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JD.com (09618.HK)

Effective initial results of platform ecosystem construction, while low prices and
subsidies remain strategic focal points

China | E-commerce | Internet

Company profile

JD.com (09618.HK) is a company that started as an e-commerce platform and has evolved
into a leading technology and service provider with a core focus on self-operated business
models. It has expanded its operations into various sectors, including retail, technology,
logistics, and healthcare. The group's subsidiaries include JD Health, JD Logistics, Dada
Group, and others. In the current environment of moderate economic recovery, consumers
continue to be highly sensitive to product prices, and the e-commerce industry is fiercely
competitive. The company adopts a strategy of low prices and market penetration while also
emphasizing quality and service to enhance the shopping experience and frequency of use
for its core users.

Overall performance in 2Q24 exceeded market expectations with growing shareholder
returns

In 2Q24, JD.com reported a year-on-year revenue growth of 1.2% to 291 billion yuan, mainly
driven by the growth of service revenue. In terms of category, product revenue (1P) reached
234 billion yuan, while service revenue (3P) reached 58 billion yuan, with a 6.3% YoY
increase. Breaking it down by business segment, JD Retail's revenue grew by 1.5% YoY to
257 billion yuan, and JD Logistics' revenue grew by 7.7% YoY to 44 billion yuan. Overall, the
company's Non-GAAP operating profit increased by 33.7% YoY to 12 billion yuan, with an
operating profit margin of 4.0%, primarily driven by the beyond-expectation performance of
JD logistics. The Non-GAAP net profit attributable to ordinary shareholders of the listed
company was 15 billion yuan, a 69.0% YoY increase. In terms of shareholder returns, as of
June 30, 2024, the company has cumulatively repurchased USS$3.3 billion, representing
approximately 7.1% of the total outstanding common shares as of the end of 2023.

JD Retail: Platform ecosystem continues to show healthy improvement, and low prices
and subsidies remain strategic focal points in the context of macroeconomic recovery

In the second quarter of 2024, JD.com achieved retail revenue of 257 billion yuan,
representing a year-on-year growth of 1.5%, primarily driven by the growth in active users
and order volume. Both purchase frequency and order volume achieved double-digit year-
on-year growth this quarter, with third-party merchant order volume increasing by 20%
year-on-year, reaching a new high in the past two years. Operating profit reached 10.1
billion yuan, with an operating profit margin of 3.9%, an increase of 0.7 percentage points
year-on-year, mainly influenced by the reduction in free shipping thresholds and increased
promotional marketing expenses. In terms of the breakdown by revenue category:

Product Revenue (1P): According to data from the National Bureau of Statistics, the total
retail sales of consumer goods in the second quarter of 2024 amounted to 12105 billion
yuan, a year-on-year decrease of 1.8%. In terms of online consumption, the online retail
sales of physical goods reached 3176 billion yuan, a 10.2% increase, surpassing the overall
growth rate of offline retail. Considering the government's new round of "trade-in" policies
that will release pent-up demand and the expected continued recovery of the real estate
market, we anticipate that revenue from JD.com's core categories such as 3C electronics will
continue to grow, with year-on-year growth rates of 5%, 6%, and 6% in 2024, 2025, and
2026, respectively. At the same time, revenue from daily department stores will continue to
benefit from platform improvements, and we predict a stable growth rate of 5%, 7%, and 7%
year-on-year in 2024, 2025, and 2026, respectively.
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CNY mn FY22 FY23 FY24E FY25E
Revenue 1,046,236 1,084,662 1,143,847 1,221,638

Shareholders  Net
profit

10,380 24,167 30,485 34,882

Diluted EPS 3.2 7.6 9.6 11.0
P/E ratio, x 59.9 13.4 13.0 11.2
Dividend Yield, % 1.1% 2.6% 1.9% 2.1%

Source: Company reports, Phillip Securities Est.
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Service Revenue (3P): The company has increased its efforts in building the 3P
ecosystem and proactively optimizing the user experience, resulting in steady growth
in monthly active users on the JD.com app. The company has implemented measures
such as reducing commissions and service fees for 3P merchants, leading to a
decrease in commission rates. As the 3P ecosystem is still in its early stages, the
company is expected to continue investing in order to attract users from lower-tier
cities through initiatives like enriching the supply of low-priced products and targeted
subsidies. This may result in short-term or insignificant contributions to monetization.

However, as user experience continues to improve, user stickiness increases, and the
business environment gradually improves, the monetization capabilities are expected
to improve in the medium to long term. Furthermore, the growth in sales volume
also brings about an increase in revenue from service-oriented businesses such as
advertising placements and express logistics, as well as commission income. It also
leads to efficiency improvements and lower raw material procurement costs, forming
a virtuous cycle. Therefore, we anticipate that service revenue will return to healthy
growth in 2024, with year-on-year growth rates of 10%, 13%, and 15% in 2024, 2025,
and 2026, respectively.

Considering that the adjustment period for JD Retail's business is coming to an end
and the fundamental trends are gradually improving, there is hope that this will
promote the restoration of investor sentiment. In addition, the company may benefit
from the implementation of the domestic "trade-in" policy. We estimate the segment
value of JD Retail in 2024 to be 317 billion yuan. Based on a forecasted PE ratio of
13.0 for 2024, there is a slight premium compared to the average PE ratio of
comparable companies at 9.2x.

JD Logistics: Logistics industry shows stable recovery, and self-operated supply
chain revenue remains stable

According to monitoring data from the State Post Bureau, as of June 30th, the
express delivery volume in China has reached 800 million parcels this year, which is
59 days earlier than in 2023, indicating a steady recovery in the industry. In the
second quarter of 2024, JD Logistics' revenue increased by 15.2% year-on-year to 44
billion yuan, and the operating profit increased by 328.0% year-on-year to 200 million
yuan. With the improvement of the company's global supply chain network, the
economies of scale are gradually manifesting. By providing one-stop services to
support Chinese brands going global, the number of customers in the integrated
external supply chain may steadily increase.

Company valuation

In 2024, JD.com will focus on improving user experience and increasing market share,
continuing to promote price competitiveness and platform ecosystem construction.
JD Retail will continue to implement a low-price strategy, and there is still significant
room for online penetration in areas such as supermarkets, sports, furniture, home
decor, automobiles, and services. With the overall consumption stabilizing and
improving in 2024, the growth of various categories is expected to return to a healthy
pace. The company's core categories, such as consumer electronics, are expected to
continue gaining market share, and the supermarket category is expected to return
to positive growth. Considering the intensified competition in the e-commerce
industry and the relatively insignificant short-term contribution from the
monetization end of the 3P ecosystem, with the effects of ecosystem construction
being gradually released in the medium to long term, we project the company's
operating revenue for 2024-2026 to be 1,144 billion yuan, 1,222 billion yuan, and
1,311 billion yuan, respectively, with net profit attributable to the parent company of
31 billion yuan, 35 billion yuan, and 40 billion yuan, corresponding to diluted EPS of
9.6 yuan, 11.0 yuan, and 12.4 yuan, and a corresponding PE ratio of 13.0x, 11.2x, and
10.0x. Based on the SOTP valuation method and on the latest market value or
valuation of subsidiaries and investee companies with a 30% discount, we have set a
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target market value of 452 billion yuan for JD.com in 2024, corresponding to a target
price of 144 yuan/155 HKD. We rate it as a "Hold" rating.

RMB, mn Latest valuation = Ownership  Discount Contribution to JD.com
JD Retail 317,201 100% 0% 317,201
JD Health (6618.HK) 82,835 68% 30% 39,429
JD Logistics (2618.HK) 89,969 63% 30% 39,676
Dada (DADA.US) 3,029 54% 30% 1,145
ATRenew (RERE.US) 4,074 32% 30% 913
Yixin Group (2858.HK) 4,788 15% 30% 503
GigaCloud (GCT.US) 7,764 10% 30% 543
Tianju Dihe (2479.HK) 3,228 15% 30% 336
ID Intelligent 49,892 75% 30% 26,193
JD Industrials 47,637 78% 30% 26,010
Total valuation 451,950
Target price, RMB 141.97
Target price, HKD 154.75

Exchange Rates: USD/RMB=7.11, RMB/HKD=1.09

Risk factors

1) The monetization capabilities of the platform ecosystem may not meet
expectations; 2) increased competition in the retail and logistics industries; 3)
consumer demand may recover weaker than expected.
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Consolidated Statement of Profit or Loss

Dec ¥/E, RME mn FY26E
Electronics and home appliance revenues 635,664
General merchandise revenues 370,337
et product revenues 1,005,002
Marketplace and marketing revenues 95,285
Logistics and other service revenues 208,585
Met zenyice revenues 235,267 304,851
Total net revenues 1,143,423 1,310,883
Cost of revenpes -871,205 -1,085,384
‘Gross profit 214,458
Fuifuliment

Marketing

Research and development
General and administrative
Income from operations
Other income

EQUITY RESEARCH REPORT

Consolidated Statement of Finandal Position

Dec ¥/E, RME mn

Fyaz2

Cash and cash equivalents
Cther short-term investments
Total accounts receivable
Accounts recefvable and notes
Cther receivables

Inventory

Other current assets

Net fixed azsets

Equity investments

Other long-term investments.
Goodwill and intangible assets
Land uze rights
OTher Non-CUment as:
Total assets
Accounts payable and notes

78,851
141,085

20,575
25,138

zaz

PPhiIIipCapital

Income/ [loss) before tax Taxes payable 5,926

Income tax expense Current portion of short-term and long-term loans 12,145

Met income/ [loss) Other current Rabilith B7,BE2

Netincomef(loss) attributable to owners of the parent 10,360 24,167 Long-term loans 30,233
Other non-cument fabi 24,333
Total Eabilities 321,127
Reserves 217,408
Treasury stock 2,483

of Cash Flow Other comprehensive income -858

DeC Y/E, RME mn Fy2z FY23 FY24E FY25E FY26E Total comman stock equity 213,956

Adjusting net profit to operating cash flows: Equity attributable to parent company shareholders 213,856

Net profit 30,966 Minority interest

Plus: Depredation and amartization E,304 Total shareholders' equity

Changes in working capita 18,214 Total Eabiliies and chareholders’ equity

Other non-cash adjustments
Met cash flows from operating activities

Investing activities: ey Finandal Data

Cach received from the zale of fwed 2szets 1,418 130 - - - Dec ¥/E, RME mn FYaz FY23 FY24E FY25E FY26E
Minus: Capital expenditu 22,017 24,718 26,540 Valuation Ratie

Decrease ininvestments 301,875 301,875 301,875 FfE, % 59.9 13.4 13.0 112 10.0
hinus: Increase in investments 356,042 345,351 348,515 Dividend Yield, % 11% 2.6% 1.9% 2.1% 2.4%

Met cash flows from other investing activ (3,8 Per Share

Met cash flows from investing activities {59,882) EFS 321 7.61 B.96 10.13 11.51
DFS 216 269 269 3.04 3.45

38,500 31,110 31,110 Growth&Margin

Minus: Decrease in debt 21,210 25,292 28,292 Growth

Increase in egquity - - - REVENUE 6.5%

Minus: Decrease in equity - - - Grozs Profit 11.3%

Total di - - - Net Frofit 13.1%

Met cash flows from other finanding activities - - - Margin

Net cash flows from financing activities 14,580 4,518 4,518 @ross Frofit Margin 14.1% 15.1%  15.7% 16.4%

Netincrease in cash and cash equivalents 5,138 7,554 10,714 Net Profit Margin 0.5% 2.4% 2.5% 27%

Cash and cash equivalents at the beginning of the pericd 73,358 EE,534 5,368 Key Ratios

Cach and cazh equivalents at the end of the period EE,534 95,386 ROE 4.7% 2.3% 10.5% 11.1%
ROA 1E% 1.4% 5.0% 5.3%

Current Price as of: Oct 21
Source: PSHK Est.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2024 Phillip Securities (Hong Kong) Limited
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