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Investor group call takeaways: Stronger position in 5G to drive Internet 
services growth 

 
• Smartphones: Stronger position in 5G vs 4G in 

China, with 14% 5G share in March, higher than its 

11% overall share 

• IOT: Continuous growth driven by product 

expansion 

• Internet services: Higher ARPU from growing 

premium smartphone users, which will structurally 

drive online games and advertising  

• Reiterate BUY with TP of HK$16 
 

Forecasts and Valuation  

FY Dec (RMB m)  2018A 2019A 2020F 2021F 

Turnover 174,915 205,839 243,793 311,500 
EBITDA 1,945 13,141 12,990 17,023 
Pre-tax Profit 13,927 12,163 11,933 15,751 
Net Profit 13,478 10,103 9,913 13,084 
Net Pft (Pre Ex) (core profit) 8,555 11,532 11,453 15,052 
Net Profit Gth (Pre-ex) (%)  (90.5) 948.7 (1.9) 32.0 
EPS (RMB) 0.84 0.43 0.42 0.55 
EPS (HK$) 0.92 0.47 0.46 0.60 
Core EPS (HK$) 0.58 0.53 0.53 0.69 
Core EPS (RMB) 0.53 0.49 0.48 0.63 
EPS Gth (%) N/A (49.3) (1.9) 32.0 
Core EPS Gth (%) (3.1) (8.8) (0.7) 31.4 
Diluted EPS (HK$) 0.63 0.45 0.44 0.58 
DPS (HK$) 0.00 0.00 0.00 0.00 
BV Per Share (HK$) 3.30 3.69 4.14 4.73 
PE (X) 14.2 28.0 28.5 21.6 
Core PE (X) 22.4 24.5 24.7 18.8 
P/Cash Flow (X) 28.3 15.8 16.3 11.9 
P/Free CF (X) 59.6 18.8 24.3 34.9 
EV/EBITDA (X) 83.5 17.9 17.3 12.8 
Net Div Yield (%) 0.0 0.0 0.0 0.0 
P/Book Value (X) 3.9 3.5 3.1 2.7 
Net Debt/Equity (X) CASH CASH CASH CASH 
ROAE (%) (48.2) 13.2 11.5 13.4 
     

Earnings Rev (%):   Nil Nil 
Consensus EPS  (RMB)   0.48  0.61  
Other Broker Recs:  B:34 S:0 H:9 
Source: Company, DBS Bank (Hong Kong) Limited (“DBS HK”), 
Thomson Reuters 

 

 
What’s New 

We hosted a post 1Q20 results group call for Xiaomi on 5 

June 2020. Investors were mostly interested in the outlook 

for smartphones and Internet services as well as impact from 

COVID-19. Below are the key takeaways: 

 

Smartphones (32% of 1Q20 gross profit). Investors were 

concerned that Xiaomi’s smartphone market share in China 

declined from 13% in 1Q19 to 11% in 1Q20. Xiaomi 

attributed the decline to: (1) Huawei’s redirection of its 

smartphone strategy back to China since 2019, given 

impact on overseas smartphone shipments from restrictions 

on Google Mobile Services (GMS); (2) more skew of 

investment in R&D or marketing towards 5G models instead 

of 4G since 2H19 given the 4G era is coming to an end. As 

such, Xiaomi stated that its 5G smartphone market share in 

China has reached 14% in March 2020, much higher than 

its overall market share of 11% in China, led by offering 5G 

smartphones at competitive prices, with its industry-leading 

operating efficiency.  

 

As for overseas markets, Xiaomi expects Europe to be its 

next largest smartphone shipment contribution after India. It 

has gained traction from telecom operators with strategic 

partnerships since 2019, after establishing leading position 

in retail channels. Xiaomi is the 4th 
 
largest smartphone 

vendor in Western Europe, and smartphone shipments to 

that region increased 79% y-o-y in 1Q20, while those of 

Samsung (005930 KS), Apple (AAPL US) and Huawei, which 

are the top 3 smartphone vendors in Western Europe, 

declined 21%, 8%, and 40% y-o-y. Meanwhile, Xiaomi has 

broken into the underpenetrated high-end market, with the 

release of Mi 10/10 Pro at an ASP of Rmb3,999+ in February 

2020, which helped ASP to increase 7% y-o-y in 1Q20.  
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 Refer to important disclosures at the end of this report 
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IoT and lifestyle products (23% of 1Q20 gross profit). 

Xiaomi is China’s largest consumer IoT vendor with 

252m connected IoT devices in 1Q20. Smart TV is the 

largest revenue contributor to the IoT and lifestyle product 

segment, with shipment ranked #1 in China at 3% y-o-y 

growth in 1Q20. Xiaomi expects the segment to continue 

growing driven by product expansion. Other products 

including wristbands (#1 in global market, +56% y-o-y), 

scooters (#1 in global market, +41% y-o-y), and TWS 

headphones (#3 in global market, +620% y-o-y) grew 

rapidly in 1Q20. 

 

Xiaomi stated that net profit margin (NPM) of hardware 

(smartphone and IoT and lifestyle products) was less than 

1% in FY19. Xiaomi reiterates that its strategy is to cap 

segmental NPM at 5.0%, as it offers hardware with better 

specs at lower prices to enable it to garner a large user base 

(331m monthly active users [MAUs] for its proprietary MIUI 

operating system [OS]) to cross-sell fast-growing high-

margin Internet services. 

 

Internet services (45% of 1Q20 gross profit). Investors are 

concerned that Xiaomi’s mobile game revenue growth may 

moderate, after lockdown measures are lifted and time 

spent by users on mobile games normalises after COVID-19 

hitting a peak in China in 1Q20. Xiaomi disclosed that its 

online game revenue increased 81% y-o-y in 1Q20, which 

outperformed mobile game market’s 40%. Xiaomi 

attributed the outperformance to higher average revenue 

per user (ARPU), from its growing premium smartphone 

user base with higher spending power. This is a structural 

driver that will underpin long term growth even after time 

spent by users on mobile games normalises. 

 

Online advertising revenue increased 17% y-o-y in 1Q20, 

despite customers cutting advertising budgets due to 

COVID-19 in 1Q20. This was mainly attributable to (i) 

diversifying monetisation methods from pre-installation ads 

to search ads (i.e. Mi App Store) and newsfeed ads (i.e. Mi 

Browser); (ii) expanding advertising customer verticals from 

Internet to SMB and Finance; (iii) improving algorithms; and 

(iv) increase in monetisation in overseas markets. 

 

COVID-19 impact. Xiaomi stated that smartphone and IoT 

and lifestyle product revenues still grew 12% and 8% y-o-y 

in 1Q20, despite COVID-19 hitting a peak in China during 

the quarter. Overseas markets were heavily impacted by 

COVID-19 in April and May. However, these markets are 

recovering with smartphone activations in Europe and India 

achieving 90% and 60% of January 2020 pre-pandemic 

levels as of the third week of May. 

 

Due to production suspension in India, Xiaomi redirected 

smartphones produced from other regions to meet India’s 

demand. However, a 30% tariff will be imposed on those 

imported smartphones. Xiaomi is applying to obtain 

approval for production resumption from the Indian 

government and expects utilisation ramp-up to be similar to 

China, i.e. around a month to ramp up utilisation rate to 

pre-pandemic levels.  

 

Reiterate BUY with TP of HK$16. We expect net profit to 

decline 1% in FY20, given the slowdown in smartphone 

demand due to COVID-19, but to stage a strong 34% 

rebound in FY21F, driven by online ad monetisation revival 

and smartphone market share gains from Huawei. We 

reiterate our BUY rating on Xiaomi with TP of HK$16 based 

on 25x FY21F PE (1SD above historical average). 
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S.No. Date Clos ing 12-mth Rating

Price Target

Price

1: 16-Dec-19 HK$10.40 HK$14.40 Buy

2: 15-Apr-20 HK$10.18 HK$12.80 Buy

3: 8-May-20 HK$10.36 HK$13.30 Buy

4: 21-May-20 HK$12.80 HK$16.00 Buy
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DBS HK recommendations are based on an Absolute Total Return* Rating system, defined as follows: 

STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame) 

BUY (>15% total return over the next 12 months for small caps, >10% for large caps) 

HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps) 

FULLY VALUED (negative total return, i.e.,  > -10% over the next 12 months) 

SELL (negative total return of > -20% over the next 3 months, with identifiable share price catalysts within this time frame) 

*Share price appreciation + dividends 

 

Completed Date:  8 Jun 2020 15:02:21 (HKT) 

Dissemination Date: 8 Jun 2020 15:07:13 (HKT) 
 
Sources for all charts and tables are DBS HK unless otherwise specified. 
 
GENERAL DISCLOSURE/DISCLAIMER 
 
This report is prepared by DBS Bank (Hong Kong) Limited (“DBS HK”). This report is solely intended for the clients of DBS Bank Ltd., DBS HK, DBS 

Vickers (Hong Kong) Limited (“DBSV HK”), and DBS Vickers Securities (Singapore) Pte Ltd. (“DBSVS”), its respective connected and associated 

corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any means or (ii) 

redistributed without the prior written consent of DBS HK.  
 
The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS 

Bank Ltd., DBS HK,  DBSV HK, DBSVS, its respective connected and associated corporations, affiliates and their respective directors, officers, 

employees and agents (collectively, the “DBS Group”) have not conducted due diligence on any of the companies, verified any information or 

sources or taken into account any other factors which we may consider to be relevant or appropriate in preparing the research.  Accordingly, we 

do not make any representation or warranty as to the accuracy, completeness or correctness of the research set out in this report. Opinions 

expressed are subject to change without notice. This research is prepared for general circulation. Any recommendation contained in this document 

does not have regard to the specific investment objectives, financial situation and the particular needs of any specific addressee. This document is 

for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain 

separate independent legal or financial advice. The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss 

(including any claims for loss of profit) arising from any use of and/or reliance upon this document and/or further communication given in relation 

to this document. This document is not to be construed as an offer or a solicitation of an offer to buy or sell any securities. The DBS Group, along 

with its affiliates and/or persons associated with any of them may from time to time have interests in the securities mentioned in this document. 

The DBS Group, may have positions in, and may effect transactions in securities mentioned herein and may also perform or seek to perform 

broking, investment banking and other banking services for these companies. 
 
Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there can 

be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments. 

The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed, it may 

not contain all material information concerning the company (or companies) referred to in this report and the DBS Group is under no obligation to 

update the information in this report. 
 
This publication has not been reviewed or authorized by any regulatory authority in Singapore, Hong Kong or elsewhere. There is no planned 

schedule or frequency for updating research publication relating to any issuer.   
 
The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and 

assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on 

which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from actual 

results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE RELIED 

UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that: 

(a)  such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and 

(b) there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk 

assessments stated therein. 
 
Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets. 

Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies) 

mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to the 

commodity referred to in this report. 
 
DBS Vickers Securities (USA) Inc (“DBSVUSA”), a US-registered broker-dealer, does not have its own investment banking or research department, 

has not participated in any public offering of securities as a manager or co-manager or in any other investment banking transaction in the past 

twelve months and does not engage in market-making.   
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ANALYST CERTIFICATION 

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the 

companies and their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her 

compensation was, is, or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) 

primarily responsible for  the content of this research report, in part or in whole, certifies that he or his associate
1
 does not serve as an officer of 

the issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the 

real estate investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the 

management of the issuer or the new listing applicant) and the research analyst(s) primarily responsible for the content of this research report or 

his associate does not have financial interests
2
 in relation to an issuer or a new listing applicant that the analyst reviews.  DBS Group has 

procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the production of 

research reports.  The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment 

banking function of the DBS Group and procedures are in place to ensure that confidential information held by either the research or investment 

banking function is handled appropriately.  There is no direct link of DBS Group's compensation to any specific investment banking function of the 

DBS Group.   

 

COMPANY-SPECIFIC / REGULATORY DISCLOSURES  

 

1. DBS Bank Ltd, DBS HK, DBSVS or their subsidiaries and/or other affiliates have a proprietary position in Xiaomi Corp (1810 HK) 

recommended in this report as of 04 Jun 2020. 

2. Neither DBS Bank Ltd nor DBS HK market makes in equity securities of the issuer(s) or company(ies) mentioned in this Research 

Report. 

3. Compensation for investment banking services: 

DBSVUSA does not have its own investment banking or research department, nor has it participated in any public offering of 

securities as a manager or co-manager or in any other investment banking transaction in the past twelve months. Any US persons 

wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any 

security discussed in this document should contact DBSVUSA exclusively. 

4. Disclosure of previous investment recommendation produced: 

DBS Bank Ltd, DBSVS, DBS HK, their subsidiaries and/or other affiliates of DBSVUSA may have published other investment 

recommendations in respect of the same securities / instruments recommended in this research report during the preceding 12 

months. Please contact the primary analyst listed in the first page of this report to view previous investment recommendations 

published by DBS Bank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates of DBSVUSA in the preceding 12 months. 

 

  

 
1 An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (ii) the trustee of a trust of 

which the analyst, his spouse, minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person 

accustomed or obliged to act in accordance with the directions or instructions of the analyst.   

2
 Financial interest is defined as interests that are commonly known financial interest, such as investment in the securities in respect of an issuer or a 

new listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis.  This term 

does not include commercial lending conducted at arm's length, or investments in any collective investment scheme other than an issuer or new 

listing applicant notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant.   
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RESTRICTIONS ON DISTRIBUTION 

General This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or 

located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be 

contrary to law or regulation. 

Australia This report is being distributed in Australia by DBS Bank Ltd, DBSVS or DBSV HK. DBS Bank Ltd holds Australian Financial 

Services Licence no. 475946. 

DBSVS and DBSV HK are exempted from the requirement to hold an Australian Financial Services Licence under the 

Corporation Act 2001 (“CA”) in respect of financial services provided to the recipients. Both DBS Bank Ltd and DBSVS are 

regulated by the Monetary Authority of Singapore under the laws of Singapore, and DBSV HK is regulated by the Hong 

Kong Securities and Futures Commission under the laws of Hong Kong, which differ from Australian laws. 

Distribution of this report is intended only for “wholesale investors” within the meaning of the CA. 

Hong Kong This report is being distributed in Hong Kong by DBS Bank Ltd, DBS Bank (Hong Kong) Limited and DBS Vickers (Hong Kong) 

Limited, all of which are registered with or licensed by the Hong Kong Securities and Futures Commission to carry out the 

regulated activity of advising on securities.  DBS Bank Ltd., Hong Kong Branch is a limited liability company incorporated in 

Singapore. 

 

Indonesia This report is being distributed in Indonesia by PT DBS Vickers Sekuritas Indonesia.  

Malaysia This report is distributed in Malaysia by AllianceDBS Research Sdn Bhd ("ADBSR"). Recipients of this report, received from 

ADBSR are to contact the undersigned at 603-2604 3333 in respect of any matters arising from or in connection with this 

report. In addition to the General Disclosure/Disclaimer found at the preceding page, recipients of this report are advised 

that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their respective connected 

and associated corporations, affiliates, their directors, officers, employees, agents and parties related or associated with any 

of them may have positions in, and may effect transactions in the securities mentioned herein and may also perform or seek 

to perform broking, investment  banking/corporate advisory and other services for the subject companies. They may also 

have received compensation and/or seek to obtain compensation for broking, investment banking/corporate advisory and 

other services from the subject companies. 

 
Wong Ming Tek, Executive Director, ADBSR 

Singapore This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn No. 

198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the 

Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign 

entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial 

Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert 

Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the report to such persons 

only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising from, 

or in connection with the report. 

Thailand This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd.  

United 

Kingdom 

This report is produced by DBS HK which is regulated by the Hong Kong Monetary Authority  
 

This report is disseminated in the United Kingdom by DBS Vickers Securities (UK) Ltd (“DBSVUK”).  DBSVUK is authorised 

and regulated by the Financial Conduct Authority in the United Kingdom. 
 

In respect of the United Kingdom, this report is solely intended for the clients of DBSVUK, its respective connected and 

associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any 

form or by any means or (ii) redistributed without the prior written consent of DBSVUK. This communication is directed at 

persons having professional experience in matters relating to investments. Any investment activity following from this 

communication will only be engaged in with such persons. Persons who do not have professional experience in matters 

relating to investments should not rely on this communication. 

Dubai 

International 

Financial 

Centre  

This research report is being distributed by DBS Bank Ltd., (DIFC Branch) having its office at units 608-610, 6th Floor, Gate 

Precinct Building 5, PO Box 506538, Dubai International Financial Centre (DIFC), Dubai, United Arab Emirates. DBS Bank 

Ltd., (DIFC Branch) is regulated by The Dubai Financial Services Authority. This research report is intended only for 

professional clients (as defined in the DFSA rulebook) and no other person may act upon it. 
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United Arab 

Emirates 

This report is provided by DBS Bank Ltd (Company Regn. No. 196800306E) which is an Exempt Financial Adviser as defined 

in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. This report is for information purposes 

only and should not be relied upon or acted on by the recipient or considered as a solicitation or inducement to buy or sell 

any financial product. It does not constitute a personal recommendation or take into account the particular investment 

objectives, financial situation, or needs of individual clients. You should contact your relationship manager or investment 

adviser if you need advice on the merits of buying, selling or holding a particular investment. You should note that the 

information in this report may be out of date and it is not represented or warranted to be accurate, timely or complete. This 

report or any portion thereof may not be reprinted, sold or redistributed without our written consent. 

United States This report was prepared by DBS HK.  DBSVUSA did not participate in its preparation.  The research analyst(s) named on this 

report are not registered as research analysts with FINRA and are not associated persons of DBSVUSA. The research 

analyst(s) are not subject to FINRA Rule 2241 restrictions on analyst compensation, communications with a subject company, 

public appearances and trading securities held by a research analyst. This report is being distributed in the United States by 

DBSVUSA, which accepts responsibility for its contents. This report may only be distributed to Major U.S. Institutional 

Investors (as defined in SEC Rule 15a-6) and to such other institutional investors and qualified persons as DBSVUSA may 

authorize.  Any U.S. person receiving this report who wishes to effect transactions in any securities referred to herein should 

contact DBSVUSA directly and not its affiliate. 

Other 

jurisdictions 

In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified, 

professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions. 

DBS Bank (Hong Kong) Limited 

13
 th

 Floor One Island East, 18 Westlands Road, Quarry Bay, Hong Kong 

Tel: (852) 3668-4181, Fax: (852) 2521-1812 
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