According
to the Tipping Point, written by Malcolm Gladwell, the fast spread of certain information or things needs 3 key factors: the law of
the few (very sociable people with lots of friends), Stickiness factor (Impressive information that can be remembered and shared),
power of context (Favorable environment -- Relation chains). Weibo's ecosystem has all the 3 factors but WeChat doesn't have all.
WeChat groups have limited members in one group to no more than 500 and usually the number of people's normal active friends
is limited to within 150. WeChat's ecosystem lacks the role of KOL or Big V's relation chain. However, WeChat and QQ's total user
time spent reached 2,251 bn minutes in 12M16, almost 10 times that of Weibo, which means users stay in WeChat much longer
than Weibo. As a result, WeChat/QQ has become a terminal of certain information. For example, some gossip news might first
come from professional paparazzis in Weibo, which could deliver sensational gossip news to over 10mn fans in the first second.
Some followers might get the gossip news in the first second and share them in WeChat groups and WeChat moments
immediately. Moreover, some small re-edit gossip news and republish it on Toutiao.com or other aggregate news portals, and
more readers begin to share gossip news on WeChat groups and WeChat moments again. As a result, normally, we could say that
Weibo has played the role of generating entertainment news and social news, while WeChat/QQ has become places where most
people receive news.

Relation Chain

There are 3 major types of relation chains in social media: Media-audience, People-people (Friend-friend, star-fan, KOL-fan,
fashion icon-fan), Brand-customer (CRM). 1) Media audiences mainly create entertainment news flows and social news flows.
There are many types of media in Weibo, including: large media (Hexun, Cainjing, Renmin, and Sina NBA), government portals,
small we-media, video media, game companies, talent companies, film & TV drama production companies, etc. Game companies,
talent companies and film & TV drama production companies conduct CRM in Weibo. 2) People-people are the most valuable
relation chain in social media. People-people relation chain not only delivers information but also delivers various emotions and
other complex concepts, such as ego-projections, moral views, life views, world views and value views. 3) Brand-customer relation
chain is the key to monetization through ads. Brand-customer relation chain could provide brands to conduct CRM for its
customers, which we will discuss in the following paragraph. For Weibo, the important 3 types of relation chains are star-fan,
fashion icon-buyer, and brand-customer.
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Figure 3: China Media Industry Production and Distribution Ecosystem
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Source: Guotai Junan International.

Weibo is becoming a core part of China’s entertainment industry. 1) Intellectual Property (IP), Stars, and Producers are 3
key factors in media products. IP is the "story" of media products, which can be exhibited in many different forms: Online novels,
comics, animations, games, films, and TV dramas. The largest 3 types of media products, films, TV dramas, and games, need to
create play-scripts at the preparation stage. The number of old fans is determined by the IP and stars. Some famous producers
have their fans too. Producers are responsible for completing entire products and put them into media distribution channels. 2)
Media products have to gain as many fans as possible in the distribution phrase due to limited life cycle. Compared to
other types of products, media products usually have a very limited life cycle. For example, films will be released in cinemas for
only one month while online TV Drama video traffic over 2-3 months account for 80% of its total traffic. Online games have a 1-2
year life cycle as game producers constantly issue new editions of games. The short life cycle means that media products need to
accumulate a big audience in its life cycle. There are a number of ways to attract bigger audiences: a) old fans who have known
the products from the IPs or stars, b) new audiences acquired from marketing campaigns, and c) recommendations from
audiences who are familiar with the product. The number of recommendations made to their friends is named as “(media) viral
coefficient”, which is calculated as follows: Media Product Value = (Old fans + New audience) X Average virus coefficient X Value
per consumption. Apparently, the viral coefficient is related to the product quality or producers, and old fans are followers of IP and
stars' original fans. Obviously, Weibo is becoming the best place for media product marketing. 3) Film companies, TV drama
companies, and game media companies have to conducted CRM in Weibo. From the production and business procedure of
TV dramas and Films, the warm-up marketing phrase before the media products' release is scheduled is the most important thing.
It's necessary to create as many related topics (with the help of Weibo) and interactions to gather as many old fans as possible.
For game companies, they have to get as many responses from the players as possible to debug and modify unreasonable
designs, especially when new editions of games arrive. This is an important part in daily game management.

Weibo announced the establishment of their fashion icon e-commerce platform in 3M17. 1) In 3M17, Weibo and Taobao
announced the fashion icon e-commerce platform in Hangzhou. Currently, there are 15,000 fashion icons and 2,000
e-commerce players in Weibo. Weibo built up this platform to attract fashion icons who have over 50,000 fans. For institutional
strategic partners, they must have at least 20 Weibo accounts, which have total fans of at least 10 mn, article views of at least 300
mn per month, and total Taobao revenue of at least RMB250 mn. Weibo will provide 24 hour service to these strategic partners
and give more traffic to them. 2) Alibaba Group provides online sales and supply chain to support fashion icons. Fashion
icons are small brands by themselves. As social media becomes more and more popular, fashion icons have become the group
who deliver fashion news and ideas into the world. Taobao has created a unique sales channel for these fashion icons through the
iFashion channel in the Taobao app. Taobao factories in 1688.com could provide apparel production for fashion icons who can
make fashion designs. It's relatively easy for the Weibo fashion icons to turn their Weibo fans into buyers in Taobao. 3) Weibo
Fashion icons have made great sales in Taobao. On the other hand, the success of Weibo fashion icons proved that
brands could directly turn followers into buyers.
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Figure 4: Taobao and Weibo Fashion Icon E-commerce Ecosystem
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Brand-customer commercial relation chain is extremely important to social media ad business. We have discovered that
there are strong interactions among Orange V, Blue V, and users. Both media Blue V and KOL orange V's main functions are
creating news flows. The non-media Blue V consists of brands which have many interactions with both stars and fashion icons in
Orange V. 1) Stars help brands to deliver new product information and boost brand exposures. In figure 4, we have
illustrated our view of commercial relation chain: the relationship among brands, stars, and customers. For some medium and big
brands, they will usually determine a star as the spokesman to their brands. The stars, who have millions of fans, help brands to
deliver new product information to their fans. All types of media create news flows to help stars to strengthen their connections to
fans, such as gossip news. Weibo could also help to create some online topics for stars and fans, such as online birthday parties.
2) Brands could attract more and more followers or online customers with each marketing campaign. With more exposure,
brands could get more exposure and attract customers to their own accounts. For example, OPPQ's official account has over 16
mn followers. In the future, the commercial relation chains on Weibo will be one of the most important marketing resources for
brands. 3) Brands could conduct precision marketing in social media. Moreover, the brands could conduct precision
marketing in Weibo by sorting out target groups. The brands could create different video story ads to different target customers to
improve acceptability. Facebook has a rule that if brands’ video contents are very popular and acceptable, which are more actively
liked, shared or commented on by users, the ad prices will be much cheaper. However, currently, the problem is that Weibo's MAU
is still relatively small and can not cover the entire 600 mn urban population in China. In other words, brands have to find the other
300 mn people through other types of media, such as TV and video portals. In conclusion, compared to other types of media,
such as TV, videos and news aggregators, only social media can help brands to build up online commercial relation
chains with customers.
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Monetization

Weibo has 3 product types: promoted feeds, promoted accounts, and promoted trends. Usually, Weibo will insert clients’
ads into users’ information flows (3%) to get more exposure and fans. Moreover, Weibo could create more topics related to the
brands to get more exposure. News feed ads accounted for over 50% of Weibo’s ad revenue in the last several quarters.

Promoted Feeds. Promoted feeds appear in the user’s information feed alongside organic feeds. Weibo encourages customers
to produce feeds that have relevant information value similar to that of the user’s organic feeds. Customers may use SIG
recommendation engine to better target their audience and improve the relevancy of ads to users. As with other feeds, users can
repost, comment on and Like promoted feeds, amplifying visibility and reach of original promoted feeds and generate new flows to
customers. a) FST is a customizable and self-service marketing solution under a bidding system. Customers are able to target
users based on gender, age, geographic location, interests and device type. They can also target users by their social interaction
on platforms. For example, they may target all the followers of a given user. Customers can place FST ads either through
authorized distributors, who have expertise in social media marketing, or directly by themselves using a self-service advertising
system; b) fans’ headlines are promoted which guarantees a certain feed from a customer will appear at the top of information
feeds of the customer’s followers; c) Weibo Select is a highly customizable version of promoted feeds. Weibo works directly with
the customer or the customer’s ad agency to define the parameters of the targeted marketing. For example, in addition to targeting
users based on demographics and social relationships, customers can target users who are engaged with feeds using a specific
keyword during a specified time period. d) Weibo Express is a promoted service offered to key accounts for them to reach and
engage in with a broad range of Weibo users.

Promoted Accounts. Promoted accounts appear either in a column next to the information feed on PCs or directly in the
information feed on both PCs and mobile devices. Promoted accounts are labeled but otherwise appear in the same format as
other accounts that Weibo recommends to users. Promoted accounts provide customers a way to grow their followers, with whom
they can then drive engagement using their Weibo pages.

Promoted Trends. Promoted trends, which are labeled as “promoted” appear at the top of the list of trending topics. When a user
clicks on a promoted trend, they will be redirected to the sponsor’s landing page.

VIP Membership. Weibo VIP membership offers users certain services and functions that are not available to regular users. With
these additional functions, VIP members can follow more users, have more ways to personalize their pages, can send voice feeds,
enjoy more cloud storage, receive additional options to manage information flow and followers, receive SMS notifications of Weibo
account activity and have access to premium games. VIP membership is available through monthly or annual subscriptions.

Weibo’s ad monetization depends on 3 key things: MAU, vertical content expansion, and short video streaming. 1) Weibo
has expanded to lower-tier cities. Currently, Weibo has more than 1.3 mn ad clients, in which 43.5% of them live in tier-1 cities.
In 2016, accounts posted from brands reached 114 mn articles, was viewed 672 bn times. Currently, only 30% of Weibo'’s users
come from tier-3 to tier-5 cities. For big brands, they could spend on ad budgets for Weibo’s 313 mn active users but they have to
find other media channels to reach the 300 mn urban population, such as TV, outdoor, and video media. Weibo’s competitive edge
is its commercial relation chain but is constrained by its MAU. As Weibo’'s MAU expands into lower-tier cities, it will get more ad
spending from big brands and more ad clients in lower-tier cities. Moreover, the higher density of MAU in local areas could attract
more offline SME ad customers, such as life services and catering services. 2) Vertical content expansion is determined by
Weibo’s interest classification. There are 2 ways of understanding interest classifications: a) for a single person, if he could find
more interesting people or media in different interest regions to follow, he might spend more time on Weibo. Higher user time
spent would mean more information flows per person and ad loads per person. b) For groups, high quality classified interesting
content might attract different groups and form online social districts. Currently, Weibo has formed over 50 types of different
interest fields. Moreover, the problem is that the interests of people are often changing, such as fashion interests. All types of
media, KOL, and fashion icons inside Weibo could help to build up interest classification and deliver the latest news flows
constantly to followers. Interest classification is the inner structure of Weibo’s commercial relation chains. We have shown that it’s
more convenient for ad clients to find related targeted customers though interest classification. 3) Short video streaming has
great potential for inserting video ads. Compared to TV video ads, ad clients could insert video ads to targeted groups far more
precisely through interest classification. Ad clients could create different video ads to tell different stories to affect different targeted
groups. Moreover, brands could get more interaction through likes, shares, and comments with its fans. The TV video market
amounts to over RMB100 bn. Currently some star TV stations have more coverage than that of Weibo, but some ground TV
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