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Earnings preview

Expect solid FY19 results based on smartphone GM recovery and healthy loT growth

Reiterate Buy rating: expect solid FY19 results

Xiaomi will report the annual results at the end of March. We expect solid FY19
results mainly benefiting from smartphone gross margin recovery and healthy
growth of 10T. We expect full year revenue will grow 18% YoY to Rmb207bn, and
adjusted net profit will come in at Rmb11.6bn, up 35% YoY. Looking ahead to 2020,
we expect total revenue will grow by 23% YoY. Although uncertainties caused by
COVID-19 are still around, we believe the growth will be driven by: 1) first-mover
advantage in 5G; 2) strength of core 10T products and portfolio expansion; 3)
diversification of Mi ecosystem monetization.

Exiting FY19 with strong quarterly growth and entering FY20 with 5G edge
According to IDC, Xiaomi smartphone shipment was 32.8mn units in 4Q19, up
31.1% YoY, the strongest quarter since Q2 2018. Xiaomi continues to see demand
strength in overseas market, in particular, in Europe. In India, in response to stiff
competition from Realme and Samsung, Xiaomi announced in Jan to spin-off
POCO as anindependent brand, hoping to seize more market share. In 5G market,
Xiaomi had launched the most affordable 5G smartphone last Dec and just
launched 5G version in its flagship Mil0. Given that more 5G models will be
launched this year, we expect total revenue from smartphone will grow by 18-20%,
among which about 10% growth will come from ASP hike. On the other hand, as
COVID-19 has hit the global market, uncertainties are still around. Nevertheless,
Xiaomi’s production is gradually ramping up and strength of online sale channels
could mitigate the impact from the epidemic, in our view.

Smart TV led the growth of 10T and upbeat outlook on products expansion
In FY19, Mi TV shipment exceeded 10mn units, ranking the first with 20%+ of
market share in China. Newly launched Redmi AirDots TWS and Mi electric scooter
are also very popular among the consumers. Apart from those, Xiaomi continues
to make progress on high margin big white appliances. Xiaomi has now built up its
AloT ecosystem and product portfolio. We expect its 10T revenue will have a very
healthy growth of 33% in FY20.

New subscription services introduced to offset weakness in online ads
Xiaomi continues to introduce new subscription services on its smartphone and TV,
hoping to offset the weakness in online ads. With contribution from other IVAS, such
as Youpin and Fintech, we expect internet service can achieve decent growth in
FY20.

Price target: HK$22.0 (82% upside)

We derive our Dec-20 price target of HK$22.0 per share using a discounted cash
flow model, assuming 13.4% cost of equity, 3% long-term growth rate.

This report marks the transfer of coverage of Xiaomi Corporation (1810.HK) to Brian Li
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Key forecasts
(Rmb m) 2018 2019e 2020e
Non-IFRS net profit 8,555 11,590 14,309
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2018 2019e 2020e
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Figure 1: Xiaomi revenue forecast

Figure 2: Xiaomi non-IFRS net profit
forecast

Figure 3: Xiaomi non-IFRS net margin
forecast
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Figure 4: Xiaomi revenue mix Figure 5: Xiaomi smartphone Figure 6: Xiaomi global smartphone
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Figure 7: Xiaomi smartphone ASP
forecast

Figure 8: Xiaomi internet service
ARPU forecast

Figure 9: Xiaomi hardware gross margin
forecast
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Figure 10: Xiaomi’s P&L forecast

Rmb m 2016 2017 2018 2019E 2020E

Profit & loss

Revenue 68,434 114,625 174,915 206,939 255,457
Smartphones 48,764 80,564 113,800 124,471 146,980
loT and lifestyle products 12,415 23,448 43,817 62,180 82,929
Internet services 6,538 9,896 15,956 18,811 23,997

Advertising 3,838 5,614 10,100 10,302 12,363
IVAS 2,699 4,282 5,853 8,509 11,635
Others 77 77 1,343 1,477 1,551

Cost of sales (61,185) (99,471) (152,723) (178,465) (219,344)

Gross profit 7,249 15,154 22,192 28,474 36,113

Gross margin 10.6% 13.2% 12.7% 13.8% 14.1%

Operating expenses (6,053) (9,599) (25,869) (18,211) (23,502)
Selling and marketing expenses (3,022) (5,232) (7,993) (8,898) (11,240)
Administrative expenses (927) (1,216) (12,099) (2,276) (3,321)
R&D expenses (2,104) (3,151) (5,777) (7,036) (8,941)

EBIT 1,196 5,555 (3,677) 10,263 12,611

Fair value changes on investments 2,727 6,371 4,430 1,000 1,000

Share of losses of investments (150) (231) (615) (200) (200)

Other income 540 449 845 300 300

Other (losses)/gains, net (528) 72 213 - -

PBT 1,176 (41,829) 13,927 11,625 14,063

Income tax expenses (684) (2,060) (449) (1,932) (2,331)

(Loss)/profit for the year 492 (43,889) 13,478 9,693 11,732

Minority interest (62) (63) (76) (84) (92)

Attributable profit 553 (43,826) 13,554 9,777 11,824

Adjusted net profit (non-IFRS) 1,896 5,362 8,555 11,590 14,309

yoy growth %

Total revenue 2% 67% 53% 18% 23%
Smartphones 9% 65% 41% 9% 18%
loT and lifestyle products 43% 89% 87% 42% 33%
Internet services 102% 51% 61% 18% 28%

Advertising 1% 46% 80% 2% 20%
IVAS 90% 59% 37% 45% 37%
Others -39% 0% 87% 10% 5%

Gross profit 169% 109% 46% 28% 27%

(Loss)/profit for the year (reported) na na na -28% 21%

Adjusted net profit (non-IFRS) na 183% 60% 35% 23%

Source: Company data; AMTD estimates
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Figure 11: Xiaomi key operating matrix

Operating matrix 2016 2017 2018 2019E 2020E
Revenue mix
Smartphones 71.3% 70.3% 65.1% 60.1% 57.5%
loT and |ifesty|e products 18.1% 20.5% 25.1% 30.0% 32.5%
Internet services 9.6% 8.6% 9.1% 9.1% 9.4%
Advertising 5.6% 4.9% 5.8% 5.0% 4.8%
VAS 3.9% 3.7% 3.3% 41% 46%
Others 1.0% 0.6% 0.8% 0.7% 0.6%
Smartphone shipment (million) 55 91 119 128 146
yoy % AT% 65% 30% 8% 14%
Smartphone ASP (Rmb) 880 881 959 974 1,008
yoy % 9.0% 0.2% 8.8% 1.5% 3.6%
loT and lifestyle product sales per smartphone 224 257 308 486 569
yoy % 71.5% 14.5% 20.0% 58.0% 17.0%
loT and lifestyle product sales per MIUI MAU 92 137 181 215 234
yoy % 18.9% 49.1% 31.8% 19% 9%
End-of-the-period MIUI MAUs (millions) 135 17 242 289 355
Yoy % 20% 27% 42% 20% 23%
Internet ARPU (Rmb) 49 58 66 65 68
Yoy % 68% 19% 14% 1% 4%
Gross margin for hardware (%) 4.40% 8.70% 7.33% 8.7% 9.1%
Gross margin for intemet services segment (%) 64% 60% 64% 63% 62%
Advertising 86% 82% 82% 87% 87%
IVAS 34% 32% 30% 35% 35%
Non-IFRS net margin (%) 2.8% 4.7% 4.9% 5.6% 5.6%
Operating margin (reponed) 5.5% 10.7% 0.7% 5.5% 5.4%
Operating expense to revenue % -35 -38 -36 35 35
Cash conversion cycle (days) 8.8% 8.4% 14.8% 8.8% 9.2%
Net cash/ (net debt) 9,663 8,986 28,794 40,681 24,784

Source: Company data; AMTD estimates
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IMPORTANT DISCLOSURES

AMTD Investment Ratings

Overweight Industry sector expected to outperform the market over the next 12 months

Neutral Industry sector expected to perform in-line with the market over the next 12 months
Underweight Industry sector expected to underperform the market over the next 12 months

Buy Stock with potential return of over 20% over the next 12 months

Hold Stock with potential return of -20% to +20% over the next 12 months

Sell Stock with potential loss of over 20% over the next 12 months

Analyst Certification

We, Brian Li and Halsey Wu hereby certify that (i) all of the views expressed in this research report reflect accurately our personal
views about the subject company or companies and its or their securities; and (ii) no part of our compensation was, is or will be,
directly or indirectly, related to the specific recommendations or views expressed by us in this research report, nor is it tied to
any specific investment banking transactions performed by AMTD Global Markets Limited.

AMTD Global Markets Limited
Address: 23/F - 25/F, Nexxus Building, 41 Connaught Road Central, Hong Kong
Tel: (852) 3163-3288 Fax: (852) 3163-3289

GENERAL DISCLOSURES
The research report is prepared by AMTD Global Markets Limited (“AMTD”) and is distributed to its selected clients.

This research report provides general information only and is not to be construed as an offer to sell or a solicitation of an offer
to buy any security in any jurisdiction where such offer or solicitation would be illegal. It does not (i) constitute a personal advice
or recommendation, including but not limited to accounting, legal or tax advice, or investment recommendations; or (ii) take into
account any specific clients’ particular needs, investment objectives and financial situation. AMTD does not act as an adviser
and it accepts no fiduciary responsibility or liability for any financial or other consequences. This research report should not be
taken in substitution for judgment to be exercised by clients. Clients should consider if any information, advice or
recommendation in this research report is suitable for their particular circumstances and seek legal or professional advice, if
appropriate.

This research report is based on information from sources that we considered reliable. We do not warrant its completeness or
accuracy except with respect to any disclosures relative to AMTD and/or its affiliates. The value or price of investments referred
toin this research report and the return from them may fluctuate. Past performance is not reliable indicator to future performance.
Future returns are not guaranteed and a loss of original capital may occur.

The facts, estimates, opinions, forecasts and any other information contained in the research report are as of the date hereof
and are subject to change without prior notification. AMTD, its group companies, or any of its or their directors or employees
(“AMTD Group”) do not represent or warrant, expressly or impliedly, that the information contained in the research report is
correct, accurate or complete and it should not be relied upon. AMTD Group will accept no responsibilities or liabilities
whatsoever for any use of or reliance upon the research report and its contents.

This research report may contain information from third parties, such as credit ratings from credit ratings agencies. The
reproduction and redistribution of the third party content in any form by any means is forbidden except with prior written consent
from the relevant third party. Third party content providers do not guarantee the timeliness, completeness, accuracy or
availability of any information. They are not responsible for any errors or omissions, regardless of the cause, or for the results
obtained from the use of such content. Third party content providers give no express or implied warranties, including, but not
limited to, any warranties of merchantability of fitness for a particular purpose or use. Third party content providers shall not be
liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses,
legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content. Credit
ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They
do not address the suitability of securities for investment purposes, and should not be relied on as investment advice.

To the extent allowed by relevant and applicable law and/or regulation: (i) AMTD, and/or its directors and employees may deal
as principal or agent, or buy or sell, or have long or short positions in, the securities or other instruments based thereon, of
issuers or securities mentioned herein; (i) AMTD may take part or make investment in financing transactions with, or provide
other services to or solicit business from issuer(s) of the securities mentioned in the research report; (i) AMTD may make a
market in the securities in respect of the issuer mentioned in the research report; (iv) AMTD may have served as manager or
co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities
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mentioned in this research report or may be providing, or have provided within the previous 12 months, other investment banking
services, or investment services in relation to the investment concerned or a related investment.

AMTD controls information flow and manages conflicts of interest through its compliance policies and procedures (such as,
Chinese Wall maintenance and staff dealing monitoring).

The research report is strictly confidential to the recipient. No part of this research report may be reproduced or

redistributed in any form by any means to any other person without the prior written consent of AMTD Global Markets
Limited.
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