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Sell In May And Go Away? Assessing Major Risks Of China’s Internet Sector

Last week, the US SEC added over 80 firms, including JD.com, to their watchlist under
the provision of HFCAA. As the delisting has been largely priced in, we still expect the
prolonged lockdown to dampen consumer spending in China. Even with the supportive
regulatory measures to spur the recovery from the pandemic, we do not think the
measures will do much to stimulate consumption in the near term. We maintain
MARKET WEIGHT on the internet sector.

WHATS NEW

Recent update on HFCAA. To date, the US SEC has added 139 companies into their
watchlist with 116 companies still being able to submit evidence (ie to prove the companies
are not owned or controlled by a governmental entity in the foreign jurisdiction) to dispute
their cases; the remaining 23 companies have been included in the “conclusive list of issuers
under the Holding Foreign Companies Accountable Act (HFCAA)”. Regulators in the US and
China have been negotiating on the audit inspection of Chinese companies that have been
listed in the US for 15 years. China is now the only jurisdiction country to refuse to submit an
independent audit to the Public Company Accounting Oversight Board (PCAOB).

At the current stage, we understand that the discussion stage was near its final phase with
news saying China had signalled its willingness to compromise in providing their US
counterpart permission to inspect the listed companies’ audited report. From the US side,
the PCAOB mentioned that the speculation on the final agreement with China remains
premature at this stage. Companies under our coverage like JD.com, Pinduoduo and
Trip.com were added in the disputable list which means they still stand a chance to dispute
their listing status. Overall, we do not rule out the possibility that the agreement will be
implemented in the near term with China allowing full audit inspection to PCAOB for selected
companies. There could be a preliminary trial conducted on selected companies before a
full-scale inspection.

Dual-listed ADRs trading at lower valuations. The imminent delisting risk for the Chinese
American Depository Receipts (ADR) remain uncertain, however we favor companies which
had been dual-listed in HKEX. We notice that dual-listed ADRs (such as BABA and JD.com)
are currently trading at discounted valuations at around 13x 12-month forward PE compared
with the peers in A shares (around 25x) and the Southbound universe (such as Tencent and
Meituan) at about 21x. Therefore, we estimate a 35% upside for the existing secondary
listings stocks in Hong Kong once they become Southbound eligible.

Various supportive measures by regulators. We saw various supportive policies
introduced by different governmental agencies to alleviate the burden of the SMEs brought
by the disruption from the pandemic. The government has promised to step up policy
support this year for its economy that has been struggling with COVID-19 outbreaks. The
meeting urged the need to maintain the stable operation of the capital market to attract long-
term investors, the need to promote healthy development and the rectification of the platform
economy, implementation of comprehensive supervision, and introduction of specific
measures to support the standardisation and healthy development of the platform economy.
We are positive towards the relaxation on the policies towards China’s platform economies.
We expect valuation correction in the internet sector in the near term. Fundamentally, we
expect a recovery in 2H22 when the lockdown eases and we think Meituan is well positioned
to benefit from the relaxation of the lockdown.
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Company Ticker Rec  Share Price Target Price
(HK$) (HKS)
341.20 502.00
138.60 187.00

151.80 201.00

Tencent 700 HK BUY
Netease 9999 HK BUY
Meituan 3690 HK BUY
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e Macro weakness will be an economic drag. Beijing had recently announced that it will #
temporarily close down 40 metro stations along the six key routes in order to curb the spread 2; +1std M L
of the pandemic. The above measure was also said to prevent Beijing from entering into the L R pRATY W W = 23 7 i
likes of Shanghai lockdown should the daily confirmed cases go out of control. Given the 7
absence of news on the easing of lockdown measures, we expect the upcoming retail sales *
numbers for April/May to continue to register negative yoy growth following Mar 22 (-3.5% .

yoy as the lockdown began in Mar 22). Fundamentally, this will continue to pressure on

:
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consumer sentiment as well as businesses’ daily operations in the near term. Source: Bloomberg, UOB Kay Hian
% OF SHARE SPLIT BETWEEN HK AND US NASDAQ CTA INTERNET TECH INDEX
% in US % in HK Total no. of shares mil (as per CCASS) ©
BABA US EQUITY Alibaba 44.5% 55.5% 21,687 55
JD US EQUITY JD.com Inc 21.9% 78.1% 3,130 50
BIDU US EQUITY Baidu Inc 17.3% 82.7% 2,340 “ +1su Mg
NTES US EQUITY NetEase Inc 40.7% 59.3% 3,455 . T Mean =338 | %
TCOM US EQUITY Trip.com 7.8% 92.2% 637 20 WWWVW
WB US EQUITY Weibo 74.3% 25.7% 243 2 [V 1std WN‘A‘YM'AI
Zhihu US EQUITY Zhihu 71.9% 28.1% 326 L A s s s A o R
Source: CCASS, UOB Kay Hian §58385583855388583885385858388¢%
Forward 1-yr PE Mean -------- +lstd oo -1std

¢ As such, under our top picks, we advocate companies which are less susceptible to
the lockdown impact in the domestic market, namely Tencent and Netease as they are
supported by strong grossing growth in March/April. On top of that, we expect the resumption  KRANESHARES CSI CHINA INTERNET ETF
of new game approval to revitalise investor sentiment within the online game sector and 1
encourage game companies to carry out R&D for new games.

Source: Bloomberg, UOB Kay Hian
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¢ The HS Tech index and KWEB ETF have declined 32%/34% respectively ytd. On top of &
the online game companies we mentioned above, we also advocate investors to stay e
selective for companies which have been dual listed in HKEX as well as being key
beneficiaries once the lockdown measures ease such as Meituan (3690 HK).

SECTOR CATALYST AND RISK

o Catalysts: a) Supportive governmental policies, b) increasing online retail penetration driven
by less developed areas and younger generations, and c) continued improvements in
technology and e-commerce infrastructure.
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Source: Bloomberg, UOB Kay Hian

¢ Risks: a) Uncertain geopolitical risks, b) a challenging regulatory landscape, c) weak macro
environment, d) high user acquisition expenses as well as increased competition as multiple
players seek to increase market share with heavy investments in new retail, and e) local
services strategy dragging down e-commerce companies’ margins and ROEs.

PEER COMPARISON
Year  Price Mkt Cap EPS 22-
Company Ticker Currency  End (LC) (Ussm) - Calendarised PE - -- Calendarised EV/EBITDA --  -- Calendarised EV/Sales-- ROE ~ 253-yr
2021 2022 2023 2021 2022 2023 2021 2022 2023 2022 CAGR
China Dual Listed Companies

ALIBABA GROUP HO 9988 HK HKD  03/2021 86.0 2375965 na. 12.1 11.0 7.9 6.8 58 13 12 1.0 9.8 19%
BAIDU INC-A 9888 HK HKD  12/2021 109.5  38,561.3 na. 17.7 12.3 8.4 8.1 6.1 14 1.3 1.2 54 32%
NIO INC-CLASS A 9866 HK HKD  12/2021 109.6  23,322.8 n.a. na. na. n.a. n.a. 46.2 34 2.0 12 -23.0 na.

YUM CHINA HOLDIN 9987 HK HKD  12/2021 3084  16,556.8 174 35.6 21.2 8.9 12.7 8.9 17 1.6 14 7.0 43%
ZTO EXPRESS CAYM 2057 HK HKD  12/2021 1978  20,403.5 n.a. 214 15.6 15.9 12.0 9.3 41 35 29 11.9 n.a.

HUAZHU GROUP LTD 1179 HK HKD  12/2021 211 8,650.3 na. 1819 272 56.1 45.7 18.9 73 6.5 51 34 151%
GDS HOLDING-CL A 9698 HK HKD  12/2021  26.7 5175.4 n.a. n.a. na. 18.2 15.0 119 8.2 6.8 55 5.6 n.a.

ZAI LAB LTD 9688 HK HKD  12/2021 22.1 2,750.2 na. na. na. na. na. na. 9.6 5.7 33 417 n.a.

AUTOHOME INC-A 2518 HK HKD  12/2021 51.0 3,262.6 na. 109 9.4 0.6 0.7 0.6 0.2 0.2 0.2 8.4 n.a.

WEIBO CORP-CL A 9898 HK HKD  12/2021 162.7 4,903.1 11.3 78 7.0 58 5.9 5.0 19 1.8 1.7 11.7 n.a.

NEW ORIENTAL EDU 9901 HK HKD 05/2021 85 1,846.1 n.a. n.a. 95 34.6 8.2 n.a. n.a. n.a. n.a. =225 n.a.

BAOZUN INC-A 9991 HK HKD  12/2021 184 4744 na. 10.0 6.3 75 8.8 55 04 0.4 03 37 42%
Average 143 37.2 13.3 16.4 124 11.8 36 2.8 22 -2.6 58%
US Peers

APPLE INC AAPL US USD  09/2021 1521 2,461,118.6 26.5 24.4 229 19.2 17.9 17.3 6.4 6.0 57 153.1 %

MICROSOFT CORP MSFT US USD  06/2021 264.6 1,978,802.6 30.1 26.1 22.7 213 18.3 15.9 10.6 9.1 8.0 438 17%
TESLA INC TSLAUS USD  12/2021 787.1 8154538 160.6  65.9 50.2 80.5 40.2 28.9 15.0 9.3 6.9 335 23%
META PLATFORMS-A FB US USD  12/2021 196.2 531,007.7 14.2 14.3 12.4 8.9 8.7 74 43 4.0 34 26.1 20%
AMAZON.COM INC AMZN US USD  12/2021 2,175.8 1,106,863.8 33.6 50.7 28.7 17.6 16.2 12.2 25 22 1.9 10.9 44%
NETFLIX INC NFLX US USD  12/2021 1731  76,903.8 15.4 15.5 14.0 135 12.4 11.2 3.0 2.7 25 26.3 16%
Average 46.7 32.8 25.1 26.9 19.0 155 7.0 55 4.7 49.0 21%

Source: Bloomberg, UOB Kay Hian
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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