Kuaishou Technology o221k

4 September 2022 | 5:49PM HKT

Highly engaging short-form video community now at a profitability

inflection point; initiate at Buy

1024.HK 12m Price Target: HK$112.00 Price: HK$66.80  Upside: 67.7%

Short-form video-rization

Assessing the potential ceiling and lessons from China
EXPLORE =

Kuaishou is China’s 2nd-largest short-form video (SFV) player and
one of the fastest-growing online platforms in today’s China internet
sector, with both time spent and revenue projected to grow at an
18%/19% 2021-24E CAGR, as well as having a visible path towards
breakeven and margin expansion (15% NPM in 25E vs. -23% in
2021). As one of the top 3 Apps by time spent share in China (10%
time spent share), Kuaishou has built a trust-based online
community by establishing a close bond between KOLs and users.
We expect the company to unlock value of its expanding yet
undermonetized 350mn DAU user base, driven by its strategy of
evolving from an entertainment-oriented content community to a
multi-scenario online platform. \We forecast an 18% revenue CAGR
over 2021-25E to Rmb158bn, with the group business turning
profitable in 2023E and the domestic business reaching 20% OPM
in 2025E. Our 12m TP of HK$112 is based on a target P/E multiple
of 22X 2025E EPS and discounted back to 2023, implying 2.7x
2023E EV/sales and 68% upside. Initiate at Buy.

Post 1H22 results, we now expect Kuaishou to deliver accelerating
revenue growth for 2H22/2023 at 18%/22% yoy, driven by strong
engagement growth and expanding eCommerce user penetration.
We see risk-reward as favorable at the current share price, as the
company is at an inflection point on: 1) market share gains across
various commercial verticals it operates, with additional new growth
potential; 2) approaching a profit turnaround (domestic OP positive
in 2Q22), and equally important, 3) a stabilizing DAU/time spent gap
vs. industry leader Douyin (Private) over the past 6 months, despite
Kuaishou's aggressive S&M cost reduction. Together with
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GS Forecast

12/21 12/22E 12/23E 12/24E
Revenue (Rmb mn) 81,081.5 956565.8 117,098.9 138,179.1
EBITDA (Rmb mn) (12,986.0) 2894 142291  26,459.C
EPS (Rmb) (4.92) (1.74) 0.99 321
P/E (X) NM NM 594 18.3
P/B (X) 12.0 6.8 6.2 4.7
Dividend yield (%) NM NM NM NM
N debt/EBITDA (ex lease,X) - 9.5 (3.2) (2.2)
CROCI (%) 91.7) 34) 488 79.2
FCF yield (%) 3.0 (3.2) 24 6.3
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Ratios & Valuation
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Income Statement (Rmb mn)

12/21 12/22E 12/23E 12/24E
Total revenue 81,081.5 95,655.8 117,098.9 138,179.1
Cost of goods sold (46,077.7) (51,627.7) (59,737.2) (67,505.2)
SG&A (45,847.8) 41,716.6) (41,735.0) (42,487.6)
R&D (9,828.6) (10,354.4) (11,805.9) (13,163.1)
Other operating inc./(exp.) 801.5 4986 14121 1,495.1
EBITDA (12,986.0) 289.4 14229.1 26459.0
Depreciation & amortization (6,885.0) (7,833.6) (8,996.3) (9,940.8)
EBIT (19,871.0) (7,544.3) 5232.8 16,5182
Net interest inc./(exp.) (38.5) (118.7) (211.0) (64.5)
Income/(loss) from associates - - - -
Pre-tax profit (19,876.9) (6,771.3) 5021.9 16453.7
Provision for taxes 1,025.2 (637.3) (753.3) (2,468.1)
Minority interest - - - -
Preferred dividends - - - -
Net inc. (pre-exceptionals) (18,851.8) (7.414.6) 4,268.6 13,985.6
Post-tax exceptionals (59,225.3) (8,153.3) (7,611.4) (8,083.5)
Net inc. (post-exceptionals) (78,077.1) (15,567.9) (3,342.8) 5.902.2
EPS (basic, pre-except) (Rmb) (492) (1.74) 0.99 321
EPS (diluted, pre-except) (Rmb) (492) (1.74) 0.9 321
EPS (basic, post-except) (Rmb) (20.37) (3.65) (0.78) 135
EPS (diluted, post-except) (Rmb) (20.37) (3.65) (0.78) 135
DPS (Rmb) - - - -
Div. payout ratio (%) 0.0 0.0 0.0 0.0
Balance Sheet (Rmb mn)

12/21 12/22E 12/23E 12/24E
Cash & cash equivalents 32,612.4 27,090.2 33,4431 49,898.7
Accounts receivable 4,450.1 5,434.0 7,284.8 9,043.2
Inventory - - - -
Other current assets 15,9484 16,637.6 17,404.6 18,266.9
Total current assets 53,010.9 49,061.9 58,1325 77,198.9
Net PP&E 236124 25,688.1 27,066.0 27,985.2
Net intangibles 1,171.8 1,088.6 983.7 859.8
Total investments 0.0 0.0 0.0 0.0
Other long-term assets 13,309.2 13,669.2 14,047.2 14,444.0
Total assets 92515.4 90,919.0 101,640.5 121,899.1
Accounts payable 23,623.7 26,486.7 30,836.6 35,1279
Short-term debt - - - -
Short-term lease liabilities 3,528.8 6,628.2 6,400.8 6,221.5
Other current liabilities 10,203.0 11,460.3 13,328.7 15,1271
Total current liabilities 37,2555 44,5753 50,616.1 56,476.6
Longterm debt - - - -
Longterm lease liabilities 10,079.8 9,644.7 9,956.9 10,369.2
Other longterm liabilities 84.0 84.0 840 84.0
Total long-term liabilities 10,163.9 9,628.7 10,040.9 10,453.2
Total liabilities 47,4194 54,204.0 60,657.0 66,929.9
Preferred shares - - - -
Total common equity 45,089.4 36,708.4 40977.0 54,962.6
Minority interest 6.6 6.6 6.6 6.6
Total liabilities & equity 92515.4 90,919.0 101,640.5 121,899.1
Net debt, adjusted (32,612.4) (27,090.2) (33,443.1) (49,898.7)
Cash Flow (Rmb mn)

12/21 12/22E 12/23E 12/24E
Net income (79,102.3) (14,930.6) (2,589.6) 8370.2
D&A add-back 6,885.0 7,833.6 8,996.3 9,940.8
Minority interest add-back - - - -
Net (inc)/dec working capital 8,531.2 2,647.2 3,650.5 3,429.1
Other operating cash flow 58,166.8 6,186.9 6,480.1 52186
Cash flow from operations (5,519.3) 1,737.2 16437.3 26,958.8
Capital expenditures (7,764.3) (9,823.6) (10,269.3) (10,736.1)
Acquisitions 03 - - -
Divestitures - - - -
Others (10,597.3) - - -
Cash flow from investing (18,361.3) (9,823.6) (10,269.3) (10,736.1)
Repayment of lease liabilities (2,747.9) - - -
Dividends paid (common & pref) - - - -
Inc/(dec) in debt - - - -
Other financing cash flows 38,8494 2,564.2 184.8 233.0
Cash flow from financing 36,101.5 2,564.2 184.8 233.0
Total cash flow 12,619.6 (5,522.2) 6,352.8 16,455.7
Free cash flow (13,283.6) (8,086.4) 6,168.1 16,222.6

Source: Company data, Goldman Sachs Research estimates.
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advertising/eCommerce monetization improvements, we believe Kuaishou can drive
multi-quarter revenue growth outpacing the industry alongside margin improvement,
reaching group OP breakeven by 2023E and a medium-term OPM at 15-20% (80-180bps
higher margin vs. consensus on 23-24E).

In this report, we address key investor debates on the company about 1) the potential
ceiling for the SFV format’s disruption and competition amongst SFV platforms,
including Douyin and Tencent Video Account; 2) Kuaishou's growth trajectory and market
share gains in eCommerce and new business initiatives; and 3) cost efficiency and
longer-term profit margin.

What's differentiated in this report: 1) A holistic comparison of Kuaishou vs. Douyin
on engagement, monetization potential, efficiency and execution; 2) the outlook on the
industry and Kuaishou into 2025 from the eCommerce and advertising competitive
landscape, the livestreaming eCommerce ceiling and Kuaishou's upside potential; and 3)
a scenario analysis on Kuaishou's bull/bear case; and new business initiatives such as
recruitment, housing and international business.

Concurrently, we are also publishing an industry report, ‘Short-form video-rization:
Assessing the potential ceiling and lessons from China' (link), discussing the ceiling on
livestreaming eCommerce on GMV market share gains, including perspectives from
both merchants/KOLs.

Key risks: 1) a weakerthan-expected monetization schedule; 2) intense competition
from Douyin and Tencent’s Video account and the impact on the growth of its aggregate
user engagement base (DAU x time spent per DAU); 3) lowerthan-expected profitability
on high marketing spend and losses from the international business; 4) video content
control.

The authors would like to thank Joy (Haoyang) Yu, David (Yixian) Ma, Victor (Weitang)
Tang and Timothy (Tianning) Zhao for their contributions to this report.



Kuaishou in numbers

ENGAGEMENT

Short-form video

In 2021, the SFV format
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Internet user time, with
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Key thesis in charts

Exhibit 1: China Internet: short-form video (SFV) monetization at a glance

Kuaishou vs. Industry

Gty Engagement GMV (Rmb bn) Revenue (Rmb bn) New Business (Rmb bn)
e T;::::::;‘t DAU (mn) Retail e_::;:::::e} Live streaming '[-‘;:luig;:::; (ex.sr.li?:iwtile:ant Real Estate
2021
Online market size 132,205 926 15,644 875 167 32 958 3,853
% Online penetration 31% 64% 100% 17% 14% 1%
SFV 39,542 841 1,880 276 104
SFV % of online 30% 91% 12% 32% 62%
Kuaishou 12,539 308 680 43 3
% Kuaishou's share P oo  TEEE I o os% P oo
2025E
Online market size 170,537 1,002 22,361 1,388 168 128 2,024 4,625
% Online penetration 36% 71% 100% 30% 16% 12%
SFV 68,209 987 5,725 494 107
SFV % of online 40% 98% 26% 36% 64%
Kuaishou 21,910 1,725 97 37
% Kuaishou's share E 13% _ I:I 8% l:] El%
Kaishou 2021-25€ cAGR [ 15% KD s | ﬁ B 5%

Source: Company data, Goldman Sachs Global Investment Research, QuestMobile
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Exhibit 2: SFV industry snapshot - high DAU, time spent market share gains

We expect short-form video penetration within China
Internet users to further improve, from 91% in 2021 to

...From a time spent/DAU (hours) perspective, we
expect China internet users to spend 7.2 hours per day

..We expect continued timespent % market share to
move towards the SFV format, away from social

98% in 2025... in 2025E, with the increment coming from SFV media/LFV/music/games in 2025E
I.-...-..-..--......-..............----........----..--..-....--...: I..-;.E e - -----------------.: e s e s i e —————
m ZF Y Industry DAU (mn)  ele=As (%) of industry D AU 1 . 1 B Increase Decrease W Total
g% 97% 98% 98% (] 72 Others 1
1,200 a1% 100% 1y 7.0 70Tl 8 ! ; 1
BE% 39% 1 7 1) 14.0% - 1
gow 6.3 mSystenTodls 1 ) 1.5% 1
1000 79% g3z 966 96° L 58 58 2 . 1) 120% 1oonfll 01%0.2%03%g 7w |
¢ soa so%  |I Shopping 11 10.0% A%
R— 70% g1 50 30 = hews 11 80% 226
60% §1 40 mlivesireaming ) 6.0% 20%
1 1 4.0% : 1
600 50% mhlusic
! o HIET i 1 20% H
] mGames ]
i i 0.0% £ aoy
A0 30% : 20 5 8 m Social media : 2.0% it
1 27 i > > @ @ g p @8 9o > @ a9
200 20% HERE:  § 19 25 mLFY il 5 & E.{ £ é 2 E :-55 5 8 %
% 3o, ASWl mMFY i 2 8 & 8 E = |
5 - -— QL =
0% QB 0D SFV : ? 3 2 8 |
! 2018 2019 2020 2021 2022 2023 2024 2025 ! D S S P Rt ﬂSSL ' 2 ) !
b o e o vl e e i EPSSTIN £ Lo i R e il
From an absolute engage ment perspective (bn mins : : AR :
SV e B 13;9031 for:ﬂt irzozss(, : 1ranr.|}l SFV to remain as the 2" most penetrated verticals on We expect the SFV players and Bilibili to remain as the
ge DAU (mn) in 2025E, similar to 2021 strongest timespent % growers in 2021-25E.
since 2020
e e b e et e e TR N E—— e e oo Frorr i o - ey T e
| 1 1} 1
I 180,000 I I 25% [
I 4 ® SFV MFV ® LFV -1 :
| 180,000 ipschiidy | —p— E—— T il Douyin (inc. :
: 140,000 aSysternTools 3! ocia usic ive streaming ' ! 20% Lite/Huoshar) '
1 L} i ]
: aShopping i\ u News ® Shopping I: :
| 120,000 i 11 w i
: nlews :: ! : ] 15% Kuaishou i
=
| 100,000 uLiestreaming )1 ) Wechat {inc. Lite) 1
| 80,000 . i Ny = "0 (excl. Video !
E g ¥ I 5 account) Tencent !
| 60,000 mGarmes il i o= Tencert Video !
I ) y Iy Iy account 1
I 40000 m Social media =| : i g;m Qa \-'Idﬁ% Tencent :
1 i I I w r likili
! LFY h hopo 9 1y o Games (Eg Bilikili
P 20,000 'MFU i ShobeRg. 4 H=lo) Q%O !
L ]
i 0 — Ei SFV . i E -10% 1 SALLCET: 20% 0% i
) o) Hll social, 1081 [ 985 i |
: g i DR ¥ c’Sgregate timespent % CAGR: 2021-25E H
PRS- SN, — FERERE = et i s S 5 ORI L i - SRR SRS
We calculate Douyin/Bytedance's (both Not Covered) relevant operating metrics (GMV, category mix etc.) by analyzmg the industry and companies that we cover, and then extrapolating them to Douyin/Bytedance
Source: Company data, Questmobile, Goldman Sachs Global Investment Research
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Exhibit 3: Kuaishou to deliver above-industry average user engagement and monetization efficiency, closing its gap with Bytedance; with
the implementation of effective cost control, GP per DAU to gradually increase, and we expect S&M per DAU to normalize
Kuaishou vs. online entertainment peers in terms of monetization efficiency and operational efficiency

Platforms

B

e,

Entertainment/social platforms

fmmr = = ——————————— - ]

E-commerce platforms

J %

Kuaishou Douyin Bilibili Weixin Weibo Taobao Pinduoduo
DAU (mn) - 2021 308 547 67 812 243 339 305
% yoy e e Pz 4% 6% 10%  [PB%
DAU/MAU (mn)- 2021 57% | 76% 27% B1% 43% 41% 58%
% yoy Blass | 0% [l -5% 0% ] 1% J o [ 18%
Timespent/DAU/day (mins) - 2021 112 E 103 83 84 38 23 22
% yoy TN SICT 0% Lo [ 6% | 1%
Aggregate timespent (bn mins) - 2021 12,5639 i 20,503 2,029 24,780 3,364 2,904 2,401
User engagement % yoy i s s 4% 3% 4% B 2o
DAU (mn) - 2025 421 | 838 126 822 291
% CAGR: 2021-25E 8% | 1% 17% 0% 5%
DAU/MAU (mn) - 2025 60% |  86% 28% 81% 43%
% GAGR: 2021-25E 1% | 3% 1% 0% 0%
Timespent/DAU/day (mins) - 2025 140 | 12 112 99 53
% CAGR: 2021-25E 6% i 2% 8% 4% 9%
Aggregate timespent (bn mins) - 2025 20,619 : 34,207 3,139 29,789 5,989
% CAGR: 2021-25E 18% | 14% 26% 5% 14%
Rev (Rmb bn) - 2021 81 {223 19 75 15 315 04
% yoy [z T 304 B 52% 11% 34% 3% | saw
Rev per DAU (Rmb) - 2021 263 | 400 290 03 60 030 308
% yoy P 18% ; 1% I 26% B Poee (W % W21
Rev per MAU (Rmb) - 2021 140 | 312 78 76 26 384 178
% yoy 22 e =o' B 7 Pose (B ox [ 43%
Rev per 1000 mins (Rmb) - 2021 65 | 109 9.6 3.0 44 108.5 39.1
s bt % yoy W7 W o R B | | o% 122%
Rev (Rmb bn) - 2025 158 | 47 15 18
% CAGR: 2021-25E 8% | 25% 1% 5%
Rev per DAU (Rmb) - 2025 375 | 373 140 61
% CAGR: 2021-25€ 9% 6% 1% 0%
Rev per MAU (Rmb) - 2025 [ 225 | 104 14 26
% CAGR: 2021-25E 11% i 8% 11% 0%
Rev per 1000 mins (Rmb) - 2025 v 92 39 32
% CAGR: 2021-25E 4% ! 1% 6% 8%
GP per DAU (Rmb) - 2027 110 1 230 62 42 50 204
% yoy s || e 2% 5% 2% Fsx
S&M per DAU (Rmb) - 2021 143 | 87 16 147
UE (GP-S&M) per DAU -2021 @3) (25) 34 695 57
GP per DAU (Rmb) - 2025 196 ¢ 117 43
% CAGR: 2021-25E 15% i 1%
S&M per DAU (Rmb) - 2025 93 | 57 15
UE (GP-S&M) per DAU -2025 03 | 61 33

We calculate Douyin/Bytedance's (both Not Covered) relevant operating metrics (GMV, category mix etc.) by analyzing the industry and companies that we cover, and then extrapolating them to

Douyin/Bytedance

Source: Company data, Questmobile, Goldman Sachs Global Investment Research

4 September 2022



Goldman Sachs

Kuaishou Technology (1024.HK)

Exhibit 4: eCommerce: On the demand side, Kuaishou's growth to be driven by strong MAC (monthly active customer) penetration, slight
upticks in AQV (average order value) and a slight dip in order frequency

Monthly order Kuaishou's
Key categories MAC (mn)  AOV (Rmb) S EETEL mkt share %
MAC i
2.
chfGis 2022 2025 2022 2025 | vores el 2022 2025
Apparel ﬁ:F 297 551 22 8% 87 a3 29 2.7 3268% 319% || 71% 11.1%
o7 180
Cosmetics @‘;"a 143 300 27.8% 104 110 12 1.3 15.7% 17.4% || 9.7% 12.9%
F&B @ 110 251  316% ||Penetraion 104 110 08 14 |[121% 145% || 11.1%
Jewelry & watches @ 49 103 27.8% 196 208 0.22 023 54% 6.0% || 92% 12.8%
18% 268%
FnERe i & L_? 28 66 33.7% 74 79 032 039 ||30% 38%| 08% 16%
alectronics
Total 912 1725 23.7% 92 98 85 8.2 53% T7.7%
Source: Company data, Goldman Sachs Global Investment Research
Exhibit 5: We expect further incremental time spent share and ad dollar share gains for Kuaishou and certain peers
time spent market share and ad revenue market share of Kuaishou and peers
350 e Bytedance -2025
| Kuaishou 2021 2025E
o Bytedance i Timespent share % D 10% |:| 13%
30% i Ad revenue share % || 5% | 7%
I Ad revenue (Rmb bn) 43 97
259 i
o % | Tencent 2021 2025E
E i Timespent share % 37% 32%
S 50% | Ad revenue share % | 110% [ | 10%
A | Ad revenue (Rmb bn) 89 126
2 i
% %% e Tencent - 2021 i Bilibili 2021 2025E
= Tencent - 2025 ! Timespent share % || 2% 3%
2 Baidu - 2021 Kuai i o o 0,
] uaishou - 2025 ! Ad revenue share % | 0.5% | 1.2%
10%  Baidu -2025 | Ad revenue (Rmb bn) 5 16
uai_s_‘hou-‘i" i
. - | Baidu 2021 2025E
5% & ¥ | Timespent share % ||| 5% 4%
BIL] - 2025 |
BILI - 2%1 i Adrevenueshare % | | 8% 6%
0% - . Ad revenue (Rmb bn) 74 85
0% 10% 20% 30% 40%

Timespent share %

Data only reflects the domestic portion of times pent/advertising revenue for all players. We calculate Douyin/Bytedance's (both Not Covered) relevant operating metrics (GMV, category mix etc.) by
analyzing the industry and companies that we cover, and then extrapolating them to Douyin/Bytedance

Source: Company data, Questmobile, Goldman Sachs Global Investment Research

4 September 2022
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Company overview

Kuaishou is the 2nd-largest short-form video (SFV) player by total time spent and
revenue in China, and amongst the high-growth cluster within our China Internet
coverage (19% revenue CAGR in 21-24E), as well as having a visible path towards
margin expansion (15% NPM in 25E) and compelling valuation (trading at
undemanding 13.5x 2025E discounted-back P/E).

History: Based in Beijing, Kuaishou started in 2011 as ‘GIF Kuaishou’, a mobile app to
make and share GIFs, before venturing into China’s first short video-based online
community in November 2012. Monetization-wise, Kuaishou entered into livestreaming
in 2016, advertising in 2017and more recently into eCommerce in 2018 to evolve into a
ubiquitous online entertainment, marketing and shopping platform for people and
businesses across China.

Kuaishou's strong growth in user engagement (from 2% of China’s Internet time spent
to 10% in 2021) gave rise to ample monetization opportunities, and this has already
started to bear fruit from concrete measures it made to work on monetization.
Demonstrated by its consistent market share gains across both the advertising (from
0.4% in 2018 10 4.9% in 2021) and eCommerce (from 0 in 2018 to 4.4% in 2021)
segments over the past 3 years, we expect this to remain the case from 2023E onward.

Investment highlights

1. A leading SFV-based content community and social platform, with expanding
value proposition, poised for consistent user engagement share gains: After a
decade’s worth of accumulated content and amassing a user base, Kuaishou now ranks
among the top 3 DAU and time spent share Apps in the China Internet space and is still
growing, driven by its immersive SFV model — already the largest single time spent
format in China — with 587mn mobile MAU using Kuaishou, 59% active on a daily basis,
spending 125 minutes a day on the app. With competition rationalization from its largest
rival Douyin, we believe Kuaishou's differentiated platform appeal of social network
connections and specialized vertical content offering (e.g. Kuaishou Playlet) gives the
company an incrementally clearer path to improve its user engagement. \We expect
Kuaishou to increase its DAU to 403mn (9% CAGR over 2021-24E) and total time spent
to ¢.20bn mins (13% market share) by 2024E.

2. Multi-leg content-centric monetization: Guided by its motto, ‘embrace all lifestyles’,
Kuaishou has built a trust-based online community by creating a strong sense of
belonging for their users, establishing close connection with users and KOLs, such that
users trust both the acquainted KOLs and the platform, which we believe sets the
foundation for a multi-year runway of monetization. Kuaishou accounts for 10% of time
spent by China internet users, the longest form of entertainment per day, yet with each
video at an average 30 seconds, provides for ample monetization opportunities for
ad/eCommerce/livestreaming in between the immersive SFV feeds.
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We expect Kuaishou to continue to unlock value of its massive yet under-monetized user
base, driven by its strategy of evolving the content from entertainment-oriented to
multi-scenarios (in management’s words, from “more interesting” to “more useful”),
thereby penetrating into multiple TAMs, with revenue per DAU to reach Rmb343 in
2024E (from Rmb263 in 2021), narrowing the gap with Douyin (rev/DAU currently at
c.Rmb409'). Specifically, we see 1) robust advertising revenue growth driven by
improving brand advertiser appeal, better user conversion rates on ad tech stack, and an
improving macro economy, 2) an eCommerce disruptor that is still in the early innings of
market share gains with further customer penetration and category expansion. \We
expect Kuaishou to deliver a GMV of Rmb1.7bn by 2025E (or a 26% 4yr CAGR), on the
back of expanding monthly paying customers. With the strategy of penetrating into both
its homegrown ‘Kwai’ brands and reputable brands, we believe Kuaishou offers a core
value proposition for consumption upgrades among lowertier city consumers (71% of
high ARPPU customers come from lowertier cities). 3) Leveraging its solid
engagement, we see Kuaishou tapping into a few underpenetrated categories such as
online blue-collar recruitment, with its cost per lead coming in lower that of incumbents,
per the company.

3. Improving operating efficiency and profitability: \/Ve believe Kuaishou will reverse
its operational loss margin by 2023E and deliver ¢.18% OPM by 2025E, on the back of
proactive cost reductions on sales & marketing costs (still 40% of 2Q22 revenue, vs.
20% when competition dynamics were benign), reduced international business losses
and other admin expenses. The company went through a round of organizational
restructuring in the past 12 months, and we now expect a more streamlined structure
and better alignment on key OKRs (objectives and key results) and incentives for
business units.

Key debates on the stock - SFV platform competition, eCommerce market share, cost
efficiency and share price drivers

In this report, we dive deep to address a few key debates around the name, including 1)
What is the core value and differentiation among the different SFV platforms, and how
can Kuaishou thrive amidst the competition? 2) What is the growth trajectory and
longevity of the eCommerce business? 3) To what extent can we expect operational
efficiency improvements, and how will these cost cuts reflect in margin? 4) What new
business potential is there? and lastly 5) What is the key driver of Kuaishou's stock
price?

What's differentiated in the report: 1) A holistic analysis of Kuaishou vs. Douyin on
engagement, monetization potential, efficiency and execution; 2) Side by side
comparison between industry and Kuaishou forecasts till 2025, on engagement (as
advertisers follow where consumers go), competitive landscape for advertising (to what
extent will new inventory such as brand ads, creator ads and Union ads offset the trend
in the slowing performance feed) and eCommerce (category-specific market share
gains) entertainment livestreaming ceiling and Kuaishou's upside potential; and 3)

' We calculate Douyin/Bytedance’s (both Not Covered) relevant operating metrics (GMV, category mix etc.)
by analyzing the industry and companies that we cover, and then extrapolating them to Douyin/Bytedance
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scenario analysis on Kuaishou's bull/bear case; exploration of new business initiatives
such as recruitment, housing and international business.

1. What is the core value and differentiator among different SFV platforms? How
can Kuaishou thrive under competition with Douyin? What is Kuaishou’s
competitive moat?

Into the 5th year of SFV penetration trends, the immersive short-form video (SFV)
format has already become the largest single time spent format in the China internet
space. Despite already accounting for 31% of China Internet user time spent, we
expect SFV's structural engagement growth trend to remain on course, albeit at a
moderating pace, in 2022-25E. Compounded appeal also gives rise to multiple legs
of monetization. The inclusiveness of Kuaishou's platform appeal allows it to host
multiple formats of content including SFV and livestreaming seamlessly without
disrupting the user experience, while these content contain highly efficient properties
(incl. SFV for feed ads, livestreaming for tipping, eCommerce and recruitment).

We believe Kuaishou can continue to expand its user base, driven by 1) Unique yet
broadening platform appeal a defensive business moat that secures a loyal user base,
while partly fending off competition from its closest peer; and 2) deep, yet still
expanding content categories that should allow Kuaishou to further obtain un-penetrated
users from higher-tier cities and helps gain time spent share from other online
entertainment mediums.

While we see increasing engagement from Douyin, we believe SFV as an entertainment
format is disruptive to other online verticals and will continue to grab time spent share in
the Internet space. Despite having been surpassed by Douyin on user scale since 2018,
Kuaishou, through persistent innovations and investment, has managed to survive and
thrive, reaching ¢.350mn DAU; its DAU vs. Douyin’s has stabilized at ¢. 60% in the past
6 months.

2. What is the growth trajectory of the eCommerce business? How will Kuaishou
expand its product categories and improve MAC (monthly active customers)
penetration?

We expect proliferation of the livestreaming eCommerce industry, driven by 1)
SFV's large DAU (daily active user) base and long daily time spent, 2) 20 mins of
eCommerce related daily time spent per DAU, which is already on par with eCommerce
incumbents; 3) the strengths in algorithms for recommendations to a highly engaging
user base, and 4) availability of KOLs/long-tail of millions of live broadcasters in China,
mature online payment and fulfillment infrastructure.

As China’s 2nd-largest SFV platform, we believe Kuaishou will continue to gain GMV
share (from 4% in 2021 to 8% in 2025E) alongside industry expansion, based on:

2 Improved penetration of Kuaishou’s MAC: On the demand front, we expect user
penetration growth mainly driven by 1) lower-tier city users: tier3 & below, where
71% of Kuaishou's high ARPPU (>Rmb5,000 per annum) eCommerce users locate,
while steering away from the intense competition in highertier cities; 2) younger
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users (age below 30), whose ARPPU offers strong growth potential, and 3) male
users, whose MAC penetration and ARPPU both lag behind female users;

B Merchant base and product SKUs expansion: On the supply front, we expect
Kuaishou to build its presence in specialized categories and expand its merchant and
SKU base to further penetrate into targeted cohorts (e.g. the largest category by
GMV for male users aged between 18-23 is second-hand goods).

We note that apparel, the largest category by GMV contribution to Kuaishou (¢.32% in
2022E) is among the categories with highest ROI, while cosmetics, the 2nd-largest
contributor of GMV (c.16% in 2022E) has relatively low ROl at 1.75.

Exhibit 6: Traditional eCommerce giants vs. the emerging livestreaming players

B B

Alibaba SFV
JD Pinduoduo players & Kuaishou
Taobao Tmall others
Rmb8.1tn
2025E Gross GMV (GSe, Rmb tn) Rm4.8tn Rmbd.4tn Rmb4.9tn Rmb3.2tn Rmb1.7tn
Rmb3.9tn Rmb4.2tn
2025 gross GMV share (%) 36% 22% 9% 22% 14% 8%
e bl el ez, Y Rmb3.3tn Rmb2.4th | Rmbiotn |  Rmbl.2tn Rmb0.7tn
Rmb3.8tn Rmbdtn (+26% yay) (+46% yoy) (c.100%yoy) | (vipledigityoy) {+78% yoy)
2021 gross GMV share (%) 50% 21% 15% 12% 8% 5
Gross to net GMV %,
GSe excl. unfulfilled & returns i) o003 0% 4-50% "-50%
2021 marketplace take rate Mid-to-high
(ad + commission) it g i single digit % iy
3 300mn
B = S 882mn 570mn 869mn (30% of annual SR
(mn, 2021) users shop)
Ticket size (Rmb) Rmb150-200 Rmb500 Rmb40 Rmb 90-100 Rmb 90-100
Arerage o, o order= place seally 52 times 12 times 69 times 45 times 36 times
per user
Annual spending per user (Rmb) Rmbsk Rmb5.8k Rmb2.8k Rmbdk Rmb3.5k
o] Electronics [s Apparel (33%) ( (32%)
: Apparel (4% Agpliances (15%) Blectionics & Apparel (10%) Apgarel
CHN estenony mix (Cts; topd Eiecronics & Appliances (16%) FMCG (excl. Aopliznces (125) Cosmetics(15%) | Coametics (22%)
categories as of 2021) FMCG (e3¢, Cosmetics) (15%) Cosmetics) (13%) FMCE (excl. Jewelry (5%) {excl.
Apparel (7%) Cosmetics) (10%) e

Note: We calculate Douyin/Bytedance’s (both Not Covered) relevant operating metrics (GMV, category mix etc.) by analyzing the industry and companies that we cover, and then extrapolating them to
Douyin/Bytedance

Source: questmobile, company data, Goldman Sachs Global Investment Research

3.To what extent can we expect cost control and operational efficiency
improvement, and how will these cost cuts reflect in margin?

We expect Kuaishou's cost control improvements to be mainly reflected in its S&M
expenses. Under its organizational restructuring which effectively transformed its
function-based structure to a business unit-based structure, cost control ability and
operational efficiency have been greatly strengthened. We expect Kuaishou to decrease
its S&M expense at a -4% CAGR in 2021-24E, from 53.7% of revenue to 28.0% of
revenue. Importantly, operational efficiency improvement comes alongside the cuts to
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S&M, and we have seen S&M/DAU decrease from Rmb39 at the peak level to Rmb25 in
2Q22 and forecast such trend to continue over 2021-24E. Driven by the effective cutting
of S&M expenses, as well as revenue-sharing cost and bandwidth cost control, we
expect Kuaishou's non-GAAP OPM/NPM to turn positive in 2023E and reach
12.0%/10.1% in 2024E (vs. -24.5%/-23.3% in 2021).

Sustained engagement growth despite cut in S&M, indicating more organic user
growth and better retention. \\We note that despite Kuaishou's significant S&M
scale-back, it continues to grow DAU and time spent by 18%/39% in 2Q22, along with a
stable 30 days retention rate of existing users (c.78%). Based on our observations, we
expect Kuaishou to continue to improve its cost control efficiency while maintaining a
healthy retention rate, mainly attributable to its close-knit community culture that
provides users with a strong sense of belonging and its continued expansion in content
categories.

Exhibit 7: The trend of promoting and branding cost cuts started in Exhibit 8: We expect Kuaishou's S&M/DAU to continue to decline
2021, with S&M/DAU declining to Rmb25 from Rmb39 at the peak over 2021-24E, though still be relatively higher compared to the
level peers average
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Source: Company data, Goldman Sachs Global Investment Research

Source: Company data, Goldman Sachs Global Investment Research

Exhibit 9: Despite the significant marketing expense cut, Exhibit 10: No significant decline in Kuaishou's 30-day existing user
Kuaishou’s DAU remains stable and the gap with Douyin did not retention rate despite promotion cost cuts; Kuaishou still
widen further outperforms most peers

Kuaishou & Douyin’s DAU as of main app only
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4.What is the new business potential?

Leveraging its accumulated content, user base and unique proposition of a trust-based
community, Kuaishou continues to evolve its content from entertainment-oriented to
multi-scenarios, thereby exploring multiple monetization potential in different TAMSs,
specifically:

m  Blue collar recruitment: Kuaishou officially launched its blue-collar recruitment
business Kwai-recruitment in January 2022 yet we estimate recruitment agencies
utilizing live streaming to conduct business on Kuaishou has existed since at least
2019. Unlike traditional recruitment platforms, Kwai recruitment creates a seamless
and efficient recruitment procedure for the blue-collar group by utilizing
livestreaming. Kuaishou expects to capture ‘a leading share’ within online blue-collar
recruitment market and commence monetization in 4Q22, with 1) its massive user
base with 250mn blue-collar MAU by 2Q22; 2) its interactive livestreaming model to
enhance communication between job seekers and employers, and 3) leading
nationwide job distribution and matching capability.

m  Overseas expansion: After the organization restructuring since 3Q21, Kuaishou
changed its overseas strategy to: 1) scaling back overseas marketing spend; 2)
prioritizing expansion in core regions, while cutting markets with less potential and
3) focusing on healthy user expansion and improvement of user stickiness. \We
expect Kuaishou's overseas business to improve moderately with strong revenue
growth (0.5% of group revenue in 2Q22), and an ROl-centric disciplined investment
plan should help narrow the losses.

B Real estate: Kuaishou started its real estate business in April 2022, leveraging
livestreaming and SFV to attract potential buyers. Currently, Kuaishou has house
listings in 27 cities, mainly new homes or off-plan property in lower-tier cities, to
match Kuaishou's user distribution.

m  Others: Kuaishou has also commenced in games, cloud (Kuaishou's first 2B
business) and education sectors, further expanding its product categories and
unlocking more monetization potential.

5. What is the key driver of the share price?

Kuaishou completed its IPO in Feb 2021 at HK$115 per share, which then rose to
HK$401 before 1) underperforming user metrics (relative to the largest share gainer —
Bytedance's Douyin); 2) regulatory concerns (ad/eCommerce sector specific & minor
protection); 3) continued revision on forward guidance, primarily cost metrics and 4)
weakened broader China Internet sentiment, which resulted in the shares declining by
87% from their peak (KWEB — KraneShares China Internet ETF down 73% during the
same period). We believe the first three aforementioned reasons will pass with limited
impact on Kuaishou's value, and we have seen Kuaishou's operations start to improve
since the re-organization and management reshuffle in 3Q21. Post its 2Q22 results,
Kuaishou's share price has underperformed due to mixed outlook on advertising
(non-ecommerce).
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Exhibit 11: Kuaishou's share price: Factors impacting the share price since its IPO
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Source: Company data, Goldman Sachs Global Investment Research, QuestMobile

Forecasts and valuation

Revenue: \We forecast Kuaishou's revenue growth trajectory at 18%/22%/18% yoy in
2022E/23E/24E. By business segment, we forecast revenue of
advertising/livestreaming/eCommerce and others to grow at a CAGR of
25.0%/5.2%/36.3%, and 34.8% over 2021-24E, respectively. We attribute the stronger
growth momentum in the near term to: 1) continued growth in DAU and time spent
share with its unique value proposition and differentiated trust-based social network
connections; 2) further improvement in ad monetization efficiency, ad load and eCPM,
basing on improved brand attractiveness and a macro recovery; and 3) user penetration
growth and category expansion, alongside SFV’s ongoing disruption in eCommerce.

Margin: \We expect the company to reduce its losses and reach overall group breakeven
by 2023E (with domestic OP already positive in 2Q22), and in 2024-25E to reach a
mid-teen operating margin as it continues to gain advertising and GMV market share, as
well as substantial cost control.
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Exhibit 12: We expect Kuaishou to deliver a 19% 2021-24E revenue Exhibit 13: We expect non-IFRS operating margin to turn positive by
CAGR, from Rmb81.1bn in 2021 to Rmh138.2bn in 2024E 2023E
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Valuation: We use a target P/E multiple of 22X 2025E EPS and discounted back to 2023
to derive our 12-month target price of HK$112 per share. We believe profitability is one
of the more important metrics the market focuses on for content platforms, given its
intrinsically higher COGS base (content cost & revenue sharing) and current loss-making
profile. Thus, we use 2025 to better reflect Kuaishou's long-term growth potential and
the 22X P/E is consistent with China Internet large cap peers’ 2023E trading multiple,
and also comparable to similar content platform peers’ implied 2025E multiple. Our
target price implies 2023E EV/sales of 2.7x.

On relative valuation, we believe Kuaishou offers a compelling risk-reward on its fast
revenue growth in the 20s% and a return to profitability path. Even post 2025E, we
expect the company will still have potential for further margin expansion, driving ¢.30%
earnings growth in 2025-27E.

Key risks: 1) a weakerthan-expected monetization schedule; 2) growth of its aggregate
user engagement base (DAU x time spent per DAU) on intense competition from Douyin
and Tencent's Video Account; 3) lowerthan-expected profitability on high marketing
spend and losses from international business; 4) video content control.
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Exhibit 14: China internet comps table (as of 2 September, 2022)

Gross EBITDA
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Zhihu H 5 13 26 9TR Weutral 733 -17.5% | ~f6.2% Dec M MW [ |1 29% 7% 25% MM
Median (Sum for Mkt cap) 28% 47,775 -124%  -414% 13.6x [|136x J2:3x [2.0x 2% 6% 18% 2%
Median for all comparables (Sum for Mkt cap) 39% 1645111 -lB% -21L.7% 19.1x 17.6x [2.41( [|2.0:K 6% 11% T 0%
*On conviction list; target prices are on a 12-month time frame
Source: Datastream, DGoldman Sachs Global Investment Research
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Industry overview: What's the potential ceiling for SFV?

Into the 5th year of SFV penetration trends, the immersive short-form video (SFV)
format has already become the largest single time spent format in the China internet
space, with more than 1 billion mobile users using SFV apps, 60% active on a daily
basis and spending 120 minutes a day (per QuestMobile). Despite already accounting
for 31% of China Internet user time spent (as of 2021), we expect SFV's structural
engagement growth trend to remain on course, albeit at a moderating pace, in
2022-25E, through lifting the total time spent ceiling and continued engagement share
gain from social media/LFV/music verticals driven by a richer user experience. \We
forecast an average China Internet DAU to spend 7.2 hours per day on mobile by 2025E,
up from 6.3 hours in 2021, with SFV alone accounting of 3.1 hours, from 1.9 hours in
2021. Within the SFV format industry, we expect Kuaishou's time spent share to reach
32% by 2025E, vs Douyin/Weixin platforms at 50%/17 %, respectively?.

Exhibit 15: SFV has the second-largest user base in online channels, just behind online video

User base for various type of online channels
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Source: QuestMobile

Short-form video platforms (SFV) in China are becoming funnel ecosystems: At
31% of time spent by China internet users, SFV accounts for the longest time spent of
entertainment per day, yet with each video at an average 30 seconds, this medium
provides multiple cross-selling opportunities with immersive SFV feeds with
livestreaming sessions in between. We believe SFV are becoming funnel ecosystems
with increasing time spent by users, widening their advantage in providing relevant
recommendations, ahead of other forms of entertainment/shopping apps. On average, a
daily active user of an SFV platform would spend 120 min or 2 hours on the app (vs.
average daily online time spent of 6 hours per Internet user), opening it 14 times during
the day, and 1/3 of the time spent on livestreaming, half of which is entertainment, is
eCommerce.

2 For additional details on timespent share please see our concurrently published sector note.

4 September 2022 19



Goldman Sachs Kuaishou Technology (1024.HK)

1. How disruptive is SFV and what is the potential ceiling?

We expect SFV penetration within China Internet users to further improve, from
91% in 2021 to 98% in 2025E

From a time spent/DAU (hours) perspective, we expect China internet users to spend 7.2
hours per day by 2025E, with the incremental growth coming from SFV (from 1.9 hours
per day in 2021 to 3.1 hours per day in 2025E). We expect continued time spent %
market share to move towards the SFV format, away from social
media/LFV/music/games in 2025E. From an absolute engagement perspective (bn mins),
we expect SFV will remain as the largest format in 2025E, a trend since 2020. We also
expect SFV to remain as the 2nd-most penetrated vertical on DAU (mn) in 2025E, similar
to 2021. Specifically, we expect video-rization platforms like Kuaishou, Douyin, Tencent
Video Account, and Bilibili to deliver the strongest time spent % growth in 2021 -25E.

Exhibit 16: China Internet time spent at a glance: daily time spent distribution by format within an average DAU, time spent market share by
format, time spent %yoy by format, time spent market share within SFV segment
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LFV (1 0.6 ] 0.6 ] osl 0.4l 0.3l 03l 03l 03l 0.2
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i
Market share (%) - SFV 2017 2018 2019 2020 2021 2022€ 2023E 2024E 2025E
Douyin (inc. Lite/Huoshan) 2% 59% 54% 55% 52%l 52% 51% 51% 50%
Kuaishou (inc. Lite) 78% 38% 39% 34% 32%: 32% 33% 32% 32%
Tencent Video account 0% 0% 0% 7% 15%: 15% 15% 16% 17%
Others 0% 2% 6% 2% 2%l 1% 1% 1% 1%

Source: QuestMobile , Goldman Sachs Global Investment Research
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2. Monetization framework of SFV players

As of 2021, the 2 SFV leaders Douyin and Kuaishou jointly have a market share of 62%
of entertainment-livestreaming by revenue, 33% of online advertising by revenue
and 12% of eCommerce transacted GMV within the China Internet space, despite
only commencing large-scale monetization since 2018. As of 2021, Douyin saw revenue
of Rmb409, followed by Kuaishou at Rmb263, ahead of conventional
advertising/livestreaming peers. We see SFV as a more efficient content format on
monetization that rides on the trend of video-rization, with better interaction and
accurate capture of consumer preferences. We attribute SFV's competitive edge to:

m  Traffic-centric: 31% of China Internet time spent led by high user stickiness
(DAU/MAU) at 60%, vs. MFV (Bilibili at 30%), and long time spent per DAU
(120mins)

m  Higher ceiling: Higher commercial impression per screen (teens level ad load)
driven by its innovative format;

B Longer monetizeable time spent: The way in which users spend time on app can
result in very different monetization profiles, majority of the time spent on SFVs
(discovery, feeds, livestreaming) are monetizeable properties (vs. social media if
majority of the time is spent in chat functions);

m  Better eCPM on higher CTR (click-through rate: high single-digits %) driven by
precision ad customer targeting (interests, brand preference, relationship) enabled
by abundant accumulation and analytics on 1st party data.

We believe Kuaishou's virtual ownership of the differentiated short-form video content,
strong competitive moat, and concrete measures to improve its monetization efficiency,
should continue to drive monetization over time and sustainably in the long term. We
see multiple ways for the company to drive growth going forward from monetization
perspective:

m  Advertising: leverages its data capabilities to further improve the ad stack behind
performance/transactional ads, while continues expansion into brand ad budget
pool;

m Livestreaming eCommerce: \We expect Kuaishou to make further inroads into
eCommerce marketing. We introduce our bear/base/bull case for livestreaming
format as % of total online retail GMV, at 21%/25%/30% by 2025E, implying GMV
of Rmbb5tn/6tn/7tn for livestreaming shopping by 2025E, from ¢c. Rmb3tn in 2022E
(GSe), or at 19% of online GMV for 2022E. Within which, we expect Kuaishou to
reach Rmb1.2tn/1.7tn/2.0tn in GMV,

m  Others: Local service, Recruitment, long form video, entertainment livestreaming
(effective way to retain traffic and support KOLs).
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Exhibit 17: We see limited hurdle for SFV platforms to expand into shelf eCommerce, providing a within-app shopping mall experience for

customers

By platform, we expect to see livestreaming & shelf eCommerce entering each others' space and offering a more comprehensive shopping experience

Starting from only 3%, we expect livestreaming to penetrate

into ¢.25% of total online GMV by 2025E

... with different mixes across platforms; and we expect the landscape to evolve accordingly

Livestreaming vs. Shelf eCommerce GMV
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By category, marel still wins with the highest penetration and the largest contribution

We expect apparel to account for ¢.35% of

We expect Electronics & Appliances to see high growth (4yr CAGR c.44%) and penetration increase (from c.4% to

livestreaming GMV, still the largest category c.13%)
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We calculate Douyin/Bytedance's (both Not Covered) relevant operating metrics (GMV, category mix etc.) by analyzing the industry and companies that we cover, and then extrapolating them to

Douyin/Bytedance

Source: Feigua, Sandalwood Advisors, BurningData, Goldman Sachs Global Investment Research
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Kuaishou vs. Douyin and entertainment peers: A holistic comparison

1. Ads: Kuaishou is now the 7th-largest ads platform, growing at a 2021-25E 23% CAGR,
monetization per DAU still 60% lower vs. Douyin; ad load, eCPM increase on brand
attractiveness and macro recovery

We expect Kuaishou to continue to unlock value of its massive yet under-monetized user
base, driven by its strategy of evolving the content from entertainment-oriented to
multi-scenario, thereby penetrating into multiple TAMs, with revenue per DAU forecast
to reach Rmb343 in 2024E (from Rmb263 in 2021), narrowing the gap with Douyin
(rev/DAU currently at c.Rmb4093). Specifically, we see robust advertising revenue
growth driven by improving brand advertiser appeal, better user conversion rates on ad
tech stack, and improving macro economy.

Exhibit 18: time spent share % and ad revenue share % of the 2 SFV leaders: We expect Kuaishou to trail on
time spent share gains, and ad monetization efficiency improvements
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We calculate Douyin's/Bytedance's (both Not Covered) relevant operating metrics (GMV, category mix, etc.) by analyzing the industry and companies that
we cover, and then extrapolating them to Douyin/Bytedance

Source: Company data, Goldman Sachs Global Investment Research, QuestMobile

2. Livestreaming eCommerce: Kuaishou is the go-to platform for consumption upgrade
on lower tier shoppers; GMV to grow 2.5X by 2025 on user penetration growth, more
category expansion

We continue to view Kuaishou as an eCommerce disruptor that is still in the early
innings of the market share gain with further customer penetration and category
expansion. We expect Kuaishou to deliver GMV of Rmb1.7bn by 2025E (or a 26% 4yr
CAGR), on the back of expanding monthly paying customer. With the strategy of
penetrating into both reputable brands and ‘Kwai’ brand, we see Kuaishou offering core
value proposition for consumption upgrades among lower tier city consumers (71% high
ARPPU customers come from lower tier cities). Leveraging its solid engagement, we

3 We calculate Douyin/Bytedance’s (both Not Covered) relevant operating metrics (GMV, category mix etc.)
by analyzing the industry and companies that we cover, and then extrapolating them to Douyin/Bytedance
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see Kuaishou is tapping into a few underpenetrated categories such as online
blue-collar recruitment.

3. Operational efficiency and cost control

We believe company will reverse its operational loss margin by 2023E and deliver ¢.18%
OPM by 2025E, on the back of proactive cost reductions on sales & marketing costs
(still 40% of 2Q22 revenue, vs. 20% when competition dynamics is benign), reduced
international business losses and other admin expenses. Company experienced a round
of organizational restructure in past 12 months, and we now expect a more streamlined
structure and better alignment on OKRs (objective key result) and incentives.
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Exhibit 19: Kuaishou to deliver above industry average user engagement and monetization efficiency, closing its gap with Bytedance; with
the implementation of effective cost control, GP per DAU to gradually increase and we expect S&M per DAU to normalize
Kuaishou vs. online entertainment peers on monetization efficiency and operational efficiency
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We calculate Douyin's/Bytedance’s (both Not Covered) relevant operating metrics (engagement, revenue, GMV, category mix etc.) by analyzing the industry and companies that we cover, and then
extrapolating them to Douyin/Bytedance

Source: Company data, Questmobile, Goldman Sachs Global Investment Research
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4. Key metrics comparison with the No. 1 player - Douyin

Kuaishou has grown through persistent innovations and investments to reach ¢.350mn
DAU by 2Q22. Its DAU vs. Douyin’s has stabilized at ¢.60% in the past 6 months. In
order to better analyze Kuaishou's industry position and competition environment, we

compare Kuaishou and Douyin on key metrics. We note that Kuaishou remains

differentiated from Douyin in multiple aspects, providing diversified content to attract
different user cohorts, specifically:

4

User engagement: Despite the widening gap in time spent and DAU with Douyin
from January 2021 to September 2021, which likely affected Kuaishou's share price,
looking forward, we expect the user engagement gap with Douyin to maintain at a
stable level, on the back of Kuaishou's unique trust-based community and expanding
content offerings.

User overlap: \We note despite the significant user overlap of the two platforms,
Kuaishou is still able to maintain time spent share from both overlapping and
exclusive users. Noticeably, although Douyin performs better when it comes to
overlapping users, Kuaishou is able to attract more time spent from its exclusive
users and maintain the gap of overlapping users’ time spent at a steady level,
demonstrating Kuaishou's loyal user base and healthy user engagement.

User demographic: The two platforms have different mix of user cohorts. Kuaishou
has more users in lower-tier cities with relatively low average user value (measured
by cellphone price, 5% lower than Douyin), while Douyin attracts more users from
tier2 and above cities, indicating less direct competition and Kuaishou's potential to
take the lead in certain regions.

Content category: Despite highly overlapping user cohort, Kuaishou and Douyin
remain differentiated by excelling in different content verticals, catering to the need
of their targeted user group. Kuaishou offers more contents in fashion, game and
lifestyle, whereas Douyin delivers more entertainment, knowledge and comedy
content. Importantly, the iconic Kuaishou Playlet has already penetrated 260mn DAU
on Kuaishou, among which 130mn of the users watch over 10 episodes per day.

Revenue mix: Though both are SFV platforms, Kuaishou and Douyin differ in
revenue mix. As of 2021, 53% of Kuaishou's revenue is from online marketing
(Douyin 685%%), 38% from livestreaming (Douyin 18%), representing different their
monetization focus.

Merchant share: For the eCommerce business, we note the SFV players have
proven their success in driving proliferation of livestreaming shopping. Both continue
to gain share in the eCommerce industry from conventional eCommerce platforms,
though Kuaishou is lags behind in market share.

We calculate Douyin/Bytedance's (both Not Covered) relevant operating metrics (GMYV, category mix etc.)

by analyzing the industry and companies that we cover, and then extrapolating them to Douyin/Bytedance
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Exhibit 20: We expect the user engagement gap with Douyin to maintain stable, with Kuaishou excels in attracting exclusive users and
lower-tier cities’ users; The two companies remain differentiated as in content verticals, together gaining share in the eCommerce industry
We calculate Douyin’s/Bytedance’s (both Not Covered) relevant operating metrics (engagement, revenue, GMV, category mix etc.) by analyzing the
industry and companies that we cover, and then extrapolating them to Douyin/Bytedance
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Engagement: Sticky user base, room for further time spent share gain,
defensive business moat and expanding content categories

A leading SFV-based content community and social platform with a unique value
proposition, poised for further user growth and healthy engagement: After a
decade of accumulating content and amassing a large user base, Kuaishou now ranks
among the top 3 apps in the China Internet space on absolute DAU and time spent
(behind Weixin and Douyin) and is still growing. With its differentiated social network
connections and various content offerings, we believe Kuaishou has a solid foundation
to further improve its user engagement. We expect Kuaishou to increase its DAU to
403mn (9.4% CAGR over 21-24E), MAU to 674mn (a stable ¢.60% DAU/MAU ratio at
24E) and total time spent to ¢.20bn mins (13% market share) by 2024E, on the back of
its 1) unique yet, broadening platform appeal securing it a highly loyal user base; 2)
defensive business moat that helps it gain time spent share from other online
entertainment mediums, while partly fending off competition from its closest peer
Douyin; 3) deep, yet still-expanding content categories that should help Kuaishou to
obtain users from highertier cities.

Exhibit 21: The SFV players as significant disruptors: GMV scale and growth, as well as user base

ByteDance's Douyin, has already been a significant disruptor for the incumbents, with a quick ramp-up in GMV and user base
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Exhibit 22: We expect the SFV players and Bilibili to remain the strongest growers in time spent %
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We calculate Douyin's/Bytedance’s (both Not Covered) relevant operating metrics (engagement, revenue, GMV, category mix etc.) by analyzing the industry and companies that we cover, and then
extrapolating them to Douyin/Bytedance

Source: QuestMobile, Goldman Sachs Global Investment Research

Unique yet, inclusive platform appeal

From niche to mainstream, Kuaishou has been a classic example of TAM expansion in
the China internet space: starting as a small community for users in lowertier-cities/rural
China to share their diverse lives through SFVs, Kuaishou has grown its scope of
content and users over the past decade, becoming the 2nd-largest mainstream
entertainment platform for internet users, particularly in the less developed parts of

China (i.e. 59% of users from tier3 & below cities, vs. the 65% average for overall China
Internet.

For most online entertainment platforms, it is important to have an identifiable and
sizable “funnel” where traffic aggregates. The funnel is the core appeal that attracts
users to the platform, ranging from blockbuster content, popular content
creators/performers, innovative platform features, and an inclusive online community.

B At the early stages of their respective development cycle, those funnels channel
traffic from the target user base to the platform, where users can be later converted
to paying users through various monetization methods (ads, tipping, eCommerce,
etc). For example, game livestreaming platforms like Huya aggregate user traffic
from the vast gamer population in China and provide tipping as a value-add service;
Tencent Music Entertainment (TME) derives traffic from the wide funnel of online
music users and monetizes through either online music services (subscription) or
social entertainment services (livestreaming and online karaoke). Kuaishou, in this
case, is a highly sticky, like-minded user base, i.e. the unique online community for
users in lower-tiercities/rural China to share their diverse lives through SFVs.
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B Yet, we note a handful of online entertainment platforms have successfully
broadened their platform appeal through careful execution of branding events and
content category expansion, which in turn helps the platforms to branch out to a
more representative user group, lengthen the time spent on a peruser basis, and
monetize these users through multiple methods. In the case of Kuaishou, we
believe the core appeal of the platform has emerged into a ubiquitous SFV-based
content platform for creating, sharing and discovering short videos and social
media powerhouse for internet users in underdeveloped China, while gradually
expands its influence towards high-tier cities . In this UGC (User Generated Content)
video platform, users are usually both the content creator and the content
consumer.

® Compounded appeal also gives rise to multiple legs of monetization. The
inclusiveness of Kuaishou's platform appeal allows it to host multiple formats of
content including SFV and livestreaming seamlessly without disrupting user
experience, while these content contain highly efficient monetizeable properties
(incl. SFV for feed ads, livestreaming for tipping, eCommerce and recruitment).

Defensive business moat that helps it gain time spent share from other online
entertainment mediums, while partly fending off competition from its closest peer
Guided by its motto, ‘embrace all lifestyles’, Kuaishou establishes close bonds between
users and creators (who also emerge from its user base), building a trust-based online
community. Kuaishou has industry-leading user stickiness resulting from a close-knit
community culture that provides users with a strong sense of belonging, which in turn
enhances retention. We see such community culture as the key to the unparalleled user
stickiness amongst its users with growing pairs of mutual followers on the Kuaishou
App exceeding 20bn as of 2Q22, implying an average DAU has c.6 followed accounts
which also follow back to that specific DAU.

While competition within the SFV space between Kuaishou and Douyin remains
intense, leading to continuous pressure in user acquisition and retention for Kuaishou,
we expect Kuaishou's user engagement gap with Douyin to maintain at a stable level,
with aggregate DAU/time spent of Kuaishou stabilizing at ¢.50%/c.60% of Douyin's
level, driven by:

m Rationalization of competition on users as both platforms are at the latercycle
of the penetration curve. For Kuaishou, we believe the organizational restructuring
since 3Q21 has provided the company levers to improve internal cost synergies,
while Douyin has embarked on cost reductions and efficiency enhancements since
TH22 (per management).

m Despite steadily increasing user overlap among Kuaishou and Douyin (from 58%
in Dec-18 to 64% in June-22), we see Kuaishou remaining a unique online
community that provides differentiated value propositions to its targeted users,
hence we expect its existing user group will remain highly loyal to the platform and
represent its key defensive business moat. Specifically, we note among the 277mn
overlapping MAUs between the core apps of Douyin (40%) and Kuaishou (66%), the
overlapping users spent on average 63min/45min daily on Douyin/Kuaishou
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separately, with the 42%/58% time spent distribution among the 2 platforms
remaining largely stable over the past 3 years.

®  \While we do not consider Douyin's any potential user acquisition of Kuaishou'’s
existing user base as a direct threat, we acknowledge Kuaishou is facing the
challenge on user engagement growth coming from the declining % of exclusive
users.

® Additional leg of growth from organic user expansion, 1) expansion of use cases
beyond SFV, Kuaishou is also widely used as the social media app of tier3 cities &
below users, 2) improvement of the recommendation algorithm with the growing
user base and proliferation of data.

Exhibit 23: We expect Kuaishou to continue expanding its user Exhibit 24: Kuaishou's time spent share % within the top 400 apps
base, and exceed its target of 400mn DAU by 2024E fluctuates around 10%
Kuaishou's DAU and MAU growth from 2019-2024E
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Deep, yet still-expanding content categories should allow Kuaishou to obtain users
from higher-tier cities

Kuaishou, as the platform that has become one of China's largest aggregators of
interest-based communities for a long tail of evolving tastes and interests of the broader
China Internet users residing in both lower and higher-tier cities, has been consistently
taking time spent share from LFV/social media. Based on Kuaishou's current user
demographic distribution (tier-1/-2/-3 and below accounts for 17%/18%/65% of its users,
QuestMobile data), we estimate the platform has reached 25%, 37% and 39%
penetration in tier1/-2/-3 cities and below, respectively. We do not foresee a
meaningful change in Kuaishou's user base distribution % by geography going forward,
yet its penetration into highertier city users should ramp up slowly, in our view.

Aside from the regular channel marketing (traffic purchase) and better user retention,
Kuaishou also deploys a number of differentiated user growth strategies to expand its
user base, tailored for highertier city users, including:

m  Expansion in differentiated content verticals to facilitate penetration into
higher-tier city users with careful monitoring of ROI. Kuaishou's featured short
drama, also known as Kuaishou Playlet (10-20 episodes, 2min per episode) is an
extension derived from its UGC ecosystem. Produced by home-grown creators on
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the Kuaishou platform, the short drama has been an effective content format for
Kuaishou to penetrate into the female users in tier1/-2 cities. As of 2Q22, 64% of
Kuaishou's DAU watch Playlet on a daily basis, among which over 50% of Playlet
DAU watch over 10 episodes per day.

Branding event that involves celebrities’ live streaming session. For instance,
Jay Chou's livestreaming event has attracted over 10mn preregistration viewers,
with cumulative number of viewers exceeding 110mn and current viewers exceeded

6.5m, per the company.
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Advertising (non eCommerce): Under monetized vs. peers, 4022 return to
DD growth on improving brand budgets

4 September 2022

China’s online advertising (ex. eCommerce) reaching a saturation stage. Online ad
spend as a % of total ad spend in China is among the highest across major economies
in the world. As online advertising has reached the latter half of its penetration curve,
our bottom-up analysis projects ad revenue at the top 20 China online platforms to grow
8% yoy in 2022E, the first single-digit % yoy growth on record, followed by 17% yoy in
2023E (after a 37% 2017-20 CAGR). We expect online advertising spending to pick up
moderately in 2023E with the industry seeing a combination of recovery and re-base
from: 1) Cyclical shifts that should follow with sequential improvements; 2) Structural
changes that dampened the monetization model, but the base should reset after its
1-year anniversary. Specifically:

1) Cyclical shifts:

m  \We expect Covid lockdowns and slower macro recovery to distort the original
recovery path for China online advertising, with demand remaining weak in 3Q22E.
Merchants in regions affected by the pandemic had delayed/canceled their
advertising budget allocation, given the weaker sentiment, especially among
verticals with high offline exposure (franchising, tourism and franchising) and SME
merchants.

2) Structural changes:

m  Regulatory actions on major advertising categories such as education, games and
insurance have curbed the eCPM (effective cost per mile) improvement.
Sequentially we expect easing comps as escalated regulatory actions on AST
education started in May-2021 and concluded in July-2021.

m  Regulatory changes impacting advertising network revenue as regulations on splash
screen ads have affected monetization conversion since 3Q21.

m Regulatory measures that reduce ads targeting including PIPL (personal information
protection law) also have had a negative impact since 3Q21.
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Exhibit 25: Performance ad formats

r i#1: Feed ads \

Single-column feeds  Double-column feeds

o
RED

\\

(/‘_2: Recommendation Window

M

p

@ e

(ﬂ: Live Streaming PK a\ran:\' #5:Promotion tasks \

/f#s: Brand Live Slmarnlng\

(RATEREWEEN

& ° WRRRIY..
- D HBMIE..
& @ 2monm
& 0 BRPEA..

E AR

sgmpcare

CHANDO
SLi3

Celebrities and KOLs make

recommendations + Purchase wi
one click + Higer canversion rate

RED EVRTH

ck + Higer conversion rate

7 IDE

d KOLs make Support custornization for advertisers

ndations + Purchase with

mponents + instant
+ full-time Increase brand exposure + conversion

rate through multiple KOLs

Source: Company reports

4 September 2022

For 2H22E, we expect ad format with more quantifiable ROl to prevail in the macro
economic downturn. \We expect a relatively steeper recovery path in performance ads
vs. brand ads, given more measurable ROI, more ad-hoc budget allocation, vs. brand
ads that have a longer value chain involving budgeting, content design and production,

etc.

For 2023E, while we forecast an industry recovery, it will not be a ‘rising tide lifts
all boats’ scenario. Amidst a gradually moderating industry growth profile, we examine
our advertising coverage based on 3 metrics and expect incremental ad revenue growth
to be skewed towards platforms with:

1.

Growing engagement, i.e., room for total ad load increase, as incremental time
spent becomes increasingly scarce even among the top funnel traffic platforms (i.e.,
the two SFV leaders that captured 27% of total time spent on smartphones in 2021,
or 75% of time spent growth in 2018-21); We believe SFV players (Douyin, Kuaishou,
Tencent Weixin Video Account) and Bilibili fit into this category.

Additional ad inventory to unlock that provides the platform with a new cohort of
ad customers and ad budget, such as closed-looped eCommerce performance ads.
We believe SFV fits into this category.

Improving ad conversion efficiency through better ad targeting from the massive
user data generated from user engagement, and utilization of Al technologies to
enable more accurate and personalized distribution of advertising content; and
improving platform appeal for advertisers. \We believe Kuaishou fits into this
category.
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Exhibit 26: Kuaishou: We expect eCommerce ads to grow at a 34%
2021-25E CAGR (vs. 17% of non eCommerce ads), on improving
penetration of the MAC base. Within non-ecommerce ad, we
expect the emerging ad formats (brand ads, creator ads and ad
union) to grow at a 29% CAGR.

100,000

Exhibit 27: Kuaishou: Steady improvement in both time spent share
and ad revenue share in the past 3 years

We have not included 2Q22E data, as major advertising platforms have
not disclosed results
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Exhibit 28: Brand ad: Douyin has penetrated ¢.90% of Kuaishou'’s top
100 brand advertisers, while Kuaishou has penetrated ¢.50% of
Douyin’s top 100 brand advertisers
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Kuaishou to continue to obtain incremental ad budgets: \While its ad revenue growth
will moderate relative to its hyper growth phase in 2017-2021, we expect the company’s
growth profile will continue to outpace that of the sector at 21%/32%/22% yoy in
2022/23/24E (after an 223% 2017-21 CAGR), backed by the following drivers:

m  Further room for engagement growth: Kuaishou covers 10% of the aggregate

time spent among China mobile internet usage, which we estimate to further rise to

13% by 2025E.

® Additional ad inventory to unlock: Kuaishou provides a comprehensive set of ad
offerings including feed-performance ads, eCommerce ads, brand ads, creator ads

and ad union. Among which, we expect eCommerce ads should grow at 34%
2021-25E CAGR (vs. 17% of non eCommerce ad), on improving penetration of the
MAC (monthly active customer) base (180mn in 2025E, doubling from Kuaishou's
current MAC at 91mn). Within non-ecommerce ads, we expect the emerging ad
formats (brand ads, creator ads and ad union) to grow at a 29% CAGR, outpacing

4 September 2022
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the conventional feed performance ad to grow at a 14% CAGR.

®  Improving ad conversion efficiency: Kuaishou stands out as the online advertiser
that sees the steepest uptick in advertising monetization efficiency, measured by ad
revenue/time spent, based on our projected 2021-25E time spent and ad spend
among all major China online advertisers.

Exhibit 29: We expect further incremental time spent share and ad dollar share gains for Kuaishou and certain peers
time spent market share and ad revenue market share of Kuaishou and peers
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Data only reflects the domestic portion of time spent/advertising revenue for all players. We calculate Douyin/Bytedance's (both Not Covered) relevant operating metrics (GMV, category mix etc.) by
analyzing the industry and companies that we cover, and then extrapolating them to Douyin/Bytedance

Source: Company data, Questmobile, Goldman Sachs Global Investment Research
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Exhibit 30: We expect video-rization platforms to show improving monetization efficiency in contrast to the decline of traditional platforms
Ads monetization efficiency of major players in China internet
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Exhibit 31: Kuaishou: Performance ad volume mix by vertical
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Exhibit 32: China online advertising: Kuaishou to outpace most other social/media advertisers in 2022E, expect for Bilibili
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eCommerce: Expect RMB1.7trn in GMV by 2025, driven by MAC
penetration, merchant base and category expansion

eCommerce is the next key driver of growth for SFV players, from livestreaming
shopping (impulsive/unplanned shopping) to bigger ambitions ahead (e.g. shelf
eCommerce). SFV players have proven their success in driving proliferation of
livestreaming shopping, accounting for 15% of total online retail GMV by 2021 (from
3% in 2019), driven by (1) SFV's large DAU (daily active user base) and long daily time
spent, (2) the move to closed-loop eCommerce transactions within the SFV platforms,
(3) the strengths in algorithms for recommendations to a highly engaging user base, and
(4) availability of KOLs/millions of long-tail live broadcasters in China, as well as (b)
mature online payment and fulfillment infrastructure. For more in-depth analysis, please
find our industry report, ‘Short-form video-rization: Assessing the potential ceiling and
lessons from China’ (link).

Exhibit 33: SFV vs. traditional eCommerce: From the lens of shoppers

SFVs have higher user base, time spent, and engagement, and are currently less monetized with lower order frequency and ticket size

A typical day with Short-form Video (SFV) vs. eCommerce platforms for an individual... .. and what we see at an aggregate level
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eCommerce platforms, encountering limited eCommerce-relatedlivestreaming content i DAU) and sticky (¢.63% DAU/MAU) user base
| Dosyn DA speds c.2s per day 120mint | | c.20minmmm Tabso DA w c2mnperdy | Platform DAU (ma, 25 of June 2022) ;
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From the lens of dollar spent, however, SFVs are less monetized via eCommerce with lower order frequencyand E“m s A SRk E] I
ticket size vs. eCommerce platforms (dataas of June 2022) Fono Lo o —ome o gm ey e M
1 120% 4~ v S 2
eCommerce spending on SFY W < 20% | ! o 0% ES———— spending ca sonal pl
' @ 10 i m n ' od @ 108 — T T T T T
2 BEEN A ENEE S
& (m) | I | - (m) I | L |
ARPU o i ARPU = i 9 Key Questions:
e dk 35k | o0k ! 1
6 (ml-' i 5 (Rmb) i i Landscape: How SFV players disrupt tradtional
Per month spending profile E Permonth spending prefile eCommerce platforms?
Penetration: How |arge can livestreaming be as a
Frequency dtimes | 3 times Frequency 4 times \ 1time | 6 times format?
c.Rmb300 E ¢.Rmb300 Spending c.Rmb750 E c.Rmb500 i c.Rmb250 Wider implications: Howis it progressing among
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1) Note: We calculate Douyin/Bytedance’s (both Not Covered) relevant operating metrics (GMV, category mix etc.) by analyzing the industry and companies that we cover, and then extrapolating them to
Douyin/Bytedance 2) * Tencent's livestreaming eCommerce development still in early stage hence data not available

Source: Quest Mobile (as of June 2022), Goldman Sachs Global Investment Research
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Exhibit 34: We expect Kuaishou to reach Rmb1trn in GMV by 2023E for eCommerce (5yrs), vs. BABA/JD/PDD
of 9/14/4 years

= Taobao = Tmall JD =———PDD  ====Douyin == Kuaishou
4,500 1
4,000 o ———
Years to reach /,3 S
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3,500 A a
Douyin m
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Not yet 2,500

PDD
4 years 2,000 1
BABA 1,500
9 years
1,000 A
500 A
Douyin 2020 2022E 2024E  2025E
Kuaishou 2020 2022E 2024E  2025E
PDD 2018 2020 2022E 2024E
BABA (Taobao/Tmall) 2012 2014 2016 2018 2021  2022E

We calculate Douyin/Bytedance's (Both Not Covered) relevant operating metrics (GMV, category mix etc.) by analyzing the industry and companies that we
cover, and then extrapolating them to Douyin/Bytedance;

Source: Company data, Goldman Sachs Global Investment Research

As China’s 2nd-largest SFV platform by DAU/MAU/time spent, Kuaishou has already
become China’s 7th-largest advertising venue in 2021, which we expect to further
improve, moving it to 5th place in 2025E, surpassing Baidu and JD (JD mall ads), of
which 30-40% are attributed to eCommerce alone. We expect Kuaishou's eCommerce
GMV to grow at a 24% 2022-25E CAGR (from 2019-21 CAGR of 55%), ahead of the
industry at 9% CAGR, and to capture 8% of China's online retail market share by 2025E
(from 5% in 2022E). Our thesis for Kuaishou's continued market share gains is based
on:

= Improving penetration of Kuaishou’s MAC (monthly active customer) base
m  Expanding merchant base to address the growing and diverse demand

m Proliferation of SKUs base across its 5 major categories

®  Kuaishou remaining laser-focused on trust-based eCommerce, while
expanding shopping formats from livestreaming to shelf eCommerce
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Exhibit 35: We expect Kuaishou to achieve GMV growth at a 24% 2022E-25E CAGR, driven by MAC penetration, merchant base and category
expansion, as well as development of the shelf-based shopping format
Top left user cohort chart is based on 2021 data
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Source: Company data, Goldman Sachs Global Investment Research

Shopper: Improving penetration of Kuaishou's MAC base

We forecast improving penetration of Kuaishou’s MAC (monthly active customer)
base, from 97mn (16% of MAU) in 2022E to 180mn (26% of MAU) in 2025E,
specifically driven by:

1. Lower-tier city users (tier3 & below), with over 18mn of the 25mn high spending
AAC coming from tier3 & below cities. We expect Kuaishou to continue to gain AAC
user share in lowertier cities, while steering away from the intense competition
within highertier cities.

2. Younger users (age below 30), whose ARPPU offers strong growth potential, with
Kuaishou building its presence in specialized categories to further penetrate into this
cohort (e.g. The largest category by GMV for male users aged between 18-23 is
second-hand goods).

3. Male users, whose MAC penetration is only half (9%) that of the female level (18%)
on Kuaishou, with 519mn MAU (217mn female, 302mn male) to be penetrated;
more importantly, ARPPU of the male user cohort still has room to grow and is
substantially lower than its female counterparts, with only 6mn of the 25mn high
spending AAC (annual ARPPU>Rmb5,000/US$750) being male.
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Exhibit 36: On the consumer front, we believe Kuaishou remains in the early stage of expanding its AAC
from the current 218mn (vs. 587mn group MAU)
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Source: Company data

Exhibit 37: While females represent a larger porportion both in Kuaishou’s eCommerce AAC and
high-paying AAC, males have higher user growth and consumption growth potential in most age groups

180% MAC growth potential . ARPPU growth potential
s
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1 Y
Purchasing
Power

Of the 25mn high paying AAC, 76.7% are female, 71.4% are from 3rd
tier cities and below, and most are in the 31-40 age group.

Source: Company reports, Goldman Sachs Global Investment Research
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Merchant: Expanding merchant base to address the growing and diverse demand

In an environment where incremental traffic and GMV is becoming increasingly scarce,
the expanding AAC base at Kuaishou should continue to encourage merchants to open
stores within Kuaishou. Longerterm, we expect Kuaishou's total merchant base to grow
quicker relative to eCommerce incumbents, as its consumer demand remains
under-served, with each merchant (which we proxy with merchant app DAU) on average
serving over 900 consumers as of 2Q22, while other incumbents are ranging between
300-500 consumers per merchant. Nearterm, Kuaishou's merchant base expansion is
also demonstrated by our high frequency tracker (see our China 400 app tracker), with
Kuaishou taking 8% of the merchant MAU % share as of July-22, up from 3% in July-21.
By merchant segmentation, Kuaishou sets out a framework known as the SMK strategy
(combination of established brands (S, 10% of GMV), home-grown white label
merchants (M, 70% of GMV), KOLs (K, 20% of GMV), enabling Kuaishou to address
customers’ diverse demand.

® S (10%): Known and established brands cover industries with high consumer loyalty,
including E&A and cosmetics, a merchant cohort to address demand of high-ARPPU
consumers while also improve Kuaishou'’s overall platform image as well-known
brands alleviate consumers’ concerns on product quality.

B M (70%): Kwai brands (fR k), the emerging brands that was home-grown from
livestreaming rooms within Kuaishou, also the key components for Kuaishou
eCommerce merchant base. Leveraging the Kuaishou platform, Kwai brands shorten
sales process by removing layers of distributors, ensuring quality while enjoying
direct access to consumers. The prosperity and rapid growth of Kwai brands in
return improve the abundance and quality of product offerings on the platform,
stimulating future purchase and increasing GMV.

m K (20%): The KOLs allows brands to reach market by leveraging the
diverse-positioned influencers to reach and attract different types of end-consumers.
Utilizing the numerous influencers also enables Kuaishou to promote long-tail brands
and products.
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Exhibit 38: Merchant MAU growth comparison: Current Kuaishou merchant MAU growth at a similar pace
to PDD in 2018, yet slower than Douyin in 2021
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Source: QuestMobile

Exhibit 39: Merchant DAU % share - Kuaishou merchant DAU % Exhibit 40: Merchant yoy incremental DAU % share: Kuaishou
share improved to 5%, while Taobao gianniu DAU% share obtained ¢.20% of the incremental merchant DAU in recent months
decreased to 48% (-7ppt yoy)
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Categories: Proliferation of SKUs base across its 5 major categories

Apparel, cosmetics, food & beverages are the three top categories for Kuaishou and the
broader livestreaming eCommerce thanks to lower ticket size, better illustration of the
products and ability to create better interaction with consumers. Amongst which,
apparel contributes 33% of total GMV. We are expecting a more diversified category
pattern on Kuaishou going forward, with (1) mature categories like cosmetics, jewelry,
apparel continuing to grow, as the immersive experience takes more and more attention
from customers, (2) for emerging categories like electronics & appliances, with
infrastructure development, Kuaishou can achieve a certain level of growth. Our forecast
of Kuaishou taking 8% of China eCommerce GMV share is cross-checked by our GMV
estimates by categories. By 2025E, we model an average shopper on Kuaishou wiill
make an average of 8.2 purchases on a monthly basis, including 2.7 orders of
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apparel, 1.3 orders of cosmetics, 1.1 orders of F&B, 0.4 orders of E&A (electronics
& appliance) and 0.2 order of jewelry.

Exhibit 41: Apparel, the largest category by GMV contribution on Kuaishou is among the categories with
the highest ROI
Merchant ROls of major categories on Kuaishou
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Source: Company data

Apparel: \We expect online apparel sales to grow at a 7.3% CAGR over 2021-25E, on
improved online penetration from 47% in 2021 to 55% in 2025E, within which we
expect apparel livestreaming penetration to improve from 27% in 2021 to 38% in
2025E, making it one of the most penetrated categories by the format.

For Kuaishou, we expect apparel to remain the largest category on GMV contribution
by 2025E, but with a slight decline in GMV contribution. While its growth profile will
come in slower than other categories, we expect Kuaishou to continue to gain shares
(22% CAGR vs. industry at 7%), driven by:

® The non-intentional shopping demand of apparel can be realized through
livestreaming sessions and SFV format, relative to conventional eCommerce.

m  Flexible livestreaming sessions and the relatively short SFV production cycles cater
to the strong seasonal effect and rapid changes in demand in the apparel industry.

m  Consumers have the constant need to feel the fabrics of clothing, which
conventional eCommerce platforms often fail to meet. Livestreaming sessions
alleviate these problems to a certain extent by displaying the apparels close-up and
under different lighting, coordinated with detailed and intelligible descriptions of
textures.

Cosmetics: Ve expect online penetration of cosmetics to largely run its course, with
the cosmetics online market to grow in line with the overall market to Rmb2.3trn by
2025E (vs. 1.3trn in 2021), on a stable online penetration rate, while cosmetics
livestreaming penetration continues to increase from 30% in 2021 to 41% in 2025E.
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For Kuaishou, we expect cosmetics to remain the 2nd-largest category in terms of
GMV contribution by 2025E, with Kuaishou to continue to gain shares, driven by:

m  Similar to apparel, the non-intentional shopping demand of cosmetics can be
realized through livestreaming sessions and SFV format, relative to conventional
eCommerce, given users have a clearer grasp and understanding of the products’
effects.

® That said, we acknowledge brand effect is crucial in the cosmetic industry, a
weakness of Kuaishou due to its lowertier city brand image. In terms of the brand
mix, we note that well-known beauty brands are missing on Kuaishou and almost all
cosmetic brands on the platform are Kwai brands (white label products), which tend
to have a lower AOV but could be mitigated with brand loyalty and repurchase rate.

F&B: We expect the online fresh food market to reach Rmb1.6trn by 2025E, with online
penetration growing, from 21% in 2021 to 30% in 2025E, while livestreaming
penetration remains at low teens. Amongst which, we expect fresh food livestreaming
penetration to remain at a relative low level, growing from 9% in 2021 to 12% in 2025E
as conventional eCommerce platforms already took up large market share and channel.

For Kuaishou, we expect F&B to remain the 3rd-largest category on GMV contribution
by 2025E, with Kuaishou to continue to gain shares, driven by:

B The two core elements ‘Delicious’ and ‘Hygienic’, which can be better demonstrated
in multiple formats with the SFV/livestreaming sessions, including advertisement,
vlogs, Kuaishou Playlet (4 Jil) etc.

m  Proliferation of SKUs driven by merchant recruitment from established upstream
industry clusters.

B large user base and market size with diverse demands to be addressed.

Home appliances & electronics: Despite the high online penetration, we believe
livestreaming as a format is less effective for electronics & appliances vs. other
categories given its higher AOV relative to other categories, hence longer purchase
decision cycle. We expect online E&A to grow at a 7.6% CAGR over 2021-25E, on
improved penetration, from 53% in 2021 to 58% in 2025E. We expect Taobao to lose
market share to the livestreaming E&A market and JD to maintain its market position in
the total online market. We expect E&QA to improve the livestreaming penetration rate,
reaching 13% in 2025E from 4% in 2021.

For Kuaishou, we expect E&A to remain the 5th-largest category on GMV contribution
by 2025E, driven by:

® \With high prices and low purchase frequency, the decision-making cycle for
consumers is relatively long, hence Kuaishou's strength in private traffic offers
professional and personalized purchasing advice, reducing consumers' concerns and
improving sales.

®  High consumer loyalty exists in home appliances and electronics, and brand effect is
crucial, a weakness of Kuaishou due to its brand image.
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m  Higher requirements for logistics, installation and aftersales, an area Kuaishou is
less focused on.

Exhibit 42: eCommerce: On the demand side, Kuaishou’s growth to be driven by strong MAC (monthly active customer) penetration, slight
upticks in AOV (average order value) and a slight dip in order frequency
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Source: Company data, Goldman Sachs Global Investment Research

Format: Remain laser-focused on trust-hased eCommerce, while expanding shopping
formats from livestreaming to shelf eCommerce

The trust-based eCommerce model is the crux of Kuaishou's growth in livestreaming
eCommerce which has helped boost its market share in this segment (80% + of
Kuaishou users mostly purchase from acquainted streamers). Leveraging the successful
private domain traffic Kuaishou has built over the years, trust, initially between
streamers and users, naturally transferred to the trust between merchants and buyers,
stimulating purchase behaviors and promoting conversion rates and monetization.
Trust-based eCommerce relies on:

m  Kuaishou establishing itself as a social platform, encouraging interactions between
users and streamers and forging personal bonds through short form videos and
livestreaming. Compared to conventional eCommerce platforms, the traits of social
platforms easily enable streamers to approach the target buyers, efficiently convey
product details and gain customers’ trust.
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m  Private domain traffic has always been the strength of Kuaishou, compared with its
SFV and livestreaming peers. The key aspect of private domain traffic is the
accumulation and maintenance of user relationships, constructing a trusting,
cooperative and intimate community and forecastable user base, which requires
constant devotion of time, budget and operation. Gaining dominance in private
domain traffic, Kuaishou is already steps ahead in monetizing userrelationships
through trust-based eCommerce (70% of its eCommerce GMV is from private
domain traffic, repurchase rate was 70%+ in 2021).

Kuaishou is now expanding into all-purpose shelf based-shopping. \With Douyin
upgrading its eCommerce strategy to universal interest eCommerce (" 414 R " in
Chinese) in May 2022, a year after its introduction of interest eCommerce in Apr 2021,
Kuaishou has followed suit and also began the testing of an all-purpose shopping
function by starting its Beta test of Mall entrance within its APP as of Aug-2022. We set
out our base case scenario whereby shelf-based (non-livestreaming) shopping could
account for 10% of Kuaishou's GMV by 2025E, below 24% of Douyin’s GMV (in the
base case) by 2025E, depending on 2 variables: 1) the varying degree of disruption from
Douyin & Kuaishou to incumbent traditional eCommerce players; 2) the varying levels of
success of Kuaishou's expansion into public domain eCommerce®.

Exhibit 43: The four ways to shop on Kuaishou’s app include livestreaming (public & private domain), kwai shop and kuaishou mall
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Source: Company data, Goldman Sachs Global Investment Research

5 For more details on our industry assumptions for shelf-based shopping please see our concurrently

published sector note.
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Exhibit 44: Bull/base/bear case for SFV players’ eCommerce market share
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SFV platforms’ GMV growth remains robust,traditional eCommerce platform
(BABA/JD/PDD) lose market share to 77% vs. 88% in 2021

from Rmb16tn (2021)—> Rmb22tn
21-25E CAGR 9%
from 31% (2021) —> 36%

Kuaishou, 1.7, 8%

Douyin, Taobao,
3.2,14% . .9,17%
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PDD, 4.4, 19%
19%
JD, 4.8,22%

Tencent Video Account and other traditional platforms' livestreaming GMV,
Rmbé6tn

we expect some further penetration in key categories

from 15% (2021) —> 25%

BABA, 0.8,

Tencent video, 0.8, 13%

Kuaishou,
1.6,25%

ouyin, 2.4, 38%

Rmb1.0tn

Bull-case for SFV platforms in eCommerce,
and bear-case for traditional eCommerce players

SFV platforms becomes succussful in shelf eCommerce, traditional
eCommerce platforms (BABA/JD/PDD) lose more market share, to 67% vs.
88% in 2021

from Rmb16tn (2021)—> Rmb24tn
21-25E CAGR 11%
from 31% (2021) > 39%

Kuaishou, 2.1, 9% Taobao,
3.6,15%

Douyin, Tmall, 3.7,
5.8, 24% 15%

PDD, 4.0,

JD, 4.8,
17% 20%

Rmb7tn

we expect further penetration in all the categories.
from 15% (2021) —> 30%

BABA, 0.7, 9%

JD, 0.4, 5%

PDD, 0.6,
8%

Tencent video, 0.8, 10%

Kuaishou,
1.8,23%

45%

Rmb2.6tn

R025E SFV platforms' shelf eCommerce
share % as of online sales

2% vs. BABA 2025E market share of 38%

4% vs. BABA 2025E market share of 36%

11% vs. BABA 2025E market share of 30%

[025E Douyin's shelf-based eCommerce
s % of Douyin GMV

13% broadly flat from 2022E levels

25%

40%

[RO25E Kuaishou's shelf-based eCommerce
lps % of Kuaishou GMV

5%

10%

15%

Note: We calculate Douyin/Bytedance’s (both Not Covered) relevant operating metrics (GMV, category mix, etc.) by analyzing the industry and companies that we cover, and then extrapolating them to

Douyin/Bytedance

Source: Company data, Goldman Sachs Global Investment Research
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Livestreaming: Slower growth but no innovation in monetization format,
margin to improve

China entertainment livestreaming ex-growth
We remain cautious on China’s virtual gifting livestreaming sector (as first flagged
in our TME downgrade note in March 2021) as we believe monetization from virtual

gifting (incl. entertainment, games, showroom etc) will remain ex-growth — with both
engagement and monetization per user reaching a mature stage. Intensified competition
among platforms to attract leading livestreamers will lead to higher revenue sharing —
in general driving down gross margins and leaving uncertainties for loss-making
entertainment names' breakeven timeline, while currently profitable pure-play
livestreaming platforms could incur losses given lack of diversified revenue streams.

Exhibit 45: China’s livestreaming industry has seen a continual yoy decline; Kuaishou's livestreaming
revenue yoy growth has gradually converged with that of the industry

180,000 (Rmb mn) 160%
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80,000 60%
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mmmmNTES Cloud Music Douyu Huya mmmm Tencent Music
mmmm Kuaishou Bilibili OMO i OYY

Bytedance Industry yoy ==K uaishou yoy

SFV: short-form video, LS: livestreaming

Source: Company data, Visible Alpha Consensus Data, Goldman Sachs Global Investment Research

The growth trend in the aggregate revenue of nine companies with sizable livestreaming
exposure over the past 5 years shows the livestreaming industry has seen consistent
and sequential yoy growth deceleration (though partly affected by Kuaishou/Bytedance
joining the industry in 2017/2019). And although various companies have attributed this
lack of growth to non-industry specific factors over time — such as the U.S-China trade
war, COVID 19, and more recently broader Internet regulatory scrutiny in 2021 — we
see no evidence of a pick-up in growth as these headwinds have moderated.

We expect market shares to continue to be reshuffled and that platforms with
more diverse sources of traffic — SFVs (Kuaishou, Douyin, WeChat video account),
engagement growers that are undermonetized (Bilibili) — will outperform legacy
platforms such as YY Live, Huya, Douyu. That said, we expect growth to converge as the
entire industry continues on a down-cycle:
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® The absence of innovation is capping engagement and revenue growth
potential. As one of the most mature yet among the least innovative business in
the internet sector, the livestreaming model still relies primarily on features and
Multi-Channel Networks' (MCNs) operating strategies — such as PK, War among
Houses and Year-End Gala — to drive virtual gifting revenue, with updated features
merely ongoing adjustment to these formats. Without innovative content or new
monetization models, plus peaked engagement and existing users becoming ever
more familiar with MCNs' operating strategies, we think it unlikely the propensity to
spend among these users will recover.

®  Regulations. On Aug 30, 2021, the MCT (Ministry of Culture and Tourism)
announced guidelines for livestreaming talent agencies and MCNs (M2 £ H 2 2841
I BEI0ZL). The guideline restricts many of MCNs' frequently used operating
strategies to drive tipping revenue and place clear restriction on hosts' behaviors,
prohibiting hosts from inducing users to tip by providing them special treatment. On
7 May, 2022, MCT, NRTA and CAC jointly issued_Opinions on requlating
livestreaming and strengthening minor protections, with incremental requirements
of removing user rankings that are based on the value of virtual gifts and

strengthening management of streaming in peak hours. However, the regulations
are less restrictive than the market had anticipated, leaving reasonable room for
further monetization.

® Potential macro slowdown. \We expect virtual gifting livestreaming to be
disproportionately impacted by the potential macro slowdown and lasting impact of
Covid. Although time spent/engagement benefited from COVID lock-downs, the
aggregate yoy growth in revenue of selected livestreaming players still decelerated,
t0 15% in 2021 from 94 % yoy in 2019 (to -1% from 46% if ex. Bytedance) — with
livestreaming players attributing this to lower revenue from their heavy spending
cohorts, impacted by the macro weakness.

® Lack of incremental traffic: \We estimate the growth of livestreaming industry MAU
(excluding eCommerce livestreaming) will slow down, mainly due to the disruption
from short form videos.

Kuaishou market share gain to continue

Following a solid 19% yoy livestreaming revenue growth in 2Q22, we forecast Kuaishou
has gradually digested the impact of Bytedance's entry to the market and has continued
to gain market share from incumbents (which on average saw ¢.20% yoy revenue
decline in 2Q22). We forecast stable market share of 20%-21% over 2022-2024E,
specifically:

m  Engagement growth: leveraging network effect, sufficient traffic and Kuaishou's
livestreaming guild (E.4%&/A4>), Kuaishou is able to attract MCNs and hosts (including
top streamers and celebrities) and users to join the platform simultaneously. In 2Q
2022, Kuaishou's livestreaming MAU increase by 18% yoy.

®  Monetization potential: despite the relatively low ARPPU, we expect Kuaishou
livestreaming to increase its paying users through lowerpriced virtual gifts and VAS
based monetization (e.g. mini games). We forecast MPU to grow to 56.1mn in
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2024E, indicating a 5.4% CAGR over 2021-24E.

®  Gross margin improvement: we expect livestreaming gross margin improvement
starting from 2022, driven by Kuaishou's efficient cost control of cutting revenue
sharing expenses. We forecast revenue sharing expense/revenue to drop to 67.6%
by 2024E, compared to 72.3% in 2021.

Exhibit 46: We expect Kuaishou’s ARPPU to remain below China livestreaming industry average
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0

NTES Cloud, TME, Bilibili are based on GSe, rest are based on Visible Alpha consensus data

Source: Company data, Goldman Sachs Global Investment Research, Visible Alpha Consensus Data

Exhibit 47: We expect Kuaishou to maintain a ¢.21% share in China entertainment livestreaming market
revenue
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Kuaishou, Bytedance, NTES Cloud, TME, Bilibili are based on GSe, the rest are based on Visible Alpha Consensus Data; We calculate Douyin/Bytedance’s

(both Not Covered) relevant operating metrics (GMV, category mix etc.) by analyzing the industry and companies that we cover, and then extrapolating
them to Douyin/Bytedance

Source: Company data, Goldman Sachs Global Investment Research, Visible Alpha Consensus Data
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New businesses: Online blue collar recruitment a key near-term driver
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Blue collar recruitment

Kuaishou officially launched its blue-collar recruitment business, Kwai Recruitment (“
HL" in Chinese) in January 2022. Kwai Recruitment adopts a video-based recruitment
process, targeting blue-collar workers and college graduates. Unlike traditional
recruitment platforms, Kwai Recruitment simplifies recruitment procedures by offering
an interactive, livestreaming experience, where workers can apply for jobs simply by
leaving their contact information, while also obtaining key details about the position, e.g.
work environment and job requirements; all critical and often absent details in what is
generally a high-turnover labor group. Kwai's recruitment solution helps address
potential turnover variables by allowing users a chance to gauge job suitability, thereby
improving efficiency in the blue-collar job category.

While Kuaishou has yet to quantify targets and share a monetization timeline of the
initiative, it says it expects to capture ‘a leading share’ within the online blue-collar
recruitment market, built on its 3 core competencies:

m Massive user scale with 250mn MAU of blue-collar workers, increased from
130mn in 1Q22, making Kuaishou the online blue-collar recruitment platform with
the largest user base. Kuaishou's short video content ecosystem plays a vital role in
converting and retaining blue-collar users without additional costs while conventional
online recruitment platforms face high user acquisition and retention costs given job
hunting is a low-frequency user behavior (blue-collar workers change jobs 3-5x a
year).

®  Removing information asymmetry between the job seekers and employers
through the interactive livestreaming model. \With 80% of blue-collar job seekers
job hunting across provinces, trust around work culture and job requirements is a
critical recruitment draw for blue-collar job seekers. Trust not only provides job
seekers a better understanding of their potential employers and positions, it also
helps save expenses for both the job seeker and employer (i.e. reduce travel,
recruitment spend, etc.). Kuaishou's interactive livestreaming model gives users a
platform to obtain information such as work environment and job details while the
interaction helps establish trust among the live applicants/streamers and employers.
As of June 2022, Kuaishou reported a peak number of daily resume submissions,
surpassing 360k (from 150K during Lunar New Year 2022), the second highest in
the industry, along with an 8% conversion ratio.

m  Kuaishou's distribution and matching capability with advanced and diverse
traffic. Kuaishou excels in nationwide traffic distribution, with an algorithm that
precisely matches the supply and demand of job posting. Initial recruiter feedback
suggests Kuaishou's placement conversion rate is competitive in the industry, and is
further evidenced by the increasing number of enterprises, agencies actively
seeking cooperation opportunities with Kuaishou. As of end-June 2022, Kuaishou
had more than 100,000 corporate partners, including FOXCONN, Gree Electric,
JD Logistics, Meituan Food Delivery, Cainiao.
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On monetization potential, Kuaishou has initiated small-scale trials of advertisements
and has achieved healthy initial results and is also exploring more in-depth monetization
models.

Online blue-collar recruitment market potential: Compared with gold-collar and
white-collar categories, blue-collar has a larger population base, higher turnover rate, and
as a result, higher growth potential in recruitment services penetration. However,
blue-collar recruitment is less digitalized vs. white-collar which has led to these job
seekers facing severe information asymmetry, as their job seeking is primarily through
referrals by acquaintances, or walk-in.

In the past five years, the blue-collar category has been leading online recruitment
market expansion. CIC forecasts that revenue growth of China’s online recruitment for
blue-collar workers will accelerate to a 41% 5-year CAGR, with revenue of Rmb128bn by
2025E from Rmb23bn in 2020.

Exhibit 48: The blue-collar category is expected to represent 57% of the online recruitment services market
in 2025E, as the fastest-growing sector at a 41.4% 5-year CAGR
Market size in terms of revenue by job seeker categories (in Rmb bn)
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Source: CIC

Kuaishou has a natural advantage in capturing market share in the blue-collar
online recruitment category with its user distribution: The main users of Kuaishou
are from tier-3 and -4 cities, consistent with the needs of blue-collar recruitment. As of
2Q22, "Kwai Recruitment” already had MAU of over 250mn users, ¢.56% of total
blue-collar workers in China.
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Exhibit 49: Kuaishou blue-collar recruitment process: 4-clicks to complete CV submission
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Exhibit 50: Kuaishou’s blue-collar recruitment business “Kwai Exhibit 51: Kuaishou has a higher conversion ratio from effective
Recruitment” already has MAU of over 250mn in 2022 sales leads to viewings and from viewing to deal closing,
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Real estate

Kuaishou commenced its real estate initiatives in April 2022, leveraging livestreaming
and short form videos for property postings/demonstration to attract potential buyers.
Explaining that Hosts can act as agents, helping schedule viewing arrangements and
providing exclusive discounts from developers that cooperate with Kuaishou. According
to the company, overall conversion rates (from impression to closing a transaction) of
Kuaishou's real estate business is 3 times higher than conventional platforms (1.09% vs.
0.35%).

Currently, Kuaishou has house listings in 27 cities, mainly new homes or off-plan
properties in lower tier cities, mirroring Kuaishou's user distribution. During a house
buying festival Kuaishou conducted on Labor Day in May 2022, 40 new homes were
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sold in 5 cities, with a total GMV of Rmb35mn.

Other business
m  Games: Kuaishou officially set up its game business unit in 2021, aiming to tap into

gaming monetization potential as a developer/publisher, instead of just providing
gaming SFVs and livestreaming. Kuaishou set up Muyuan Technology as its major
entity for its gaming business and has further invested in 7 game-related
companies. In 2022, Kuaishou launched 1 MMORPG game (& /7% I -jig A Cross
Gate: Traveler) and 1 leisure game (H 25 #ili& T.) Super Factory) via Muyuan. In May,
Kuaishou also reached a game cooperation agreement with Tencent (China’s top 2
game publisher), which suggests scope for potential future opportunities.

Cloud: In August 2022, Kuaishou officially launched its video cloud brand
Streamlake, as a “one-stop Al solution to audio and video” designed to help
corporate clients with video creation and distribution, expanding its reach into 2B
business. Kuaishou's initiative is to monetize its proprietary technological capabilities
in distribution algorithms, Al special effects, cloud video streaming, etc. Over the
past year, Streamlake has already established cooperation agreements with
smartphone makers (e.g. Xiaomi), telecoms (e.g. China Unicom) and content
platforms (e.g. Zhihu).

Education and pan-knowledge: Kuaishou expanded into the education sector and
started to build its short video+education ecosystem since 2018. Education and
pan-knowledge content on Kuaishou primarily consists of videos that help improve
personal skills (e.g. agriculture, arts, culinary, etc). Kuaishou aggregates all the paid
pan-knowledge classes and livestreaming sessions in the paid selected contents
section, providing monetization potential for content creators and streamers. In
2021, pan-knowledge content video views increased by 58.1% yoy and
pan-knowledge livestreaming sessions exceeds 33mn.
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Overseas expansion: Focus on investment ROl and regional markets, near
term profit drag

We expect Kuaishou's overseas business to improve moderately with strong revenue
growth (from 0.5% of group revenue in 2Q22 to 4.5% in 2025E), and see its ROI-centric
disciplined investment plan helping narrow losses over 2021-25E. Until a steeper
monetization ramp-up curve/radical cost savings emerges, we do not factor in a
breakeven timeline for Kuaishou's overseas business, as we forecast Kuaishou's 2025E
revenue from overseas to reach Rmb7.2bn, roughly 40% of JOYY'’s (Coverage
Suspended) current level where it earned a 5% of OPM (non-GAAP).

Overseas business history

Kuaishou started its overseas expansion as early as 2017 marked by the launch of the
international version Kwai in Thailand, Indonesia, South Korea and Russia. The success of
Kwai was short-lived however, and was quickly outpaced by TikTok (the global platform
launched by Kuaishou's closest competitor Douyin in 2017). Despite continued attempts
(including launching Snack Video and Zynn in 2020), Kuaishou still lags behind Douyin in
global user engagement (Average DAU ¢.8% in 2Q22), mainly attributable to:

m Inefficient ways to attract a user base: \When entering the global market, Kuaishou
built its user base from scratch by launching its international app, while TikTok gained
an initial 200mn+ user base by acquiring Musical.ly, a musical video recording
platform.

m Lack of major KOLs: Kwai has not been able to attract local KOLs to join the
platform, whereas TikTok leverages the traffic and attention celebrities bring.

Exhibit 52: We expect overseas operating losses to narrow over Exhibit 53: Kuaishou lags behind Douyin in global DAU despite its
2021-25E earlier entry to the market
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Organizational restructuring

Kuaishou has implemented organizational consolidation in its overseas business by
integrating previously separated regional product teams and mid-office teams with the
aim of optimizing collaboration and resource utilization since 3Q21. \We note the
following meaningful changes in Kuaishou's overseas strategy following this
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organizational optimization plan: 1) Strategically scaling back overseas marketing spend
and refraining from aggressive investments; 2) focusing on product, content and
technology optimization, improving user stickiness and building social communities,
instead of unhealthy user expansion; and 3) prioritizing expansion in core overseas
regions (i.e. Brazil, Southeast Asia and Middle east), while cutting off markets with less
potential.

User: Disciplined investment to drive user growth in the Middle East & ASEAN,
while maintaining current user scale in LatAm

Since 3Q21, Kuaishou has adjusted its overseas strategy focusing on key markets and
sustaining a reasonable market share, with daily time spent per DAU exceeding 60
minutes. In 2Q22, Kuaishou achieved a gog improvement across all user engagement
metrics, but a reduction in overseas S&M, while pursuing efficient growth on the basis
of controlled costs through differentiated product positioning, content supply,
ecosystem governance, and algorithm technology. In Brazil, Kuaishou built an
ecosystem featuring a positive cycle of healthy content creation and consumption
results in average daily time spent per DAU of 60mins.

Exhibit 54: Brazil is Kuaishou's most important overseas market,
accounting for more than 50% of DAU
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Monetization: In a relatively mature market, Kuaishou has been exploring monetization
opportunities in livestreaming, followed by advertising and eCommerce. Longerterm,
Kuaishou is also actively exploring additional monetization opportunities by advertising
through collaboration with livestreaming partners.

As Kuaishou still aims to deploy 10-20% of S&M in the overseas market in 2022 (from
20% in 2021), we think overseas losses could widen sequentially in 2H22E on an
absolute basis. Longerterm, we expect losses to narrow in the overseas market on
monetization ramp-up and rationalization of spending, starting with single country-level
achieving breakeven, per the company.

In addition to a broadened content ecosystem, Kuaishou's primary overseas user growth
strategy is providing subsidies for downloads and retention, as well as aggressive brand
marketing. In 2021, international S&M per DAU was Rmb129, 1.6 times vs domestic
Rmb106. Corresponding returns, however, were less than expected. Even in its most
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competitive market, Brazil, Kuaishou is still underperforming Douyin, despite its earlier
market entry.

Exhibit 55: Kuaishou’s DAU in Brazil as a % of Douyin, peaked in Exhibit 56: Kuaishou's time spent in Brazil as a % of Douyin has
2021, however the gap has gradually widened in subsequent hovered around 30%, lagging behind Douyin’s performance
quarters Kuaishou and Douyin time spent comparison in Brazil
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On the flip side, compared with major global peers in the Brazil market, Kuaishou is
mostly on par with Youtube in both DAU and time spent and has delivered stronger
performance in time spent vs. Facebook. Noticeably, Kuaishou is seeing ongoing
improvement in time spent/DAU/day, climbing from 17min in 1Q 2020 to 51min in 2Q
2022, catching up with global peers and narrowing the gap with Douyin.

Exhibit 57: Kuaishou is on par with Youtube in DAU and time spent Exhibit 58: Kuaishou has shown significant improvement in time
in the Brazil market, and has two times the time spent vs. spent/DAU/day, reaching 51min at 2Q 2022
Facebook, though is lagging behind Instagram on both dimensions
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In relatively underpenetrated markets, yet still Kuaishou's targeted regions (e.g.
Indonesia and the Middle East), we observe sequential growth of DAU in 2022,
reflecting Kuaishou's successful implementation of increasing marketing and user
expansion in these regions.
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Financials: 19% 2021-24E sales CAGR, EBIT margin to reach 12% by 2024E

Exhibit 59: Kuaishou's financial summary
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Net profit (non-IFRS 1,034 7,864) (18,852) (7415) 4,269 13986 5,651) (5,016) (4,616) (3,569) (3,722) (1.312) (2,299 81
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Source: Company data, Goldman Sachs Global Investment Research

l. Revenue drivers

We believe Kuaishou has laid a multi-year roadmap to scale up monetization with
3 different mature business models, as well as new business initiatives based on its
rapidly growing content offering and strong connections between KOLs/users. After 11
years of operating history, Kuaishou reached revenue of Rmb81.1bn in 2021, relying on
advertising, livestreaming and eCommerce (commenced in 2018) as its major
monetization channels.

We forecast Kuaishou's revenue growth trajectory at 18%/22%/18% yoy in
2022E/23E/24E. We attribute the stronger growth momentum in the near term due to:
1) continual growth in DAU and time spent share with its unigue value proposition and
differentiated trust-based social network connections; 2) further improvement in ad
monetization efficiency, ad load and eCPM, based on improved brand attractiveness and
macro recovery; and 3) user penetration growth and category expansion, alongside
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SFV's ongoing penetration in eCommerce.

Exhibit 60: We forecast Kuaishou's revenue growth trajectory at Exhibit 61: We forecast revenue to grow by 15%/20% in
18%/22%/18% yoy in 2022E/23E/24E 3022E/4Q022E respectively
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1. Advertisement - stable growth and the largest revenue generator by 2024E
Kuaishou's advertising revenue consists of non eCommerce advertising and
eCommerce related advertising, the latter stemming from Kuaishou's eCommerce
business introduced in 2018. Ads launched by eCommerce merchants and KOLs have
been leading to closed-loop transactions within the Kuaishou system and are
categorized as eCommerce related ads (also known as internal circulation ads), and
non-eCommerce ads (external circulation ads) include brand ads and performance ads.
Boosted by the fast development of eCommerce related ads, advertisements have
exceeded livestreaming revenue and have become the largest revenue stream in 2021
(53% of 2021 revenue). We estimate that advertisements will continue be the largest
revenue generator over our forecast period.

We estimate advertising revenue to deliver a 25% CAGR over 2021-24E, driven by: 1)
38% revenue CAGR in eCommerce advertising; 2) 18% revenue CAGR in non
eCommerce advertising.

eCommerce advertising: Noting its high dependence on the eCommerce business, we
expect eCommerce related ads to gradually take up more share (to 42% in 2024E) with
a 38% 2021-24E revenue CAGR due to robust eCommerce GMV growth and higher take
rate.

Non eCommerce advertising: Though more affected by macro economy, regulatory
changes and competition compared to eCommerce ads, we believe non eCommerce
advertising will still remain the largest advertising revenue contributor by 2024E,
accounting for 58% of total advertising revenue. We expect an 18% revenue CAGR over
2021-24E with non eCommerce advertising revenue per DAU steadily increasing, driven
by contribution from the emerging ad formats (brand ads, creator ads and ad union) to
grow at 29% CAGR, outpacing the conventional feed performance ad to grow at 14%
CAGR.
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Exhibit 62: We expect the share of eCommerce related ads to
gradually increase to 42% in 2024E
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Exhibit 63: We expect non eCommerce ad revenue per DAU to
recover and increase steadily in 2022E-2024E
Non eCommerce ad revenue in 2019-2024E (Rmb)
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Comparing advertising revenue per DAU and per time spent metric, Kuaishou's Rmb139
per DAU and Rmb3.4 per 1,000 min in 2021 has already outpaced most online

entertainment/social platforms in China. Looking ahead, we believe Kuaishou to further
improve its advertising monetization efficiency by expanding ad load and eCPM. We
expect ad revenue/DAU and ad revenue/time spent to grow by 14% and 7% CAGR over
2021-24E relatively, lowering the gap with Douyin.

2. Livestreaming revenue - Kuaishou's share to remain steady, with low ARPPU
We forecast Kuaishou to deliver 5.2% revenue CAGR over 2021-24E for its livestreaming
business, gaining back its market share to ¢.21% and maintaining its below average

ARPPU, driven by:

®  Engagement growth: leveraging network effect, sufficient traffic and Kuaishou's
livestreaming guild (E3% /A <), Kuaishou is able to attract MCNs and hosts (including
top streamers and celebrities) and users to join the platform simultaneously. In 2Q
2022, Kuaishou's livestreaming MAU increased by 18% yoy.

®  Monetization potential: despite the relatively low ARPPU, we expect Kuaishou
livestreaming to increase its paying users through lowerpriced virtual gifts and VAS
based monetization (e.g. mini games). We forecast MPU to grow to 56.1Tmn in
2024E, indicating 5.4% CAGR over 2021-24E.
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2021-24E, after the decline in 2021

Livestreaming revenue from 2019-2024E (Rmb mn)
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Exhibit 64: We expect 5.2% livestreaming revenue CAGR over Exhibit 65: We expect MPU and ARPPU to remain at stable levels in
2021-24E
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3. Other services - eCommerce as the main growth pillar with sufficient room for
expansion

We estimate Kuaishou to deliver a 36 % revenue CAGR for other services, mainly driven
by eCommerce commission (91% of other services revenue in 2021). We believe SFV's
ongoing penetration in eCommerce provides Kuaishou with ample room to improve
GMV which we expect to grow 2.5x by 2025E on user penetration growth and more
category expansion.

m  Consumer front: \We expect Improving penetration of Kuaishou's MAC (monthly

active customer) base driven by proliferation of SKUs base across its major
categories and expanding shopping formats from livestreaming to shelf
eCommerce.

Merchant front: \We see ongoing merchant share gain by Kuaishou: Longerterm,
we expect Kuaishou's total merchant base to grow quicker relative to eCommerce
incumbents, as its consumer demand remains under-served, with each merchant
(which we proxy with merchant app DAU) on average serving over 900 consumers
as of 2Q22, while other incumbents are ranging between 300-500 consumers per
merchant. Near-term, Kuaishou's merchant base expansion is also demonstrated by
our high frequency tracker (see our China 400 app tracker), with Kuaishou taking 8%
of the merchant MAU % share as of July-22, up from 3% in July-21, furthering the

scope for potential category expansion.
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Exhibit 66: We expect eCommerce related revenue per AAC to grow Exhibit 67: We expect a 36% other services revenue CAGR over

at a 14.6% CAGR over 2021-24E

40,000 Rmb mn

35,000

2021-24E, mainly driven by eCommerce husiness

eCommerce related revenue is commission+ads revenue Other services revenue from 2019-2024E (Rmb mn)
Rmb 180 18,000 Rmb mn 120%
152.6 160 O‘Za
= 12285000 5023¢ 2024 102% 100%

30,000

25,000

2019 2020

mmmmE-commerce related ads

101.5

1178 120 S rez 008 80%
100
20,000 9,000 60%
80
15,000 9
613 60 6,000 4% 40%
5
10,000 20 31% 34%
.
51000 " 3,000 20%
124 l

2021 2022E 2023E 2024E 2019 2020 2021 2022E 2023E 2024E

37,000
E-commerce commission Ag@Eoﬁr‘nnmision/AAC

135.Z

0%

mmmm Other services revenue yoy(%)

36.000

Source: Company data, Goldman Sachs Global Investment Research

Source: Company data, Goldman Sachs Global Investment Research

Il. Margin profile:
Exhibit 68: We expect Kuaishou to grow its revenue at an-ahove Exhibit 69: We also expect Kuaishou’s OPM to turn positive in 2023E
industry pace alongside GPM at the industry-average level due to its better control of S&M spending
90% 0% Weib
Meta Group ) €00 Meta Group
9 5 [}
80% Wezyo Ma::h Grou ® Pinterest 304) - Match Group
70% L T™ME 20%. -'----T?r_'fem " NetEase
£ 60% SNAP ® Twitter = . ® Netflix
o o VPTTR, VEDPTUPTPOpToe A .Zhihu ?j ) 8% Mango Pinterest
= +-50%: - T'e'r'fcer'ﬁ; NetEase ‘ = Qi 0% ~ % ®Kuaishou
W 40% . Kuaishou who% 5% 0% 5% 10% 15%0 TWIGBE.  o5m, 30%
& T™ME | oo ®  Netfiix 1 -10% Spotify
Q 30% ' Mango Y Q *
iivi20% -20% SNAP Bilibil
© Spotify  Bilibili Zhihu
10% -30%
0% -40%
-15% -5% 5% 15% 25% 35% Revenue 2021-23E %CAGR

Revenue 2021-23E %CAGR

Source: Company data, Goldman Sachs Global Investment Research

4 September 2022

Source: Company data, Goldman Sachs Global Investment Research

1. Gross profit margin to improve moderately with monetization efficiency improvement
and further controlled revenue sharing cost

Kuaishou's COGS mainly consists of revenue sharing to streamers (30.6% of 2021
revenue), bandwidth and server custody costs (9.4%), D&A (7.7 %), employee benefit
expenses (4.3%), payment processing costs (2.0%) and others (4.1%). We forecast a
gross profit margin improvement from 42.0% in 2021 to 50.4% in 2024E, driven mainly
by increasing user base, monetization efficiency improvement and more disciplined
revenue sharing cost (decreasing from 46.4% to 24.9% from 2019 to 2024E).

a. Revenue sharing cost (31% of revenue, 2Q22)

Revenue sharing cost has been the company'’s largest COGS component in 2019-2021,
originating from its livestreaming and advertising business:

m  For its livestreaming business, the company notes that the monetisation continues
to improve due to rising disposable income in China and advancement of
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livestreaming technology which has lowered the barriers to content creation and
enhanced quality of content.

B For the advertising business, the company plans to invest heavily in technology,
noting it serves as a bridge in (1) building trust in buyers with richness of content
and continuous social interaction with streamers/viewers and (2) providing
opportunities for merchants to interact more meaningfully with buyers with the
continued development of eCommerce infrastructure such as tools for store
operations, logistics and customer service. Kuaishou would also look to monetize
some better performing VAS like online games, local services and knowledge
sharing.

b. Bandwidth expenses and server custody costs (7% of revenue, 2Q22)

We expect bandwidth expenses and server custody costs to grow at a 3.2% CAGR over
2021-24E, a pace much below Kuaishou's aggregate engagement growth and revenue
growth, driven by ongoing optimization of bandwidth usage efficiencies and serving
custody costs. While Kuaishou's 1H22 total domestic time spent grew over 40% yoy,
domestic bandwidth costs per 1,000 minutes fell substantially yoy, driven by R&D
applications including video codec algorithms, image enhancement and audio
compression algorithms.

c. D&A (6% of revenue, 2022)

Depreciation costs primarily include depreciation of computers, servers and other IT
equipment, and server custody costs with internet data centers with a term of over one
year. Amortization costs consists of amortization of licenses, copyrights and software.
We expect D&A costs to grow at a 7.8% CAGR over 2021-24E.

d. COGS-related employee benefit expenses (3% of revenue, 2Q22)

Kuaishou employs over 28,000 employees as of Dec 2021. We expect employee benefit
expenses to grow at a 9.1% CAGR over 2021-24E, considering the increase in
headcount of employees and related share-based compensation expenses.

2. Operating margin improvement to come from S&M, while admin and R&D to maintain
steady growth

Kuaishou has been a profitable company in 2017-2019, delivering 1-11% OPM, before
starting to generate negative OPM since 2020, at -14.4%/-24.5%/-7.9% of revenue for
2020/2021/2022E respectively, as the company shifted to investment mode amid
pressure from Douyin. Kuaishou's sales & marketing, general & administration, and
research & development accounted for 53.7%/2.9%/12.1% of 2021 revenues
respectively, which have exceeded or are closer to the high-end of China entertainment
peers.

a) Selling and marketing expenses (S&M)

Kuaishou's S&M expenses primarily consist of expenses associated with promotion and
advertising and employee benefit. Under its organizational structure reformation, which
effectively transformed its function-based structure to business unit-based structure,
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cost control ability and operational efficiency have greatly strengthened. Noting that
acquisition cost per new user has already declined significantly in 2022, we expect
Kuaishou to decrease its S&M expense at -4% CAGR in 2021-24E, from Rmb43.5bn
(53.7% of revenue) to Rmb38.6bn (28.0% of revenue). Importantly, despite the
decrease in promotion spent, MAU and time spent remain stable, delivering robust
customer retention under S&M expenses cut.

Exhibit 70: We expect a % of revenue sharing cost to streamers to Exhibit 71: We expect a significant improvement in cost control
gradually decrease over 2021-24E efficiency in 2021-24E
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Exhibit 72: We expect OPM to gradually improve and turn positive Exhibit 73: Acquisition cost per new user witnessed a significant
by 2023E, mainly driven by the cut in S&M expense decline in 2022

Operating expenses and OPM in 2019-2024E
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b) Research and development (R&D)

With Kuaishou's continued R&D personnel expansion and investment in big data and
other advanced technologies, we do not expect Kuaishou to realize substantial operating
leverage from R&D (relative to S&M), and instead forecast R&D expenses to grow at a
10.2% CAGR in 2021-24E, from Rmb9.8bn to Rmb13.2bn. However, we expect R&D as
a percentage of total revenue to drop from 12% of revenue in 2021 to 10% in 2024E
given the scale up of monetization and the optimization of business structure.
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c) Administrative (Admin)

Kuaishou's administrative expenses mainly consists of employee benefit expenses for
administrative personnel. We therefore forecast administrative expenses to grow at an
18.5% CAGR in 2021-24E, from Rmb2.3bn to Rmb3.9bn.

Together with the gross margin ramp up, we expect Kuaishou's non-GAAP OPM/NPM
to reach 12.0%/10.1% in 2024E.

Exhibit 74: We expect operating margin, net margin and FCF margin Exhibit 75: We forecast Kuaishou's capital expenditure & purchase

all to turn positive by 2023E

of intangible assets to be c.10% of total revenue going forward
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lll. Balance heet & cash flow statement

1. Cash position

At the balance sheet and cash flow statement level, we expect Kuaishou to maintain its
relatively strong cash position, primarily due to c.Rmb31bn net cash on hand by
end-2022E, taking into account an average Rmb2-3bn operating cash outflow per
quarter.

2. Capex & investments
We forecast Kuaishou's capital expenditure and purchase of intangible assets to be c.
10% of total revenue going forward in line with its historical trend.
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Valuation: Target P/E of 22X 2025E EPS discounted back to 2023

4 September 2022

Valuation

We derive our 12-month target price of HK$112 per share based on a discounted

P/E-based valuation. Our valuation is anchored on the following key assumptions:

1. 2025E revenue of Rmb158bn (18% 2022-25E CAGR), consisting of Rmb97bn of
online marketing (24% CAGR or 7.3% mkt share, from 50.6% in 2022E), Rmb37bn
of livestreaming (3% CAGR or 21% mkt share, flat compared with 2022E) and
Rmb24bn of other revenue (34% CAGR). From the lens of time spent and

monetization efficiency, we forecast Kuaishou to further improve its time spent

share from 11.6% in 2022E to 13.4% in 2025E, while monetization efficiency per

time spent grows at an 8% CAGR, similar to 2020’s level.

2. 2025E net profit of Rmb24bn (15% net margin), through operating leverage and
continued efficiency improvements, given its domestic operation achieved
breakeven in 2Q22, quicker than expected, a betterthan-peers revenue growth
profile under extreme macro conditions, as well as its history of generating 9% net
margin in 2017, alongside easing industry competition as China internet players

purse profitable growth.

3. Target P/E multiple of 22x 2025E EPS as we forecast Kuaishou to continue to
deliver healthy, close to 30% OP/NP growth after 2025E, a similar pace of growth to

our selected China Internet large cap peer group (during 2023-25E), and discounted
back to 2023E at a 14% WACC to derive our TP Our 22x 2025E P/E references the
median of large cap’s avg. P/E of 22.4x 2023E EPS and content platform’s avg. 17.9x.
Our target price implies 68% upside and 2023E EV/sales of 2.7x.

Exhibit 76: Our 12m TP of HK$112 is based on discounted P/E
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Exhibit 77: EV/sales multiple: Benchmarking the revenue growth Exhibit 78: P/S multiple: Cross checking implied 2023E P/S with our
profile of Kuaishou vs. our China internet coverage space, internet coverage, while Kuaishou’s growth profile lags Bili, it has
Kuaishou's growth profile is at the high-end of our China Internet better margin profile and clear path to profitable growth
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Valuation cross-checks
We cross-check our target valuation with DCF and SOTP

DCF: \We base our DCF on a WACC of 14% and terminal growth rate of 5%, which
results in a valuation of HK$501.6bn and implied valuation of HK$117 (4% above our
actual TP) and implied 2023E EV/Sales of 3.3x.

SOTP: We also cross-check with SOTP using 2023E 1.0x EV/Sales for livestreaming,
17.0x P/E for advertising and 20.0x P/E for eCommerce, which results in a valuation of
HK$106 (5% below our actual TP).
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Exhibit 79: DCF cross-check

2017

Discounted cash flow (Rmb mn)

DAL [mn)
Revenues
% yoy
Cost of Revenues
Gross Profit
GPM
Ingremental GPM
Operating Profit, IFRS
Operating Profit, non IFRS
CPM. nonFRS
Ingremental OPM, non-IFRS
Effective Tax Rate

Operating Income post Tax, IFRS

Depreciation

Ammortization

sBC

Gross Cash Flow

EBITDA, adj.

EBITDA margin, adj.
Ingremental EBITDA Margin

Lazs: Change in Working Capital

Less: Capital Expenditure
Free Cash Flow
% yoy change
FCF margin
yoy pot
Tenminal Value
Total FCF

WACC calculation

Equity market premium
Risk fraa rate

Beta

Cost of equity

Cost of debt

Tax rate

After-tax cost of debt
Long-run debt-to-capital rati
WACC

Terminal growth rate
Exit FCE multiple

7.0%
35%
5
14 0%
5.0%
15.0%
1.3%
0%
14.0%
£.0%
114

5,729
2,611
31 3%

G08
10 8%
0.6%
&11
108
207
1,023
1,020
12.2%
1.083
(378)
1.730

20.7%

1,730

M8 2019 2020 2021 2023E 2023E 20E 2035E 2026E 2027 2028E 2025E

117 176 264 308 354 384 403 421 438 448 455 469
20,301 39,120 58,776 1,082 95,656 709 138,479 158,071 177,443 193,953 210,080 224,140 239,

143% 939 505 F8% 18% 22% 16% 14% 12% 9% 5% ]
14,498 25,017 34,861 47,052 52 636 60 635 b6 526 75,378 80,639 85,048 89,756 93,516 a7,

5802 14404 23815 34030 43120 56400  GOES3  B2,603 96804 108905 120332 130624 142,

28 6% i6.1% 40.5% 42 0% 45 1% 45.2% 50.4% 52 3% 54 6% 56_2% 57.3% 58.3% 59 2%
27% 44% 455 6% 62% 62% 63% 66% ¥3% T3% 7% 73% 72%
(821) 689 (10.320) (27.707) [14.731)  (2379) 8,435 19,488 29397 35916 4380 50,664 56,432
181 1,431 (8,479) (19.871)  (7,544) 5233 16,518 21,811 31712 46005 53735 61,067 67,674
05% 37% -14 4% -24 5% -7.9% 4 5% 12.0% 17.6% 21.3% 23.7% 25 6% 27.3% 26.2%
-5.0% 6.6% -50.4% -51. 1% 84.6% 59.6% 53.5% 56.0% 51.1% 50.2% 47.5% 52.9% 41.3%
1.2% 2.0% 0.5% -1.3% 4.3% 28.1% -29.5% -21.3% -19.1% -13.6% -18.2% -18.0% -17.8%
(522) 702  (10270) (27,343)  (15360) (3,071) 5948 15332 23768 30,059 35892 41568 46,383
1.155 2,09 474 6.721 7641 8,760 9.662 10.063 10,722 11.301 12122 12.505 13.20¢7
25 63 123 164 193 236 27 13 158 3 424 452 484
702 T42 1.841 7,830 T18T 7611 4,083 8,322 3,315 9,088 9.944 10,503 11,241
1,359 3,605 (3,566)  (12,627) (339) 13537 23972 3,042 43163  50,BA0 58283 65029  T1,315
1,360 3,501 (3.616)  (12,986) 289 14,229 26459 38,199 48,792 57,697 66,282 74125 81,365
6.7% 5.2% -6.2% -16.0% 0.3% 122% 19.1% 24.2% 27.5% 23.7% H.5% 331% 13.9%
3% 12% -37% 42% 91% 65% 58% 59% 55% 4% 53% 56% 46%
EB5 5,168 5,893 853 2547 3,850 3429 2 1,906 1,608 1,812 1,389 1,632
{2BE6)  (2548)  (5.908) (7.732)  (9.824) [10,269) (10,736) (11512) (12.085) (12526) (12833 (12,923 (13,027)
(343) 6,225 (2,577} (11,827) (7.516) 6,818 16,665 25,442 32973 39,919 47,261 53,495 59,920
-154% -760% -141% 359% -36% -191% 144% 53% 30% 21% 18% 13% 12%
46% 15.9% 4. 4% -14.6% -T9% 5.8% 121% 16.1% 18.6% 20.6% 225% 21.9% 250%
-25.4% 20.6% -20.3% -10. 2% 6.7% 13.7% 6.2% 40% 2.5% 2.0% 1.9% 1.4% 1.1%
699,070
543) 6,225 (2,577} (11,827) (7.516) 6,818 16,665 25,442 32,973 39,919 47,261 53,455 750,990
plirris 2033E 2074 H25E
Firm value {Rmb mn} 385,212 PIE 17.7%
Mat cash [Rmb mn) 37,268 Pis A4y 3.bx Fuix 2Tx
Equity value (Rmb mn) 423,182 FIFCF 16.6x
Equity value (US$ mn) 64,012
Equity value (HKS mn} 435,297 EVIEBIT 13.9x
Shares Outstanding, diluted (mn) 4,270 EVfSales 40x 3.3x 2.8x 24x
Value per share [HKD) 117

Source: Company data, Goldman Sachs Global Investment Research

Exhibit 80: SOTP cross-check

Live streaming

1

EV/sales 34,940 (4.509) (3,833) 34,940 1X sales

Ads (Non-EC) 17 PIE 40707 " 12212 10,380 176,467 17X PE for Non-EC ads, similar to Tencent; 30% OPM
E-commerce (inc. EC ads) 20 PIE 41,451 (3.032) (2,577) 176,167 20X PE, EC ads+commission, 25% LT OPM, vs. JO/PDD
Total 387,574

Net Cash 37,268

Total equity value 424,842

Holdco discount 10% 382,358

Value per share (HK$)

Source: Goldman Sachs Global Investment Research
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Bull-/bear-case scenario analysis
Bull case

Under our bull-case scenario, we assume revenue +15% above the base case,
alongside a 20% NPM (5ppts higher), which results in an implied value of
HK$190/share. Our key assumptions are:

Engagement: DAU ramps up to 500mn by 2025E, +19% vs. the base case; time
spent per DAU growing at a mid-teens CAGR, with our DAU assumption based on
Kuaishou's successful penetration into a broader demographic which was not
included in our base case (highertier cities).

eCommerce: GMV above the company target of Rmb2,000bn by 2025E, vs the
base case of Rmb1,725bn.

70



Goldman Sachs

4 September 2022

Kuaishou Technology (1024.HK)

m  Advertising: Stronger Ads market share gains driven by higher engagement and
higher ad value per user due to penetration into highertier cities. Kuaishou to
become China’s top 5 online advertisers, at 8.3% market share, vs. the base case of
7%.

®  Margin: NPM reaching 20%, vs the base case of 15%, reflecting better cost control
and increasing monetization; OPM close to normalized EC/Ads players.

m  Target multiple: At 25x P/E vs the base case of 22x, a 10% premium to the large
cap average.

Bear case

Under our bear case scenario, we assume revenue -18% compared to the bear
case, alongside a 9% NPM (6ppts lower vs the base case), with an implied value
per share of TP of HK$56. Our key assumptions are:

Engagement: DAU maturing and growth slower than expected, at -17% vs the base
case.

eCommerce: GMV growth slowing to industry average by 2025E and largely flattish
going forward, -30% vs. the base case.

Advertising: Stagnant ads market share gain and stabilized at ¢.5% vs the base
case of 7%.

Margin: NPM reaching 10%, assuming limited increase in the monetization rate and
operating efficiency, on par with its NPM level in 2017.

Target multiple: At 17x P/E, a 10% discount to the current large-cap multiple.

n



Goldman Sachs

Kuaishou Technology (1024.HK)

4 September 2022

Exhibit 81: Bull-/bear-case scenarios

e “ “

Key assumptions (2025E)

DAU (mn) 500 421 350 19% -17%
GMV (RMB bn) 2,070 1,725 1,208 20% -30%
Ads market share 8.3% 7.0% 54% 1 1% 2%
Timespent (bn mins) 26,000 21,910 18,200 19% -17%

2025E financials

Sales 180,991 157,991 129,574 15% -18%
Ads revenue 116,056 97,325 75,311 19% -23%

Non EC Ads 65,239 54,977 45,667 19% -17%

EC Ads 50,817 42,348 29,643 20% -30%
EC revenue 25,611 21,342 14,540 20% -30%
GP 104,975 82,633 58,308 27% -29%
oP 41,628 27,778 18,099 50% -35%
NP 35,687 23,813 15,516 50% -35%
GPM 58.0% 52.3% 45.0% 6% -7%
OPM 23.0% 17.6% 10.0% 5% -8%
NPM 19.7% 15.1% 8.6% 5% -6%
Timespent 16% 9% 3% 6.4% -6.6%
GMV 31% 24% 10% 7.7% -13.9%
Sales 24% 18% 11% 5.5% -7.6%
Target PE 25 22 17 14% -23%
Equity value (2025E) 892,164 523,890 263,770 70% -50%
Equity value (2023E) 686,491 403,116 202,963 70% -50%

Value per share
112

Source: Company data, Goldman Sachs Global Investment Research
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Regulation: Ads, livestreaming and eCommerce

In this section, we examine regulatory considerations for Kuaishou. Unlike larger
Internet platform counterparts, we believe Kuaishou is not exposed to the most
prevalent regulatory-related risks in the sector — including delisting risks, anti-trust
issues, financial holdco risks and cybersecurity investigations. That said, we note its
three key business components namely advertising, livestreaming eCommerce and

entertainment livestreaming all face detailed regulatory requirements, as we set out
below.

Exhibit 82: CAC has laid out 10 key tasks in regulating the internet ecosystem in 2022, including 5 new tasks vs. 2021

Regulate algorithms (including algorithm filing,
Crack down on rumors on internet application, and content promotion; regulations effective
from March)

Regulate information/content produced by MCNs (e.g. 5 . . .
MCN regulation to be announced; MCN information Regulate internet environment during Chinese New

disclosure requirement on internet platforms) Yol (Compisieg)

Regulate internet environment for minors during
summer vacation (i.e. Draft Provisions on the Cyber
Protection of Minors released in Mar, inc. anti-addiction,
consumption limit, etc.)

Regulate online live streaming and short-form videos
(completed)

o™~
o
o
o™
e
o
-
S
@
4

Continued from 2021

Regulate mobile app information services (i.e. app Regulate internet user account operation
content review, app store listing review)

Regulate news information transmission order (e.g

value orientation, source management, we-media Crack down on fake traffic, internet ghostwriters, etc.
regulation)

Source: CAC

Advertising

We continue to expect (see our 2H22 outlook) the Measures for the Administration of
Internet Advertisements ( BB & & EEFp2), the draft of which was released in Nov
2021, will replace the Interim Measures for the Administration of Internet
Advertisements published in 2016, and become the overarching law for online
advertising; specifically concerning 1) the identifiability of ads in formats of bidding rank,
news reports, experience sharing, product evaluation or inserting shopping links in order
to promote products/services; 2) one-click-closure of ads in the formats of playing on
launch, in-video ads, pop-ups, i.e. no countdown, no clear/accurate close bottom, etc;
and 3) ads in certain verticals (e.g. financial products, medical beauty) and formats (e.g.
ads in home appliances/vehicles, livestreaming ads).

We believe Kuaishou will only be moderately affected by the proposed updates to the
regulations, as unlabeled advertising in SFVs only makes up ¢.5% of its advertising
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revenue. Viewers of SFVs are also cognizant of and prepared for potential ad feeds
when scrolling through SFVs, thus in our view are unlikely to be affected increased
identifiability of ads.

eCommerce livestreaming
Administrative Measures for livestreaming Marketing (Trial Implementation), effective
since 25 May 2021, comprehensively regulates eCommerce livestreaming, including: 1)

specifications of market entry rules, contents and corresponding supervision; 2) detailed
regulations for different participating parties, including the platform, merchants,
streamers, MCN institutions, etc; and 3) requirements to improve the ability of
identifying and coping with data fabrication, and establish complaint channels.

Relevant supervision practices were taken following establishment of the regulation. In
Nov 2021, top streamers on multiple platforms were fined for tax issues and in Dec
2021, Zhejiang Provincial Consumer Protection Commission called in five major
eCommerce platforms (including Kuaishou) and related streamers, requiring improved
clarity of label displays and ratification of exaggerated information.

Regional guidance has also been issued to further regulate the market. On 7 July,
Shanghai Administration for Market Regulation issued Guidelines for Shanghai

livestreaming Marketing Activities with detailed requirements for all livestreaming
participants, especially for platforms and streamers to acquire and display relevant
business licenses.

We believe that under the systematic regulation and supervision, livestreaming
eCommerce will enter a healthy development phase, driven by 1) a tendency towards
long term marketing strategy, aiming for better retention rate; 2) reshuffling top
streamers’ market share, providing more opportunities for common streamers and MCN
institutions, and further benefiting the development of eCommerce livestreaming
platforms.

livestreaming & protection of minors
Opinions on Further Regulating Online livestreaming Profit-making Behaviors, published

in March 2022, focused on 1) strengthening the responsibilities of livestreaming
platforms (e.g. reporting livestreamers’ income on a semi-annual basis), 2) regulating
livestreaming marketing activities (e.g. product safety and authenticity, ban on fake
promotions), and 3) taxation.

Opinions on regulating livestreaming and strengthening protection of minors, jointly
issued by MCT, NRTA and CAC on 7 May, has quantified requirements to restrict
monetization of entertainment livestreaming in specific time periods for the first time,
highlighting:

® Incremental requirements: 1) Platforms are required to remove user rankings that
are based on the value of virtual gifts sent within one month; while the value of
virtual gifts received can be one, but not the only determinant of livestreaming host
ranking. 2) Strengthen management of streaming in peak hours (20:00 to 22:00),
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during which platforms should limit ‘PK" (hosts battle) to two times per livestreaming
host account.

m Reiteration: 1) Platforms are prohibited from providing livestreaming tipping service
to minors. 2) Minors under the age of 16 are not allowed to stream. 3) Optimize
"Youth Mode’ by curating content suitable for minors and establish a dedicated team
to handle minor tipping and refund.

However, we observe that the regulations are less restrictive than the market had
anticipated, leaving reasonable room for further monetization, given: 1) Hosts may still
be able to provide user ranking within their own livestreaming rooms; 2) Platforms may
still provide functions like special effects, different ranking (which is not on tipping
amount) for top users, based on our discussions with industry participants.
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Key downside risks

1. Weaker-than-expected monetization: Kuaishou expects to ramp up its ad
monetization quicker than industry peers while keeping its entertainment livestreaming
revenue stable, specifically:

®  Showcasing stronger advertising ROl and conveying Kuaishou's rising mass-market
appeal to brands, through continuing to improve advertising algorithm and refine
advertising format. However, if merchants believe that they can achieve better
returns elsewhere, merchants/brands’ spending may decline.

®  Trimming revenue sharing cost to livestreamers/content creators overaggressively
could result in churn of livestreamers/content creators.

m  Kuaishou's eCommerce is still at an early stage of development. If Kuaishou is
unable to 1) improve its MAC (monthly active consumer) penetration; 2) increase the
number of merchants, or if 3) ROl of merchants is lowerthan-expected, it may not
be able to grow its eCommerce GMV/take rate %.

m  \Weakerthan-expected monetization progress in new business verticals including
blue-collar recruitment.

2. Growth of its aggregate user engagement base (DAU x time spent per DAU):
Steady and sustainable user growth momentum is essential for Kuaishou’s revenue
growth, and failure to execute on its new user acquisition & existing user retention
strategy (to a mid-term 400mn DAU target) is the second major risk in our view. We see
its user growth being driven by:

B Maintaining its ability to offer, manage, and refine its high-quality content, which
needs to adapt with changes in user preferences and market trends.

®  Retaining and incentivizing content creators plays a crucial part in determining the
breadth, depth, and quality of its content offerings.

m  Executing its content diversification strategy, especially expanding into mid-length
videos, is one of the major drivers for it to penetrate into lowertier cities. As with
the other ad-based internet companies, Kuaishou's video strategy is key to its
longerterm growth prospects.

3. Lower-than-expected profitability: Kuaishou's ability to achieve profitability and
positive operating cash flow principally depends on its ability to further expand scale up
its revenue and reduce its S&M expenses while maintaining its user growth at an
acceptable level. If Kuaishou is unable to generate the desired outcome from its user
acquisition initiatives and manage costs effectively, its profit margins will be adversely
impacted.

4. Content control: If Kuaishou's UGC violates PRC laws and regulations and Kuaishou
does not manage to filter out relevant content, it could lead to punitive administrative
measures from the regulators, such as its app being removed from app stores under
extreme cases.
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M&A framework: Rank of 3

Across our global coverage, we examine stocks using an M&A framework, considering
both qualitative factors and quantitative factors (which may vary across sectors and
regions) to incorporate the potential that certain companies could be acquired. We then
assign an M&A rank as a means of scoring companies under our rated coverage from 1
to 3, with 1 representing high probability (30%-50%) of the company becoming an
acquisition target, 2 representing medium probability (15%-30%) and 3 representing low
probability (0%-15%). For companies ranked 1 or 2, in line with our standard
departmental guidelines we incorporate an M&A component into our target price. An
M&A rank of 3 is considered immaterial and therefore does not factor into our target
price, and may or may not be discussed in research.

We apply our Asia Internet M&A framework (please see Asia Internet & Media: Higher
MG&A probability in China Internet, highlight four names, July 11, 2016 for more details)

considering both qualitative factors (exposure to key markets/products, asset mix), and
guantitative factors (relative valuation, and growth) to incorporate the potential that
certain companies could be acquired at a premium to current share prices. We
incorporate these factors into a “Can-Should-Would"” framework to identify companies
with a higher probability of becoming an M&A target over the next 12 months. Within
this context, we assign an M&A rank of 3 to Kuaishou Inc.

“Can”: Our "Can"” assessment measures the possibility of executing an acquisition if
there is a bidder. We believe Kuaishou could be a likely M&A target with an overall score
of 2, given: 1) free float at 82% of total shareholding; 2) the management team's voting
power is high at 69.5%; and 3) Tencent is the major strategic shareholder with a 17.0%
stake as of August 2022. We assign an overall “Can” score of 2 mainly due to the high
free float % shareholding, partly offset by high management voting power.

Exhibit 83: We assign Kuaishou a score of “2” for “Can” given the high free float % shareholding, partly offset by high management voting

power

Market cap data is based on 24 August, 2022

As of August 2022

Can

. Size (Mkt % Strategic Mgmt. voting Overall
Ticker Company name cap, Smn) % Free Float Score holder Holder Score wer Score Score
1024 HK |I{uaishou Technology | 40,431 82% 1 17.0% Tencent 3 69.5% 3 2

Source: Company data, Goldman Sachs Global Investment Research

4 September 2022

“Should”: Our “Should” assessment takes a fundamental view in justifying whether a
company is an attractive M&A target for potential bidders. We note Kuaishou emerges
as the market leader with its revenue growth (19% 2021-2024E CAGR) outpacing
industry average growth. Meanwhile, amid concerns over its execution on growth due
to its lack of track record, Kuaishou currently trades at 2.6x 2023E EV/Sales, compared
with our broader China internet coverage's median of 1.2x. As such, we assign a score
of 3 in this category.
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Exhibit 84: We assign an overall “Should” score of 3 to Kuaishou

- Valuation
. Rev growth (21- Industry Relative Industry Overall
Ticker Company name 24F CAGR) Gro aro Score positioning Score Ew;z:;iﬁ] Score Score
1024 HK Kuaishou Technology 19% 9% 2|Leading Position 3 2.6x 3 3

Source: Company data, Goldman Sachs Global Investment Research

4 September 2022

“Would”: In the “Would"” section we measure the strategic attractiveness of the assets
and management stance concerning being acquired. Throughout its 11 years of
operating history, we view Kuaishou's management stance on potential takeovers as

medium, as the company still has user expansion and monetization potential, therefore

management has no urgency to sell the business. Thus, we assign a score of 3 for

Kuaishou in this category.

Exhibit 85: We assign an overall “Would” score of 3 to Kuaishou given its leading position and the low
level of management stance towards selling the business

. wue | wmaara

Score | Overall Score

Company name Strategic Appeal

Score

Stated Mgmt Stance

Kuaishou Technology High

3

Neutral

3

3

Source: Company data, Goldman Sachs Global Investment Research

Our “Can’ “Should” and “Would"” scores are combined to yield an M&A rank of 3 for

Kuaishou.
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Appendix

Exhibit 86: Shareholding structure, as of August 2022

Co-Founders’
shareholding
20.1%

Others
Others 50.5%
Tencent
17.0%
5Y Capital
™M 3.6%

Ventures
5.7%

Source: Company data

Exhibit 87: Kuaishou: Share price (HK$) and South Bound net trading inflow (HK$ mn)

3,000.00 120
2,500.00

100
2,000.00
1,500.00 80
1,000.00

9/4/2021 10/4/2021 11/4/2021 12/4/2021 1/4/2022 2/4/2022 3/4/20 4/4 ZOZI ;/;/2-02'2 . |4/2022 7/4'2022 /4/IJ"

60
500.00 I I
ooo 1®_ ~HEREN | I _ 1.0l I I ... _ . 40

-500.00
20
-1,000.00
-1,500.00 0

= Southbound Trading Net Inflow (HKS mn) == Share price (HKS)

Source: Wind
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Exhibit 88: Kuaishou adopts a business unit-based structure to boost revenue growth and increase operational efficiency

@ Cost Control

Unlike the previous function-based structure,

ﬁfi Revenue growth

Product, operation and user growth sectors are
all merged into the Platform Product and business units now not only bear

Operation Line. Integration of product data and performance KPls, but cost controls as well.
user data optimized content recommendation CEO The closed-| oop business unit-based

and improved user experience, contributing to Yixiao Cheng structure motivates each segment to control
the growth of MAU, retention rates and future costs and pay attention to ROI.

revenue growth.

Chairman
Hua Su

Business Units Functional Units

Source: Company data

Exhibit 89: Investments and completed M&A

Date Company Sedor Amount Type Inwestors
01707 S yiqiie Took USD &7 8mn restment Kugishou, YungiP artners Kingsoft
201708 Togezerin EfF R Togezer Took [ restment Kusishou
2018/01  TONOT TONOT ARMR /A rvestment Kuzishou
M018/01  EEE M eckug tech E-comrmere Sass RMB >10 mn rvestment Kugishou
2018/04 tHEEE Bada media Content RMB >10 mn rvestment SAIF Partners, K uzshou
2018/05 BIFEEEE Chuandong net Contert RMB 30 mn Private plaement  Kuaishou
201805 FER Chillyroom Games M/E MVESTMENT Kuashou
201805 SlEL =5 Zhoutong tech Al RME #10 mn MVESTMENT Kugishou, weloy i
201805 AcFun AcFun Contert RME =100 mn MMEA Kugishou
201807 H Da Pian Took MR rvestment Kuaishou, BAI, Lghthouse
201809 HfE Zhiyi tech Video Intalligenca RMB »10 min rivestment Legand Capitsl Kuaishou
m18/02 TR Oneflow tach Al [ rvestment Kuaishou
2016/05 BEE Intelligent lerning Education EMBSO mn rvestment Vigion Capital, Kuzichou
019/08 HIEE Zhihu Contert LED 5434mn rvestment Capital Today, Tencent, Baidu, Kuaishou
M8 +FETEE Crossngstar studio Contert RMB >10 mn nvestment Tercent, Kuaishou
2019/10 TEE CMGE Games HKD 5250mn rvestment Kugishou, SinaWeibo Fund,Biliand etc
2020/05 s SHARER Took MNfA rvestment Tercent, Kuashou
201009 TEEE MNrealtech ARMNR USD 540mn rivestment Sequola, GP Capital, Kuashou, Hilhouss and etc
2020(10 EEEE WIFN Gamnes UsSD 5100mn MVESTMENT Tercent, 516, Tiantu Capital, Kuaishou
2020{11 BRI Waststream Semiconductor USD 550mn rvestment Kuaishou, Recpoint, 5Y Capital
202012 S ERE Elephart Contert /A mvestment Kusishou
201012 |I=E35F) Phinos teractive Games MNJA rvestment Kuaishou
m10/12 EFE EGM Contert 2ME >100 mn ruestment Kusichou, Bil
2010/03 iEREFRLF I ninglamptech Al LED $300mn rvestment Tercent, Temasek, Kuaishou
010/03  EREED % Rui Si Dong Games [ MEL Kusishou
2010/04  FHEERE Ace plaving Gamss AME =1 mn nvestment IDG, Kuzishou Tuyou Gemes DotC Uniced, Bole Games
2000/04 plrerd=t:3 Huchuz Education USD 530mn rivestment Kuaishou
2020/05 EBEENF Owln (Company now de-regist=rad) ARMNR MfA MEa Kugishou
2010/08 TEEESESE YTG Games ENMB>1 mn &S Kuaishou
2021/05 EE Aihuishou ICrecycle MfA restment Kugishou
2021/09 AN YYETs Wideo MfA rvestment Kuaishou, Ximomi
2021112 RHR Soulgame Games MNIA rvestment Kuaishou
2022/06 Bz Yixin Optimzation E-commerce Service Partrer MR rvestment Kuaishou

Source: Company data, Public Information
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Exhibit 90: ESOP details
Number of granted

Date Incentive Plan R Duration Exercise Price(HKD)
Prior to listing Pre-IPO ESOP 262.2 N/A N/A
1/18/2021 Post-IPO Share Option Scheme 833 10 years
Details as foliows:
""1/28/2022  Post-IPOShare Option Scheme 6.2 " ss6.85
3/30/2022 Post-IPO Share Option Scheme 16.2 $76.29
" 4/14/2022  Post-IPOShare Option Scheme 3.2 566,46
4/21/2022  Post-IPO Share Option Scheme  53.7 66230
6/23/2022 Post-IPO Share Option Scheme 0.01 $83.55
" 7/21/2022  Post-IPO Share Option Scheme 38 T ss240
1/18/2021 Post-IPO RSU Scheme 94.6 N/A N/A

*RSU shares as of number of shares underlying RSU granted from listing date to 2021/12/31, Option shares from listing date
till 2022/08/03

Source: Company data
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Disclosure Appendix

Reg AC

We, Lincoln Kong, CFA, Ronald Keung, CFA, Steve Qiu and Lynn Li, hereby certify that all of the views expressed in this report accurately reflect our
personal views about the subject company or companies and its or their securities. We also certify that no part of our compensation was, is or will be,
directly or indirectly, related to the specific recommendations or views expressed in this report.

Unless otherwise stated, the individuals listed on the cover page of this report are analysts in Goldman Sachs’ Global Investment Research division.

GS Factor Profile

The Goldman Sachs Factor Profile provides investment context for a stock by comparing key attributes to the market (i.e. our coverage universe) and its
sector peers. The four key attributes depicted are: Growth, Financial Returns, Multiple (e.g. valuation) and Integrated (a composite of Growth, Financial
Returns and Multiple). Growth, Financial Returns and Multiple are calculated by using normalized ranks for specific metrics for each stock. The
normalized ranks for the metrics are then averaged and converted into percentiles for the relevant attribute. The precise calculation of each metric may
vary depending on the fiscal year, industry and region, but the standard approach is as follows:

Growth is based on a stock’s forward-looking sales growth, EBITDA growth and EPS growth (for financial stocks, only EPS and sales growth), with a
higher percentile indicating a higher growth company. Financial Returns is based on a stock'’s forward-looking ROE, ROCE and CROCI (for financial
stocks, only ROE), with a higher percentile indicating a company with higher financial returns. Multiple is based on a stock’s forward-looking P/E, P/B,
price/dividend (P/D), EV/EBITDA, EV/FCF and EV/Debt Adjusted Cash Flow (DACF) (for financial stocks, only P/E, P/B and P/D), with a higher percentile
indicating a stock trading at a higher multiple. The Integrated percentile is calculated as the average of the Growth percentile, Financial Returns
percentile and (100% - Multiple percentile).

Financial Returns and Multiple use the Goldman Sachs analyst forecasts at the fiscal yearend at least three quarters in the future. Growth uses inputs
for the fiscal year at least seven quarters in the future compared with the year at least three quarters in the future (on a pershare basis for all metrics).

For a more detailed description of how we calculate the GS Factor Profile, please contact your GS representative.

M&A Rank

Across our global coverage, we examine stocks using an M&A framework, considering both qualitative factors and quantitative factors (which may vary
across sectors and regions) to incorporate the potential that certain companies could be acquired. We then assign a M&A rank as a means of scoring
companies under our rated coverage from 1 to 3, with 1 representing high (30%-50%) probability of the company becoming an acquisition target, 2
representing medium (15%-30%) probability and 3 representing low (0%-15%) probability. For companies ranked 1 or 2, in line with our standard
departmental guidelines we incorporate an M&A component into our target price. M&A rank of 3 is considered immaterial and therefore does not
factor into our price target, and may or may not be discussed in research.

Quantum
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

Disclosures

Logo disclosure
Third-party brands used in this report are the property of their respective owners, and are used here for informational purposes only. The use of such
brands should not be viewed as an endorsement, affiliation or sponsorship by or for Goldman Sachs or any of its products/services.

The rating(s) for KuaishouTechnology is/are relative to the other companies in its/their coverage universe: Baidu.com Inc. (ADR), Baidu.com
Inc. (H), Bilibili Inc. (ADR), Bilibili Inc. (H), NetEase Inc. (ADR), NetEase Inc. (H), Zhihu Inc. (ADR), Zhihu Inc. (H), iQlYI Inc.

Company-specific regulatory disclosures
The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, “Goldman Sachs”) and companies covered
by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs has received compensation for investment banking services in the past 12 months: Kuaishou Technology (HK$66.80)

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: Kuaishou Technology
(HK$66.80)

Goldman Sachs had an investment banking services client relationship during the past 12 months with: Kuaishou Technology (HK$66.80)
Goldman Sachs makes a market in the securities or derivatives thereof: Kuaishou Technology (HK$66.80)

Distribution of ratings/investment banking relationships
Goldman Sachs Investment Research global Equity coverage universe

Rating Distribution Investment Banking Relationships
Buy Hold Sell Buy Hold Sell
Global 50% 35% 15% 65% 58% 45%

As of July 1, 2022, Goldman Sachs Global Investment Research had investment ratings on 3,132 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes of the above disclosure required by the FINRA Rules. See ‘Ratings, Coverage universe and related definitions’ below. The Investment
Banking Relationships chart reflects the percentage of subject companies within each rating category for whom Goldman Sachs has provided
investment banking services within the previous twelve months.
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Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or
co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed
public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs trades or may trade as a
principal in debt securities (or in related derivatives) of issuers discussed in this report.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as officer or director: Goldman Sachs policy generally prohibits its analysts, persons reporting to analysts or members of their households from
serving as an officer, director or advisor of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may not be
associated persons of Goldman Sachs & Co. LLC and therefore may not be subject to FINRA Rule 2241 or FINRA Rule 2242 restrictions on
communications with subject company, public appearances and trading securities held by the analysts.

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in
prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs
website at https://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and
regulations. Australia: Goldman Sachs Australia Pty Ltd and its affiliates are not authorised deposit-taking institutions (as that term is defined in the
Banking Act 1959 (Cth)) in Australia and do not provide banking services, nor carry on a banking business, in Australia. This research, and any access to
it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman Sachs. In
producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other
meetings hosted by the companies and other entities which are the subject of its research reports. In some instances the costs of such site visits or
meetings may be met in part or in whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific
circumstances relating to the site visit or meeting. To the extent that the contents of this document contains any financial product advice, it is general
advice only and has been prepared by Goldman Sachs without taking into account a client’s objectives, financial situation or needs. A client should,
before acting on any such advice, consider the appropriateness of the advice having regard to the client's own objectives, financial situation and needs.
A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests and a copy of Goldman Sachs' Australian Sell-Side Research
Independence Policy Statement are available at: https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html. Brazil: Disclosure
information in relation to CVM Resolution n. 20 is available at https://www.gs.com/worldwide/brazil/area/gir/index.html. Where applicable, the
Brazil-registered analyst primarily responsible for the content of this research report, as defined in Article 20 of CVM Resolution n. 20, is the first author
named at the beginning of this report, unless indicated otherwise at the end of the text. Canada: This information is being provided to you for
information purposes only and is not, and under no circumstances should be construed as, an advertisement, offering or solicitation by Goldman Sachs
& Co. LLC for purchasers of securities in Canada to trade in any Canadian security. Goldman Sachs & Co. LLC is not registered as a dealer in any
jurisdiction in Canada under applicable Canadian securities laws and generally is not permitted to trade in Canadian securities and may be prohibited
from selling certain securities and products in certain jurisdictions in Canada. If you wish to trade in any Canadian securities or other products in
Canada please contact Goldman Sachs Canada Inc., an affiliate of The Goldman Sachs Group Inc., or another registered Canadian dealer. Hong Kong:
Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C.
India: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (India) Securities
Private Limited, Research Analyst - SEBI Registration Number INHO00001493, 951-A, Rational House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
400 025, India, Corporate Identity Number U74140MH2006FTC160634, Phone +91 22 6616 9000, Fax +91 22 6616 9001. Goldman Sachs may
beneficially own 1% or more of the securities (as such term is defined in clause 2 (h) the Indian Securities Contracts (Regulation) Act, 1956) of the
subject company or companies referred to in this research report. Japan: See below. Korea: This research, and any access to it, is intended only for
“professional investors” within the meaning of the Financial Services and Capital Markets Act, unless otherwise agreed by Goldman Sachs. Further
information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. New
Zealand: Goldman Sachs New Zealand Limited and its affiliates are neither “registered banks” nor “deposit takers” (as defined in the Reserve Bank of
New Zealand Act 1989) in New Zealand. This research, and any access to it, is intended for “wholesale clients” (as defined in the Financial Advisers Act
2008) unless otherwise agreed by Goldman Sachs. A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests is available at:
https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html. Russia: Research reports distributed in the Russian Federation are not
advertising as defined in the Russian legislation, but are information and analysis not having product promotion as their main purpose and do not
provide appraisal within the meaning of the Russian legislation on appraisal activity. Research reports do not constitute a personalized investment
recommendation as defined in Russian laws and regulations, are not addressed to a specific client, and are prepared without analyzing the financial
circumstances, investment profiles or risk profiles of clients. Goldman Sachs assumes no responsibility for any investment decisions that may be taken
by a client or any other person based on this research report. Singapore: Goldman Sachs (Singapore) Pte. (Company Number: 198602165W), which is
regulated by the Monetary Authority of Singapore, accepts legal responsibility for this research, and should be contacted with respect to any matters
arising from, or in connection with, this research. Taiwan: This material is for reference only and must not be reprinted without permission. Investors
should carefully consider their own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who
would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Conduct Authority, should read this
research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have
been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are
available from Goldman Sachs International on request.

European Union and United Kingdom: Disclosure information in relation to Article 6 (2) of the European Commission Delegated Regulation (EU)
(2016/958) supplementing Regulation (EU) No 596/2014 of the European Parliament and of the Council (including as that Delegated Regulation is
implemented into United Kingdom domestic law and regulation following the United Kingdom'’s departure from the European Union and the European
Economic Area) with regard to regulatory technical standards for the technical arrangements for objective presentation of investment
recommendations or other information recommending or suggesting an investment strategy and for disclosure of particular interests or indications of
conflicts of interest is available at https://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of
Interest in Connection with Investment Research.

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho
69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type Il Financial Instruments Firms Association.
Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to
any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese Securities Finance
Company.
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Ratings, coverage universe and related definitions

Buy (B), Neutral (N), Sell (S) Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or
Sell on an Investment List is determined by a stock’s total return potential relative to its coverage universe. Any stock not assigned as a Buy or a Sell on
an Investment List with an active rating (i.e., a stock that is not Rating Suspended, Not Rated, Coverage Suspended or Not Covered), is deemed
Neutral. Each region’s Investment Review Committee manages Regional Conviction lists, which represent investment recommendations focused on
the size of the total return potential and/or the likelihood of the realization of the return across their respective areas of coverage. The addition or
removal of stocks from such Conviction lists do not represent a change in the analysts’ investment rating for such stocks.

Total return potential represents the upside or downside differential between the current share price and the price target, including all paid or
anticipated dividends, expected during the time horizon associated with the price target. Price targets are required for all covered stocks. The total
return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership.

Coverage Universe: A list of all stocks in each coverage universe is available by primary analyst, stock and coverage universe at
https://www.gs.com/research/hedge.html.

Not Rated (NR). The investment rating, target price and earnings estimates (where relevant) have been suspended pursuant to Goldman Sachs policy
when Goldman Sachs is acting in an advisory capacity in a merger or in a strategic transaction involving this company, when there are legal, regulatory
or policy constraints due to Goldman Sachs’ involvement in a transaction, and in certain other circumstances. Rating Suspended (RS). Goldman
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for
determining an investment rating or target price. The previous investment rating and target price, if any, are no longer in effect for this stock and should
not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does
not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful
(NM). The information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis.
Analysts based in Goldman Sachs offices around the world produce research on industries and companies, and research on macroeconomics,
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in
Brazil by Goldman Sachs do Brasil Corretora de Titulos e Valores Mobilidrios S.A.; Public Communication Channel Goldman Sachs Brazil: 0800 727 5764
and / or contatogoldmanbrasil@gs.com. Available Weekdays (except holidays), from 9am to 6pm. Canal de Comunicacao com o Publico Goldman Sachs
Brasil: 0800 727 5764 e/ou contatogoldmanbrasil@gs.com. Horéario de funcionamento: segunda-feira a sexta-feira (exceto feriados), das 9h as 18h; in
Canada by Goldman Sachs & Co. LLC; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan
by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs New
Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the
United States of America by Goldman Sachs & Co. LLC. Goldman Sachs International has approved this research in connection with its distribution in
the United Kingdom.

Effective from the date of the United Kingdom'’s departure from the European Union and the European Economic Area (“Brexit Day") the following
information with respect to distributing entities will apply:

Goldman Sachs International (“GSI"), authorised by the Prudential Regulation Authority (“PRA") and regulated by the Financial Conduct Authority
("FCA") and the PRA, has approved this research in connection with its distribution in the United Kingdom.

European Economic Area: GSI, authorised by the PRA and regulated by the FCA and the PRA, disseminates research in the following jurisdictions
within the European Economic Area: the Grand Duchy of Luxembourg, Italy, the Kingdom of Belgium, the Kingdom of Denmark, the Kingdom of
Norway, the Republic of Finland, the Republic of Cyprus and the Republic of Ireland; GS -Succursale de Paris (Paris branch) which, from Brexit Day, will
be authorised by the French Autorité de contréle prudentiel et de resolution (“ACPR") and regulated by the Autorité de contréle prudentiel et de
resolution and the Autorité des marches financiers ("AMF") disseminates research in France; GSI - Sucursal en Espana (Madrid branch) authorized in
Spain by the Comisién Nacional del Mercado de Valores disseminates research in the Kingdom of Spain; GSI - Sweden Bankfilial (Stockholm branch) is
authorized by the SFSA as a “third country branch” in accordance with Chapter 4, Section 4 of the Swedish Securities and Market Act (Sw. lag
(2007:528) om véardepappersmarknaden) disseminates research in the Kingdom of Sweden; Goldman Sachs Bank Europe SE ("GSBE") is a credit
institution incorporated in Germany and, within the Single Supervisory Mechanism, subject to direct prudential supervision by the European Central
Bank and in other respects supervised by German Federal Financial Supervisory Authority (Bundesanstalt fir Finanzdienstleistungsaufsicht, BaFin) and
Deutsche Bundesbank and disseminates research in the Federal Republic of Germany and those jurisdictions within the European Economic Area
where GSl is not authorised to disseminate research and additionally, GSBE, Copenhagen Branch filial af GSBE, Tyskland, supervised by the Danish
Financial Authority disseminates research in the Kingdom of Denmark; GSBE - Sucursal en Espana (Madrid branch) subject (to a limited extent) to local
supervision by the Bank of Spain disseminates research in the Kingdom of Spain; GSBE - Succursale ltalia (Milan branch) to the relevant applicable
extent, subject to local supervision by the Bank of Italy (Banca d’ltalia) and the Italian Companies and Exchange Commission (Commissione Nazionale
per le Societa e la Borsa “Consob”) disseminates research in Italy; GSBE - Succursale de Paris (Paris branch), supervised by the AMF and by the ACPR
disseminates research in France; and GSBE - Sweden Bankfilial (Stockholm branch), to a limited extent, subject to local supervision by the Swedish
Financial Supervisory Authority (Finansinpektionen) disseminates research in the Kingdom of Sweden.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst’s judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division.
Goldman Sachs & Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities
discussed in this report, which impact may be directionally counter to the analyst’s published price target expectations for such stocks. Any such
trading strategies are distinct from and do not affect the analyst's fundamental equity rating for such stocks, which rating reflects a stock’s return
potential relative to its coverage universe as described herein.
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We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act
as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at
https://www.theocc.com/about/publications/characterrisks.jsp and
https://www.fiadocumentation.org/fia/requlatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018.
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation
will be supplied upon request.

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by the Global Investment
Research division of GS may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g.,
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request
that specific data underlying analysts' fundamental analysis available on our internal client websites be delivered to them electronically through data
feeds or otherwise. No change to an analyst's fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our

research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related
services) that may be available to you, please contact your GS representative or go to https://research.gs.com.

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.
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